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Before  you  think  about  trailblazing  and  bushwhacking,  let's  think  about  making  it  to  the  dry  cleaners  in  one  piece.  The 
was  built  for  the  rigors  of  the  road.  For  twisting  turns,  hairpin  off-ramps  and  ruthless  rush-hour  commutes.  With  its  El< 
Stability  Program,  it  is  one  of  the  most  surefooted  vehicles  of  its  type.  "Everything  about  the  ML430  is  more  immediate 
a  whole  order  of  magnitude"  according  to  Car  and  Driver.*  This  is  not  just  an  SUV.  It  is  a  268hp  flat-in-the-turns  muscle  r 
You  know,  a  Mercedes.  Call  1-800-FOR-MERCEDES  or  visit  our  Web  site  at  www.MBUSA.com. 


•Car  and  Driver  May  1999  'Starting  MSRP  of  $35,800  for  an  ML320  excludes  $645  transportation  charge,  all  taxes,  title/documentary  fees,  registration,  tags,  retailer  pr.p  charges.  In.un ptt 

RESTRAINT  SYSTEM.  SO  REMEM8ER  AIR  BAG  SAFETY:  BUCKLE  EVERYONE  AND  CHILDREN  IN  BACK! 
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Sometimes  the  greatest  challenge  for  an  SUV 
isn't  going  off  road,  but  staying  on. 


Mercedes-Benz 


.  of  compliance  or  noncompliance  fees,  and  finance  charges.  ML  430  shown  at  MSRP  of  $44,685  includes  optional  metallic  paint.  Prices  may  vary  by  retailer.  WARNING:  AIR  BAGS  ARfc  A  SUPPLEMENTAL 

©  2000  Mercedes-Benz  USA,  LLC.  A  DaimlerChrysler  Company 
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At  DellT  Microsoft  and  Intel?  we  specialize  in 
solving  the  impossible.  Offering  customized  solutions 
that  scale  on  demand  with  the  reliability  and  interoper- 
ability you  need.  And  we  do  it  to  meet  your  timetable. 

One  call  to  Dell  and  we'll  consult,  design,  build 
and  service  an  Internet  solution  custom  fit  to  your 
needs.  Our  server  and  storage  systems  arrive 
custom-configured  and  ready  to  run  — 24x7.  We'll 
even  help  you  set  it  up.  With  our  rackable,  scalable 
servers  and  the  proven  performance  of  Microsoft® 
Windows®  2000,  we  know  what  it  takes  for  your  com- 
pany to  grow  its  e-business.  We've  already  provided 
fast,  effective  solutions  to  a  growing  list  of  companies. 
And  we  can  do  the  same  for  yours. 

When  USATODAY.com  needed  a  reliable,  easy- 
to-use,  scalable  platform  to  drive  their  2000  Summer 
Games  Web  site,  we  had  the  site  up  and  running  in 
only  seven  weeks. 

Why  do  many  corporations  choose  Windows 
2000  running  on  Dell  PowerEdge™  servers  with  Intel® 
Pentium®lll  Xeon™  processors  to  power  their  e-business 
solutions?  Because  together  they  deliver  an  alternative 
to  UNIX®  that  is  highly  scalable,  highly  reliable  and 
easily  customized.  In  fact,  more  applications  have 
been  developed  for  the  Windows  platform  than  any 
other  platform  in  history.  Windows  2000  also  provides 
greater  interoperability,  and  significantly  reduces  the 
cost  of  ownership  over  previous  Windows  versions. 

Want  more  information  on  products  and  services 
for  your  e-business?  Get  answers  at  the  speed  of  Dell, 
Microsoft  and  Intel.  Log  on  to  www.dell.com/ebusiness. 
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\  company  wonders  if 
ast  night's  groundbreaking 
dea  can  be  implemented 
efore  the  competition's. 

f  the  software  had 
head  to  nod,  it  would. 


^Hfirprisc  software  from  Microsoft  helps  you  implement 
s  fast.  Though  the  logic  is  clearly  faulty,  the 
phrase  "it  has  to  happen  yesterday"  is  understood  by  most 
businesspeople.  That's  why  Microsoft  gives  you  a  complete 
set  of  software  building  blocks  that  can  be  rapidly 
assembled,  reconfigured,  and  reassembled  according  to 
your  situation.  From  mission-critical  operating  system 
software  like  the  Microsoft"  Windows®  2000  Server  family 
to  powerful  business  software  such  as  the  Microsoft  .NET 
Enterprise  Server  family,  all  Microsoft  software  is  designed 
to  be  flexible  enough  to  help  you  quickly  meet  whatever 
the  "do  it  yesterday"  world  of  business  sends  your  way.  Visit 
microsoft.com/business  Software  for  the  Agile  Business. 
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Sroadband  is  changing  everything. 

From  online  movies  to  business  transforming  Internet  applications. 
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a  quantum  leap  in  demand  for  the  global  optical  network. 
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mma  Mayes-Gant  considers  herself  a  true  zealot  when  it  comes  to  web  hosting.  Then  again 
works  for  WorldCom  '  —  one  of  the  world's  premiere  web  hosting  providers, 
i  or  starters,  we  have  state-of-the-art  data  centers  all  over  the  world  that  seamlessly  conn( 
to  one  of  the  largest  wholly  owned  IP  networks  on  earth. 

But  we  don't  just  give  you  space  and  security  Thanks  to  our  combined  UUNET  and  Digex 
resources,  we  can  offer  you  everything  from  application  management  to  network  design* 
A  customized  solution  that  makes  every  facet  of  your  e-business  work  perfectly  together  * 
All  of  which  allows  our  customers  to  be  as  cool,  calm  and  collected  as  we  are 
For  more  details,  visit  us  at  www.worldcom.com 


Pending  merger  approval  with  Intermedia  Communications  In 
5  2001  WorldCom,  Inc.  All  Rights  Reserved. 
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Rattle  some  cages.  Deploy  the  troops.  It's  time  to  power  up  your  enterprise's  collaborative  network.  After  all,  it's 
collaboration  that's  driving  profitability  in  the  Internet  Economy.  A  collaborative  network  lets  you  share  information 
and  processes  with  the  outside  world  —  so  you  can  harness  the  power  of  your  partners,  vendors,  customers  and 
employees  to  boost  efficiencies,  build  value  and  achieve  competitive  advantage.  But  to  collaborate,  you  need 
absolute  freedom.  That's  what  you  get  from  J.D.  Edwards.  We  provide  the  only  Web-enabled,  enterprise-wide  founda- 
tion that  gives  you  the  freedom  to  choose  the  best  solutions.  You  can  run  with  any  idea.  Plug  in  any  application. 
And  connect  with  any  business  partner  running  any  software.  Ready  to  enlist?  Visit  www.jdedwards.com/freedom 
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CAR  TALK 

FROM  TOYOTA 
WITH  LOVE? 


TOYOTA  PLANS  TO  INTRODUCE 

a  new  sports  car  following  its 
debut  in  Formula  One  racing 
next  year,  BusinessWeek  has 
learned.  A  top  Toyota  exec 
is  mum  about  exact  specifi- 
cations. But  with  the  retro 
boom  in  full  swing,  the  car 


BONDING  with  the  GT2000 

could  be  a  revival  of  Toyota's 
classic  GT2000  featured  in  the 
1967  James  Bond  film  You 
Only  Live  Twice. 


That  slick  road  rock- 
et, powered  by  a  2-liter, 
150-horsepower,  six- 
cylinder  engine,  broke 
world  records  for  speed 
and  endurance  at  the 
time.  Only  346  were 
made  before  production 
stopped  in  1970.  By 
recreating  it,  Toyota 
would  seek  to  spice  up  its 
image  and  lower  the  median 
age  of  its  customers,  mainly 
boomers  buying  its  main- 
stay sedans  and  suvs. 
(Toyota  makes  a  low- 
end  sports  car,  the 
$23,000  MR2  Spyder.) 

Entering  Fl  racing 
is  also  part  of  that  ef- 
fort. "It  doesn't  make 
much  sense  to  compete  in 
Formula  One  without  a  true 
sports  car  in  our  lineup,"  says 
Tadaaki  Jagawa,  executive 
vice-president  for  corporate 
planning.  And  that  could 
mean  the  GT2000  will  also  live 
twice.  Chester  Dawson 


AFTERLIVES 

NO  STAIN  ON 
HIS  CAREER 


BACK  WHEN   KEN   STARR   WAS 

exposing  the  wayward  ways 
of  Bill  Clinton,  his  approval 
ratings  sank  so  low  that  his 
future  looked  more  doubtful 
than  the  ex 


President's. 
Some  of  his 
colleagues 


STARR: 

Back  in 
court 


were  so  un- 
happy with  his  noto- 
riety they  suggested 
he  sever  his  ties  with 
his  Chicago  law  firm, 
Kirkland  &  Ellis. 

But  five  months  af- 
ter quietly  returning, 
the  53-year-old  Starr  is 
doing  just  fine,  thank 
you.  In  fact,  he's  lead- 
ing some  of  the  biggest 
antitrust  and  intellectu 
al-property   cases   going 
on  in  the  U.S.  today.  He 
helped  a  coalition  of  high- 
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tech  companies  craft  an  ap- 
peal brief  in  the  Microsoft 
case,  arguing  for  breaking  up 
the  software  giant.  He's  the 
lead  counsel  for  Beech-Nut 
Nutrition  before  the  Federal 
Trade  Commission  over  its 
plan  to  merge  with  H.J. 
Heinz.  And  he  represents 
National,  Geographic  in 
an  upcoming  Supreme 
Court  case  over  copyright 
disputes  between  me- 
dia companies  and 
freelancers. 

So        how 
does  the  longtime 
corporate    lawyer 
feel    to    be    back 
representing  busi- 
ness? "Very,  very 
relieved,"     Starr 
says,  adding  that 
five  years  as  inde- 
pendent   counsel 
has  left  him  with 
a   new   apprecia- 
tion   for    working 
outside    the    govern- 
ment. Dan  Carney 
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— Ad  on  the  New  York  subway  for  Kaplan,  the  test  preparation 
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SILICON  SAGAS 

A  PC  TRUE  BELIEVER 
NOW  SAYS  JUNK  EM 

FEW  HAVE  BEEN  MORE 
vocal  advocates  of  the  per- 
sonal computer  than  Joel 
Kocher.  He  was  Michael 
Dell's  right-hand  man  at  Dell 
Computer  through  the  early 
'90s,  where  he  whipped  the 
staff  into  a  direct-sales  jug- 
gernaut. He  oversaw  Mac 
clone  Power  Computing's 
hypersales  in  the  mid-'90s. 
And  in  '98,  he  took  over  PC 
maker  Micron  Electronics. 

But  that  was  then.  Now, 
with  PC  sales  tanking  as  cus- 
tomers turn  to  the  Net, 
Kocher  says  the  good  times 
are  over  for  the  PC — forever. 


Sure,  other  PC  execs 
about  moving  "be 
the    PC"    to    sell 
servers,    storage, 
other  Net-related 
But  Ko 
is   spen 

"hosting"  ^ 

ment  dc 
on  its  HostPro  ho 
business.  "You'd  ha 
be  deaf,  dumb,  and  blin< 
to  see  where  things  ar< 
ing,"  he  says. 

Rather  than  run  soft 
on  their  own  PCs,  comp 
will  have  applications- 
simple  word  processin 
complex  financial  progra 
delivered  for  a  monthl 
from  HostPro-style  data 
ters.  In  other  words,  K< 
will  no  longer  sell  compi 
but  sell  the  use  of  the 
believe  down  to  my  tipp 
py  toes  that  this  migr 
will  happen,"  says  Koch 

He  says  Micron's 
standing — it's  the  No.  10 
er — gives  him  an  advar 
Simply  put,  he  can 
away.  He  has  tried  to  si 
pc  business,  and  insider 
he  may  soon  start  liqi 
ing  assets.       Peter  Bu 


THE  LIST    PIGGING  OUT  AT  THE  PERK  BARRE 


Proxy  season  is  nigh,  and  executive  perks  are  under  scrul 
Here  are  previously  undisclosed  examples  found  by  Nell  I 
*»  now,  co-founder  of  the  Cc 
rate  Library,  a  governano 
think  tank,  and  Pricewate 
houseCoopers'  Stewart  Reifle 
who  negotiates  on  execs' 
half.  The  execs  are  sti, 
place,  but  these  pro\| 
sions  may  not  be 

EXEC/COMPANY  PERK 


THE  ONLY  WAY 
TO  FLY? 


EMILY  WOODS 

Board  Chairman,  J.  Crew  Group 


Assurance  she  could  take  the  Cone 
when  traveling  to  Europe  (1997) 


VINCENT  McMAHON 

Chairman,  World  Wrestling 
Federation  Entertainment 


Up  to  $50,000  reimbursement  expe 
for  "cleaning  services"  (1999) 


RAY  IRANI 

CEO,  Occidental  Petroleum 


$87,745  for  "financial  planning"  (1 


W.J.  SAUNDERS  III 

CEO,  Advanced  Micro  Devices 


His  $1  million  base  salary  has  a  confw 
price  index  escalator  clause  (1996) 


"Contract  year  is  denoted  in  parentheses 
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ttche  Banc  Alex  Brown  identifies  the  investment  hanking  activities  of  Deutsche  Banc  Alex   Brown  Inc  (US.)  and  Deutsche  Bank  Securities  Ltd  (Canada)  which  are  indirect  subsidiaries  of 
Itche  Bank  AG    t  Trademark  application  pending 


Deutsche  Banc  Alex.  Brown 


)nce  again,  clients  named  Deutsche  Bank 
he  world's  #1  investment  bank 


PERFORMANCE 

leading  to  results™1 


"For  the  second  year  in  succession, 
Deutsche  Bank  ranks  number  one  in 
Euromoney's  annual  survey  of  the  world's 
biggest  and  best  providers  of  financial 
services. ..Deutsche  Bank  dominates... 
by  a  wide  margin. " 

Euromoney  January  2001 


Poll  of  polls:  overall  results 

Jan 
2001 

2000 

": 

itK.ro..  330/ 

Titdmg 

Advising 

Deutsche  Bank 

1 

1 

745.61 

274.77 

309  00 

161.84 

OtjbBnWSolomon  Smith  Bomey 

2 

538  Id 

IG1  35 

ISO  20 

190  04 

6 

44540 

158  90 

122.62 

163.88 

Merrill  Lyr-ch 

4 

4  10  78 

218  73 

I  20  00 

10I  03 

Morgan  Stanley  D»efi  Vtfrtif 

5 

3 

41575 

156  30 

125.23 

134  22 

UBS  Warburg 

6 

■,'-,!  0'-, 

12?  29 

1  30  69 

89  0? 

JPMorB.n 

7 

7 

349  49 

92  84 

136  08 

120.57 

Credit  Sutv.'  - 

8 

339  18 

152  11 

88  12 

98  95 

We've  always  believed  that  if  our  clients  came 
first,  so  would  we.  Another  reason  why 
Deutsche  Bank  is  leading  to  results. 


Deutsche  Bank 
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Up  Front 


THEDOTGOMGUY 
GETS  A  REAL  LIFE 

MORE   THAN   A    YEAR   AGO,   A 

man  in  Dallas  who  legally 
changed  his  name  to  Dot- 
ComGuy  decided  to  stay 
home  for  all  365  days  of  the 
year  2000.  Equipped  with  a 
Gateway  PC,  he  set  up  20 
Web  cams  to  record  his 
everyday  movements  and  or- 
dered everything  online:  his 
food,  clothing,  and  even  a 
pet,  DotComDog  (from 
www.aspca.  com).  The  point 
was  to  prove  that  the  Age 
of  the  Internet  means  never 
having  to  leave  home  again. 
He  did,  and  then  some, 
sparking  imitators  around  the 


world  and  even  an  msn 
TV  commercial. 

So  what's  he  done 
since  leaving  the 
DotCompound?  For 
starters,  he  went  to  a 
party — at  12:01  a.m.  on 
Jan.  1.  Then  he  went  to 
Disney  World  with  his 
girlfriend. 

But  for  the  most  part, 
DotComGuy  spends  his 
days  solo,  writing,  e- 
mailing,  and  reorganiz- 
ing his  personal  life.  The 
resulting  quiet,  it  turns 
out,  is  a  bit  of  a  letdown. 
"It's  almost  boring  now," 
frets  the  27-year-old  for- 
mer systems  manager 
who  misses  his  minor-celebrity 
status  and  drop-by  visits  from 
personalities  such  as  Ed 
McMahon  and  the  band 
Kansas.  His  DotComGuy  Inc. 
had  signed  up  sponsors  such 
as  UPS  and  3Com  and  gener- 
ated ad  revenues  of  $2  mil- 
lion that  went  to  pay  technical 
costs  and  up  to  20  employees 
promoting  his  endeavor.  To- 
day, DotComGuy  says  he 
merely  broke  even. 

Now  he's  considering  new 
projects:  a  book,  speaking  en- 
gagements, a  new  Web  site. 
He's  also  planning  his  wed- 
ding and... a  name  change, 
back  to  Mitch  Maddox.  "My 
fiancee  doesn't  want  to  be 
'Mrs.  DotComGuy.'"  In  this 
era  of  dot-com  failures,  it's 
easy  to  see  why.    Joan  Oleck 
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INN  BUSINESS 


SERVICE  WITH  A  SMILE-AND  YOUR  NAME 


WANNA  GO  WHERE   EVERYONE 

knows  your  name?  Some  five- 
star  hotels  think  so,  and  are 
equipping  staff  with  discreet 
two-way  radios.  Bellhops  let 
reception  know  who's  on  the 


part  of  the  art  of  ser 
says  Richard  Hadek  o 
Breakers  in  Palm  Beach 
where  200  of  1,900  empl 
relay  guests'  names  into 
lapels  like  secret  agents 
B 
BELLHOP:  Ca: 
Wired         w  a 


way  in  so  they  can  be  greeted 
by  name.  Floor  attendants  and 
even  pool  staff  do  the  same. 

Sound  a  little  too  intimate? 
Park  Hyatts,  Ritz-Carltons, 
and  a  handful  of  others  say 
high-end  guests  love  it.  "It  is 


h  a 
with  a  San  Fra 
trial  last  fall  it 
"talkabout"  rac 
all  39  prop* 
And  18  Park  r 
worldwide  may 
them  after  po 
responses  in  Chicagc 
Tokyo.  "Greeting  peoj 
their  last  names  impr 
them,"  says  John  Moroi 
the  Park  Hyatt  Chicagc 
price  is  impressive,  to 
$90  per  radio.  Dennis  j 


THE  BIG  PICTURE 


PROPERTY  INVESTING  GUIDE 

Real  estate  is  still  a  good  invest- 
ment in  many  U.S.  cities,  based 
on  a  new  survey  that  examined 
50  cities'  vacancy  rates,  demand, 
employment  trends,  population 
movements,  and  prices  compared 
to  the  national  market.  Accord- 
ingly, here  are  the  best  and  worst 
places  to  invest  in  U.S.  real  estate 

in  2001.  Data:  Integra  Realty  Resources 


COMMERCIAL 

OFFICE 


BEST 

1.  Denver O 

2.  Boston 

3.  Orange  County  O 

4.  Sacramento  O 

5.  Austin  O 


WORST 
I.Memphis  OO 

2.  Pittsburgh  O 

3.  Kansas  City,  Mo. 

4.  Atlantic  City  © 

5.  Newark  O 


RESIDENTIAL 

APARTMENTS/CONDOS 


6  0  0 


BEST 

I.San  Diego  O 

2.  Atlanta  00 

3.  Sacramento  O 

4.  Tampa  O 

5.  Phoenix  O  O 


I 


WORST 

1.  New  York  © 

2.  Cleveland  O 

3.  New  Orleans  i 

4.  Pittsburgh  O 

5.  Long  Island     I 


WW 


O  INCREASING  DEMAND 


INCREASING  SALES  PRICE        O  STRONG  EMPLOYMENT       O  POPULATION  GROWTH        ©  HIGH  VACANCY  RATE        ©  LOW  JOB  GROWTH       O  I OW  INCOME  I 


FOOTNOTES  Number  of  the  nation's  top  200  CEOs  replaced  last  year  for  failing  to  deliver  growth  and  profitability:  20% 
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Oracle's  Complete 
E-Business  Suite. 


E-Business 

Suite                                  Multi 

-Vendor  Kit 

Oracle 

Marketing 

Epiphany 

Oracle 

Webstore 

BroadVision 

Oracle 

Sales 

Siebel 

Oracle 

Support 

Clarify 

Oracle 

Procurement 

Ariba 

Oracle 

Supply  Chain 

\2 

Oracle 

Accounting 

SAP 

Oracle 

Human  Resources 

PeopleSoft 

Oracle 

Application  Server 

BEA 

Oracle 

Database 

IBM 

Oracle  applications  are 
engineered  to  work  together. 

Multi-vendor  applications 
require  systems  integration. 

Systems  integration  costs 
a  lot  more  than  software. 

Think  about  it. 


www.oracle.com 
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Readers  Report 


ROLLING  BLACKOUTS, 
STEAMING  HOT  TUBS 


Please,  save  the  hyperbole.  A  few 
minor  blackouts  do  not  a  "road  to  hell" 
make  ("Market  lessons  from  Califor- 
nia," Editorials,  Feb.  12).  For  most  Cal- 
ifornia consumers  and  businesses,  the 
impact  has  been  less  than  a  big  East 
Coast  snowstorm. 

Brett  Sheppard 
San  Francisco 

The  California-created  energy  chaos 
has  hit  nearby  states.  To  date,  no  one 
has  had  the  courage  to  accept  respon- 
sibility. But  California's  governor  and 
U.  S.  senators  want  the  rest  of  the 
U.S.  to  bail  'em  out.  First,  accept  re- 
sponsibility.   Pay   the   price   for   the 


its  the  most  from  deregulation,  r( 
a  true  believer  ("Power  play," 
Story,  Feb.  12).  Sure,  you  can  t 
he  is  not  the  only  one  to  blame 
of  the  problem  is  that  Calift 
deregulation  plan  was  flawed  frc 
start.  All  I  know  is  the  bills  keep 
up,  and  folks  like  Skilling  are  n 
too  much  profit  off  of  the  backs 
California  consumer.  And  with  E 
political  ties,  apparently  including 
ident  Bush  in  their  back  pocket, 
see  any  help  in  sight. 

Calvin 
Temecula 

As      Enron     branches      out 
other  commodities,  ceo  Skilling 
"Look    at    all    those    salesmer 
play  golf  all  day.  You  don't  n< 
play  golf  to  sell 
modify."  This  brir 
a  question  that  m 
us  in  Houston  hav 
asking:  Why  do  yoi  1 
to    spend    $100    i  I 
for   naming   rights  p 
baseball  stadium  tc  e[ 
commodity? 

Arnolc  J 


1 


mountain  of  mistakes.  Shut  down  your 
hot  tubs,  spas,  and  pools,  too.  Show 
other  Americans  you  mean  it.  It's 
your  call! 

Lyle  Cazel 
Glenview,  111. 

AN  ENERGY  BARON 

DRAWS  SOME  STATIC 

No  kidding.  Jeffrey  K.  Skilling,  ceo 
of  Enron  Corp.,  the  company  that  prof- 


DON'T  LEAVE  EDU 
JUST  TO  EDUCAT 

In    "Rethinking   America's 
plan"  (Social  Issues,  Feb.  12),  ji 
"Teachers'  unions  and  liberal 
dislike  the  idea  of  giving  public!, 
to  private  schools."  This  is  ji 
type  of  fuzzy  math  that  unde 
honest  efforts  to  find  solutions 
nation's  problems.  This  is  not  tllj 
ernment's  money.  The  money  wt  ( 
to  parents,  not  the  schools,  m 
a    tax    refund    would    go    bs 
those    who    supplied    the    fill 
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Jew  York  City  Brings 
the  World  to  Your  Business 
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lere  else  would  you  find: 

0  million  potential  consumers. 

.well-trained  and  educated  work  force. 

ie  nation's  largest  international  travel  hub. 

fcre  than  $2.75  billion  of  venture  funding  in  2000. 

.highly  developed  business  infrastructure. 

|acted  tax  reductions  totaling  $2.4  billion  since  1994. 


specialists  at  the  New  York  City  Economic  Development 
I  )oration  (EDC)  can  help  you  with  site  selection,  financing 
ons,  enhanced  tax  incentives  and  energy  discounts. 


"Thanks  to  the  Giuliani  administration's  corporation-friendly 
tax  breaks,  existing  businesses  have  stayed  in  New  York  City 
and  flourished,  and  new  ones  have  crowded  in..." 

—  Fortune  magazine 

Ranked  New  York  City  America's  Best  City 
for  Business  (2000) 

"For  the  third  year  running,  foreign  real  estate  investors 
have  named  New  York  City  the  number  one  choice  for 
their  investment  dollars. " 

—  Association  of  Foreign  Investors  in  Real  Estate 


New  York  City.  We  Want  Your  Business. 

New  York  City  Economic  Development  Corporation 
Rudolph  W.  Giuliani,  Mayor 
Michael  G.  Carey,  President 


Contact  EDC  for  more  information:  (212)  312-3600  •  (888)  NYC-0100 

newyorkbiz.com 
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Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

The  item  on  research  on  a  protein  isolated 
from  tarantula  venom,  "Spider  spit  can  do 
a  shaky  heart  good"  (Developments  to 
Watch,  Feb.  5),  should  have  said  that 
atrial  fibrillation  is  a  major  cause  of 
strokes.  Ventricular  fibrillation  is  a  major 
cause  of  death  from  heart  attacks. 


the  first   place.   How  it  is   spent  is 
not  the  issue.  Choice  is  the  issue. 

Cynthia  Osborne  Hoskin 
California,  Ky. 

It's  dismaying  to  learn  that  Education 
Secretary  Rod  Paige  supports  the  use  of 
standardized  tests  to  measure  instruc- 
tional effectiveness.  A  standardized  test 
compares  the  performance  of  a  student 
with  the  performance  of  a  previous 
group.  If  scores  are  too  similar,  they 
can't  be  contrasted  satisfactorily. 

Testmakers  engineer  score  spread 
among  students  by  including  test  items 
unlikely  to  be  taught  in  class.  So  powerful 
is  the  need  for  score  spread  that  items 
answered  correctly  by  more  than  about 
half  of  the  students  are  almost  always 
discarded  when  the  test  is  revised.  Teach- 
ers and  students  are  penalized  for  doing 
exactly  what  they  should:  successfully 
teaching  and  learning  the  most  important 
content  in  a  particular  subject  field. 

Walt  Gardner 
Los  Angeles 

A  TAX  CUT 

-OR  AN  AMPUTATION? 

The  most  important  aspect  of  Bush's 
tax-cut  proposal  is:  What  can  we  really 
afford  ("Just  how  big  is  that  surplus?" 
News:  Analysis  &  Commentary,  Feb. 
12)?  The  assumption  is  that  all  exist- 
ing program  spending  stays  the  same, 
that  the  use  of  "emergency  funding"  to 
get  past  the  balanced-budget  require- 
ment is  curtailed,  that  pork-barrel  leg- 
islation doesn't  increase,  and  that  no 
new  tax  cuts  are  added  beyond  what 
Bush  has  already  proposed.  Oh,  and  two 
final  things:  In  this  analysis,  there  is 
no  money  to  fund  the  Social  Security 
transition  or  to  pay  down  the  debt. 

Help  me  out,  please. 

Richard  Wells 
West  Bloomfield,  Mich. 

I  may  have  a  better  idea  about 
the  Bush  tax  cut.  Let's  give  the  top  two 
brackets  a  cut  of  33%  and  the  bottom 
bracket  a  cut  of  50%.  In  return,  make  it 
law  that  all  taxpayers  must  give  5%  of 


their  income  to  the  charities  of  their 

choice.  Such  a  move  will  jumpstart  not 

only  our  economy  but  also  our  society. 

Robert  M.  Hamburger 

Crestone,  Co. 

THAT  READ-MY-LIPS 

THING  AGAIN 

Evidently  President  George  W  Bush 
is  thinking  about  fudging  on  his  promise 
not  to  use  the  Social  Security  surpluses 
for  anything  other  than  debt  reduction. 
It's  either  that  or  he  hasn't  been  in  close 
contact  with  his  chief  economic  adviser, 
Lawrence  B.  Lindsey  ("Larry  Lindsey  on 
tax  cuts  and  fighting  the  slump"  and 
"The  lockbox  has  George  in  a  box," 
News:  Analysis  and  Commentary,  Jan. 
29).  I  guess  returning  honor  and  dignity 
to  the  White  House  means  something 
other  than  following  through  on  the 
promises  you  make  as  a  candidate. 

Ken  Gerstenmaier 
Morristown,  Tenn. 

A  RED  FLAG  OR  A  PINK  SLIP 

FOR  GREENSPAN? 

Alan  Greenspan  may  have  increased 
interest  rates  too  many  times,  but  now 
he  has  an  even  harder  job:  increasing 
consumer  confidence  ("Can  rate  cuts  do 
the  job?"  News:  Analysis  &  Commen- 
tary, Feb.  12).  The  public  doesn't  know 
the  difference  between  a  slowing  expan- 
sion and  an  outright  slowdown. 

Eric  Jacobson 
Sandy,  Utah 

The  question  you  failed  to  ask:  "Is 
Greenspan  to  blame?"  In  1990,  during  a 
time  of  rising  energy  prices,  he  failed 
to  reduce  interests  rate  to  stave  off 
recession.  Greenspan  was  negligent  in 
1990  and  is  grossly  incompetent  now. 
Fire  him  before  he  does  more  harm. 

Stephen  P.  Sydor 
Farmington  Hills,  Mich. 


E  FILING  TAX  RETURNS 

IS  A  SUCKER'S  GAME 

Ideally,  I  would  file  electronically  a 
joint  tax  return  for  my  wife  and  myself 
and  returns  for  each  of  my  three  children 
electronically  and  pay  any  taxes  owed 
by  credit  card  ("Paperless  tax  returns: 
We're  making  progress,"  BusinessWeek 
Investor,  Jan.  29).  Unfortunately,  the  tax 
software  packages  available  today  pro- 
vide for  only  one  free  electronic  filing 
and  charge  a  high  fee  for  any  additional 
returns.  Internal  Revenue  Service  lees  (in 
credit-card  billings  make  this  payment 


option  unattractive.  The  U.S.  Posta 
vice  is  still  the  best  deal  going. 

Greg  F 
Mill  Valley, 

GIVE  UP  YOUR  PATENTS, 
MICROSOFT 

Microsoft  Corp.'s  software  pater 
low  it  to  maintain  a  monopoly  thi 
legal  fees  rather  than  by  produc 
superior  product  ("The  wind  shif 
Microsoft,"  Legal  Affairs,  Feb.  12 
solution  is  to  eliminate  its  paten 
products  that  dominate  a  marke 
force  Microsoft  to  compete  on  qi 
Otherwise,  the  world  will  never  h 
chance  to  use  a  real  operating  sy: 
Stephen 
Belmont, 

EXTREME  FOOTBALL? 
DON'T  MAKE  ME  LAUGH 

There  is  nothing  uniquely  ex 
about  the  xfl  ("Sex!  Violence!  Bi 
folks  keep  watching?"  News:  Anal; 
Commentary,  Feb.  12.)  Putting  "ext 
in  front  of  football  is  a  marketing 
that  will  quickly  become  histon 
man  vs.  machine  events  su< 
Freestyle  Motocross  and  dirt 
Sprint  Car  Racing?  Now,  that's  exi 
Gary  L. 
Springfiel 
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MONEY  MAKES  THE  WORLD  GO  AROUND 

One  Investor  Tracks  Her  Cash  Through  the  Global  Economy,  from  Brooklyn  to  Bangkok  and  Back 

By  Barbara  Garson 
Viking -342pp.  $24. 95 

HOW  ONE  WOMAN 
FOLLOWED  THE  MONEY 


Some  would  argue  that  American 
popular  culture  and  the  mass  media 
did  more  to  end  the  cold  war  and 
spread  democracy  than  four  decades' 
worth  of  missile  programs.  Barbara 
Garson,  in  her  provocative  new  book, 
Money  Makes  the  World  Go  Around, 
goes  this  notion  one  better.  She  concludes 
that  it  is  the  restless  flow  of  investment 
capital  that  spreads  the  benefits  of  the 
free  market,  the  mass  media,  and  democ- 
racy to  much  of  our  increasingly  border- 
less world.  At  the  same  time,  she 
laments  the  hardships  visited  upon  the 
less  fortunate  billions  who  bob  like  corks 
on  the  rising  and  falling  economic  tides. 
The  reporting  that  leads  Garson  to 
these  conclusions  makes  for  a  picaresque 
tale,  winding  from  the  canyons  of  Wall 
Street  to  the  shrimp  farms  and  oil  re- 
fineries of  Southeast  Asia,  to  a  Maine 
factory  town,  and  to  the  backwoods  of 
Tennessee.  The  author's  chatty,  some- 
times loopy  writing  style  may  grate  on 
some  readers.  But  her  voice  is  so  per- 
sistently good-natured  and  her  intelli- 
gence so  obvious  that  by  the  end  of  this 
curious  capitalist's  Baedeker  you  can't 
help  but  trust  her  gentle  judgments. 

Garson  crafted  an  unusual  strategy 
to  find  out  just  how  "one  world"  we 
are.  She  took  $34,500,  a  part  of  her  cash 
advance  for  this  book,  invested  it,  and 
then  followed  the  money.  Some  of  her 
investment  was  deposited  in  a  privately 
owned  small-town  bank,  which  Garson 
felt  would  exemplify  "decent"  banking 
principles,  unfettered  by  the  pressure 
to  show  quarterly  earnings  increases. 
For  roughly  the  first  half  of  the  book, 
the  author  traces  this  money — or,  rather, 
money  that  might  well  have  been  hers 
but  was  technically  impossible  to  iden- 
tify as  such.  The  day  she  made  her  de- 
posit, the  bank  sent  $1  million  or  so  to 
its  correspondent  bank,  Chase  Manhat- 
tan Corp.,  now  J.  P.  Morgan  Chase,  to 
help  satisfy  a  federal  funds  reserve  re- 


quirement. Garson's  mission:  to  figure 
out  what  Chase  would  do  with  the  mon- 
ey and  track  down  those  it  subsequent- 
ly touched. 

Naturally,  there's  no  way  to  pinpoint 
which  portion  of  any  funds  actually  be- 
longed to  her.  But  it  doesn't  matter.  The 
hypothetical  Garson  comes  up  with  are 
just  as  engaging  as  the  confirmable  facts 
in  this  story.  With  admirable  tenacity, 
the  author  bangs  on  plenty  of  doors  at 
Chase,  and  eventually  some  do  open. 
During  the  period  of  her  investiga- 
tion, the  bank  was  issuing 
loans  and  letters  of  credit 
right  and  left  to  multinationals 
and  entrepreneurs  in  South- 
east Asia,  and  a  couple  of 
these  allowed  Garson  a  visit. 

Off  she  flies  to  Map  Ta 
Phut,  Thailand,  to  see  a  new 
oil  refinery  that  is  being  par- 
tially— O.K.,  infinitesimally — 
financed  by  her  money.  While 
in  the  area,  she  finds  some 
shrimp  farmers  and  a  jellyfish 
exporter.  She  posits  that  all 
of  them  may  have  availed 
themselves  of  "her"  money  via  Chase 
letters  of  credit. 

Garson's  adventure  serves  as  a  plat- 
form for  her  to  explore  the  impact  of 
economic  expansion  on  the  common  folk. 
Throughout  Thailand,  Singapore,  and 
Malaysia,  she  chats  up  everyone  from 
plant  managers  and  small-business  own- 
ers to  migrant  workers  and  street  ven- 
dors. Many  have  left  ancestral  villages 
and  families  behind  to  gain  a  foothold  in 
the  burgeoning  economy. 

The  book's  second  half  unfolds  in  the 
U.  S.  She  has  also  invested  $5,000  with 
the  Mutual  Series  funds  started  and 
managed,  at  the  time,  by  value  investor 
Michael  Price.  The  author  is  even  surer- 
footed  on  home  turf,  and  this  episode  is 
alternately  amusing  and  poignant. 

At  the  time,  Mutual  Series  owned 


Mone9M>»'s 
The  World  6o*round 

,„[»>"""""" 


about  20%  of  Sunbeam  Corp.,  w 
earnings  were  deteriorating.  Price 
had  made  his  reputation  by  pressi 
companies  to  sell  off  assets  or  o 
wise  unlock  shareholder  value,  tarj 
Sunbeam  for  a  restructuring.  Und< 
tack,  the  Sunbeam  board  broug 
controversial  turnaround  artist  "C 
saw  Al"  Dunlap.  Dunlap  proceed 
shutter  factories,  outsource  man 
turing,  and  fire  workers. 

Garson's  sketch  of  Dunlap  is  m 
rable.  With  gusto,  she  exposes  wha 
sees  as  his  hypocrisy  and  the  lii 
baloney  he  fed  investors  and  anal; 
But  there  is  a  depth  and  hums 
here  that  goes  beyond  the  potshc 
Dunlap.  In  the  course  of  her  repo 
Garson  practically  becomes  a  de 
of  Portland,  Tenn.,  the  depressec 
of  a  Sunbeam  aluminum  furniture 
marked  for  shutdown.  She  deftly 
tures  the  social  drama  of  Portland 
enduring  the  loss  of  their  liveli 
Her  next  stop  provides  a 
contrast:  Garson  heads 
the  factory  town  of  I 
ford,  Me.,  where  empl 
at  Sunbeam's  doomed 
trie-blanket  plant  avoi 
shutdown  by  means 
hard-won  employee  bu; 
Garson  eventually  d< 
back  to  follow  up  on  i 
acquaintances.  In  Th 
the  boom  has  gone  bust 
of  her  interviewees,  omir 
has  disappeared,  anotb 
is  studying  English  to  prepa 
the  next  boom.  And  in  the  U.  S 
reestablishes  contact  with  her  Teni 
and  Maine  friends.  Even  though 
folks  are  a  world  apart,  Garson 
ages  to  extract  universal  lessons 
the  unceasing  pressure  of  capit; 
the  nature  of  the  global  econom; 
the  world  has  never  made  or  rece 
phone  call,  she  writes,  and  thai 
half  hit  hardest  by  extreme  oscil 
of  capital.  Ultimately,  she  calls  for 
ulating  capital  flows — through  t; 
currency  transactions  to  limit  s 
tion — and  "bail-ins"  that  force  b 
absorb  some  losses  from  their  o 
loans.  After  all,  she  writes:  "The 
in  this  global  village  are  very  un 
distributed." 

BY  MARILYN 
Harris  has  visited  shacks  and 
try  clubs  in  several  developing 


EXPLORING  THE  IMPACT  OF  CAPITAL  FLOWS  ON 


EVERYONE  FROM  EXECS  TO  JELLYFISH  EXPORTER 
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nd  John  Christensen  (Hyperion  •  $19.95)  Moti- 
atmg  employees  the  Pike  Place  Fish  Market  way. 


iETTING  THINGS  DONE  by  David  Allen  (Viking  • 
•24.95)  Start  by  getting  an  in-box. 


YORLD  WAR  3.0  by  Ken  Auletta  (Random  House        --         1 
$27.95)  Microsoft  v.  Judge  Thomas  Penfield 
ackson. 

HE  FUTURE  OF  SUCCESS  by  Robert  B.  Reich  --         1 

Knopf  •  $26)  Why  we  work  so  hard,  by  the  for- 
mer Labor  Secretary. 

iUNG  HO!  by  Ken  Blanchard  and  Sheldon  Bowles     15     23 
Morrow  •  $20)  How  Walton  Works  No.  2  fired  up 
ts  employees. 

HE  TIPPING  POINT  by  Malcolm  Gladwell  (Little,        6       11 
Irown  •  $24.95)  Discovering  what  turns  an  idea 
nto  a  hot  trend. 

HE  ART  OF  POSSIBILITY  by  Rosamund  Stone  7        4 

ander  and  Benjamin  Zander  (Harvard  Business 
■chool  •  $22.50)  Realizing  opportunity. 

/HEN  GENIUS  FAILED  by  Roger  Lowenstein  2        5 

Random  House  •  $26.95)  Inside  hedge  fund 
ong-Term  Capital  Management. 

SAVING  FANS  by  Ken  Blanchard  and  Sheldon  --      31 

lowles  (Morrow  •  $20)  Turning  customers  into 
our  biggest  boosters. 

1AESTR0  by  Bob  Woodward  (Simon  &  Schuster  •       3        3 
■25)  An  inside  look  at  Fed  chief  Greenspan's 
eign  since  1987. 

HACKLETON'S  WAY  by  Margot  Morrell  and  --         1 

•tephanie  Capparell  (Viking  •  $24.95)  He  could 
how  the  amateurs  on  Survivor  a  thing  or  two. 


PAPERBACK  BUSINESS  BOOKS 


1  RICH  DAD,  POOR  DAD  by  Robert  T.  Kiyosaki,  with       1       21 
Sharon  L.  Lechter,  CPA  (Warner  •  $15.95)  Teach 

your  kids  the  rules  of  money  that  the  rich  play  by. 

2  THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze         3         2 

Orman  (Three  Rivers  •  $13.95)  Learn  to  save. 

3  THE  7  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE  4      72 

by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually 
popular. 

4  RICH  DAD'S  RICH  KID,  SMART  KID  by  Robert  T.  -         1 
Kiyosaki,  with  Sharon  L.  Lechter,  CPA  (Warner  • 

$15.95)  Start  'em  early. 

5  WHAT  COLOR  IS  YOUR  PARACHUTE?  by  Richard        6         3 
Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 

enduring  job-search  bible. 

6  THE  ERNST  &  YOUNG  TAX  GUIDE  2001  by  the  1 

Tax  Partners  and  Professionals  of  Ernst  &  Young 
LLP  (Wiley  •  $16.95)  Dig  out  those  receipts. 

7  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  2      29 
Stanley,  PhD,  and  William  D.  Danko,  PhD  (Pocket 

Books  •  $7.99)  The  ways  of  the  wealthy. 

8  RICH  DAD'S  CASHFLOW  QUADRANT  by  Robert  T.         8      10 
Kiyosaki,  with  Sharon  L.  Lechter,  CPA  (Warner  • 

$17.95)  Move  from  job  security  to  independence. 

9  RICH  DAD'S  GUIDE  TO  INVESTING  by  Robert  T.         7        8 
Kiyosaki,  with  Sharon  L.  Lechter,  CPA  (Warner  • 

$19.95)  Becoming  rich,  not  merely  comfortable. 

10  J.K.  LASSER'S  YOUR  INCOME  TAX  2001  by  the        12        3 

J.K.  Lasser  Institute  (Wiley  •  $15.95)  W-2s,  etc. 

11  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blan-  5      53 
chard,  PhD,  and  Spencer  Johnson,  M.D.  (Berkley 

•  $12.95)  Management  techniques  in  story  form. 

12  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  --      40 
Porras  (HarperBusiness  •  $16)  How  3M,  Wal- 
Mart,  and  others  became  standouts. 

13  THE  NEW  NEW  THING  by  Michael  Lewis  (Penguin      --         1 

•  $13)  Silicon  Valley  and  its  representative  man, 
Jim  Clark. 

14  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  14     67 
and  Bruce  Patton  (Penguin  •  $14)  A  Harvard 

team's  step-by-step  guide  to  conflict  resolution. 

15  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  11      40 

David  and  Tom  Gardner  (Fireside  •  $14)  The  on- 
line duo  puts  it  on  paper. 


tessWeek's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics, 
igement,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repre- 
d.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  January. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com 


HOT  TYPE 


HE    WAS    AT    HEART    A    MAN    OF    THE     19TH 

century.  In  the  name  of  scientific  ex- 
ion,  other  Victorian-minded  British  gentlemen  exempt- 
r  Ernest  Shackleton  from  serving  in  the  Great  War  so 
>n   1914  he  might  lead  a  27-man  expedition  to  the 
Pole.  But  he  never  got  close.  His  ship  was  trapped  in 
the  Weddell  Sea,  some  1,200  miles  from  civilization, 
\  :rushed  like  a  walnut.  After  being  stranded  on  ice  floes 
deserted  island  for  two  years,  everyone  made  it  home 


safely — but  only  after  the  most  unlikely  of  return  journeys. 
Does  Shackleton's  story  hold  lessons  for  today's  executives? 
Possibly.  And  Shackleton's  Way,  No.  15  among  this  month's 
hardbacks,  is  a  nicely  written,  if  hagiographic  and  anecdotal,  in- 
troduction to  the  man  and  his  long-gone  world.  Its  set  of 
maxims,  though,  will  be  familiar  to  devotees  of  coaching 
books:  Turn  setbacks  into  opportunities,  hire  an  outstanding 
crew,  etc.  Just  skip  over  them  and  read  the  fascinating  story. 

BY  HARDY  GREEN 
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Technology  &  You 


BY  STEPHEN  H.  WILPSTROM 

tec  h&you@bus  inessweek.com 

APPLES  NEW 
LAPTOP  IS  A  PEACH 


This  time,  Apple  Computer  got  it  right.  A 
few  months  ago,  I  took  Apple  to  task  for 
the  Cube,  a  desktop  Macintosh  that 
stresses  high-concept  design  at  the  expense  of 
functionality.  But  the  new  PowerBook  G4  Tita- 
nium notebook  offers  brains,  beauty,  and  brawn 
in  one  slick  package.  At  up  to  $3,500,  the  Tita- 
nium is,  like  other  Apple  products,  pricey,  but 
this  one  gives  good  value.  Apple  has  once  again 
launched  a  powerful  innovation — and  could  liter- 
ally reshape  the  laptop. 

Until  now,  if  you  wanted  a  very  thin  note- 
book, you  had  to  make  an  important  sacrifice: 
There  was  no  room  inside  the  box  for  a  remov- 
able media  drive,  such  as  a  cd-rom,  or  dvd.  That 
means  adding  an  external  drive,  which  I  find  so 
clumsy  on  the  road  that  the  benefits  of  a  thin, 
light  notebook  aren't  worth  it. 

Apple  squared  the  circle  by  squeezing  a  DVD 
drive  into  the  inch-thick  Titanium.  That  wasn't 
their  only  trick.  As  the  name  suggests,  the 
PowerBook's  case  is  made  out  of  titanium,  a 
light  metal  that  remains  extremely  stiff  even  at 
almost  foil-like  thicknesses.  The  case  is  thinner 
and  lighter  than  one  made 
from  reinforced  plastic  or 


►  PowerPC  G4  400- 
500  MHz  processor 

►  15.2  in.  extra-wide 
display 

►5.3  lb. 

►  3.4x9.5x1  in. 

►  $2,599-$3,499 

Data:  Apple  Computer 


The  new 
PowerBook  G4 
Titanium 
offers  brains, 
beauty,  and 
brawn  in  a 
slick  package 


BusinessWeek  on  me 


SERVERS  FOR  SMALL 
BUSINESS  can  be  scary. 
Not  the  Qube  3  from 
Cobalt.  For  details,  go 
to  Technology  &  You  at 
www.businessweek.com/ 
technology/ 


magnesium,  and  the  lid  gives  adequate  protection 
to  the  big  display,  despite  being  less  than  a 
quarter-inch  thick. 

The  Titanium  is  visually  stunning,  despite  be- 
ing a  basic  rectangular  box.  The  difficulty  of 
fabricating  the  metal  ruled  out  the  swoopy 
curves  that  have  been  the  hallmark  of  recent 
PowerBooks.  When  closed,  it  is  an  unusually 
wide  silver  box  with  a  beautiful  finish  and  a 
white  plastic  Apple  logo  in  the  lid.  The  width  is 
a  clue  to  another  unusual  feature:  The  15.2-in.  di- 
agonal screen  is  half  again  as  wide  as  it  is  high, 


instead  of  the  4:3  ratio  of  a  standard  di 
Wide-screen  laptops  have  flopped  beforJ 
this  one  makes  sense.  Titanium's  key  audiej 
the  likes  of  Web  page  designers,  artists,  vf 
raphers,  and  photographers.  Running  a  prq 
like  Adobe  Photoshop,  the  display  offers  i 
central  area  for  the  art  being  worked  on] 
lots  of  room  on  the  side  for  tools  and  pal 
It's  almost  like  working  with  two  monitors| 
commonly  done  in  studios.  The  Titaniur 
mensions  pay  dividends  for  business  flierl 
since  it's  easier  to  open  on  a  laptop  trayf 
the  seat  in  front  has  reclined. 

There's  a  trade-off.  The  big  display  meaj 
Titanium  isn't  tiny  and  light  like  a  Sonj 
Z505.  The  13.4-in.  width  of  the  laptop  wil 
squeeze  in  some  briefcases,  and  the  5.3-lb. 
is  about  the  same  as  an  IBM  ThinkPad  T2| 
WATCH  OUT,  INTEL.  Still,  Apple  somehow 
aged  to  squeeze  an  awful  lot  of  power  intl 
thin  case.  Apple's  claim  that  the  Powerf 
processor  in  the  top  model  makes  the  PoweT 
more  than  30%  faster  than  the  fastest  WiJ 
laptop  is  based  on  some  highly  selective  I 
but  the  speed  is  easily  a  match  for  anythi| 
tel  can  offer.  The  stated  battery  life  of  five 
is  optimistic,  but  I  got  four  or  more,  outstj 
for  a  product  in  this  class.  Like  all  currer 
models,  the  Titanium  has  a  built-in  anter 
wireless  networking  requiring  only  the  ad 
of  a  $100  AirPort  card,  though  the  difficJ 
removing  and  replacing  the  bottom  cover  | 
case  argues  strongly  for  professional  insta 
of  the  card. 

The  Titanium  is  not  without  flaws.  To 
few  precious  millimeters,  Apple  used  a  sic 
ing  dvd  drive  of  the  sort 
car  CD  players.  Thus,  you  dol 
the  option  of  a  CD  recorder  [ 
modular  design  would  give, 
dition,  there's  no  way  to 
disk  manually  if  the  driv^ 
The  G4  processor  puts  ot 
of  heat,  and  the  bottom 
case  can  get  quite  hot.  Til 
board  panel  could  also! 
some  stiffening — it 
to  fle> 
e 
1 

k 
^^^        the  midt 
struck.    But    the 
quibbles. 
I  don't  expect  this  design  will  start 
pede  to  titanium  cases,  if  only  beca 
world's  fabricating  capacity  is  limited.  I 
thin  and  wide  design  is  extremely  appeal 
cause  it  leaves  just  enough  room  for  an  i 
drive.  Displays  are  the  shape  they  are 
had  reason  that  the  designers  of  the  first  E'l 
sions  used  (he  aspect  ratio  of  pre- World   I 
movie  screens,  and  that's  the  shape  pictur 
have  always  been  made.  Once  again,  Afil 
forcing  a  useful  rethinking  of  some  bai 

dated  assumptions. 
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WHAT'S  YOUR  TECHNOLOGY  MISSIS? 


H) 


RfSITlA 


MANAGE  WHAT  MATTERS 


Mien  everyone  is  counting  on  you,  you  need  an  IT  infrastructure  with  intelligent 
technology  that  helps  you  to  monitor  and  manage  the  things  that  really  matter. 
Your  infrastructure  should  know  what's  important  to  your  business  and  your 
world.  And  that's  exactly  what  Aprisma  develops  and  delivers-solutions  as 
reliable  as  you.     877.437.0291  www  .  apr  i  sma  .  com 


Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


CITIES:  INVESTING  IN  CULTURE 
IS  SIMPLY  GOOD  BUSINESS 


CAVEAT: 

Flourishing 
culture  has 
become  an 
advantage 
for  cities 
competing 
globally.  But 
explosive 
urban 
problems 
must  not  go 
unattended 


Jeffrey  E.  Garten  is  dean  of 
the  Yale  School  of 
Management.  A  former 
investment  banker,  Garten  is 
the  author  of  The  Mind  of 
the  CEO.  (jeffrey.garten® 
yale.edu). 


Late  last  month,  New  York  Mayor  Rudolph 
W.  Giuliani  proposed  that  the  city  spend  a 
record  $1.2  billion  over  the  next  10  years  to 
either  renovate  or  expand  the  Lincoln  Center  for 
the  Performing  Arts,  the  Metropolitan  Museum 
of  Art,  the  Solomon  R.  Guggenheim  Museum, 
and  several  similar  institutions.  The  plan  would 
usher  in  the  city's  largest  program  of  cultural 
building  in  more  than  a  century.  During  the  past 
30  years,  New  York  has  shown  the  way  for  cities 
from  Houston  to  London  to  diversify  their  eco- 
nomic bases  from  manufacturing  industries  to 
banking,  law,  consulting,  and  information  tech- 
nology. Now,  the  Big  Apple  sees  cultural  insti- 
tutions as  new  engines  of  economic  development. 
Is  this  a  wise  course  for  the  city  and  for  the  arts 
themselves? 

There's  no  doubt  that  culture  is  good  busi- 
ness. Museums,  nonprofit  art  galleries,  and  the- 
aters together  have  been  one  of  the  fastest  grow- 
ing job  categories  in  New  York.  Studies  by  the 
N.  Y./N.J.  Port  Authority  and  others  describe 
some  $10  billion  in  annual  revenues  that  such  in- 
stitutions generate  when  you  include  hotels, 
restaurants,  and  transportation  services. 

To  cite  just  one  example,  McKinsey  &  Co.  es- 
timates that  the  new  Guggenheim  museum  pro- 
posed for  lower  Manhattan  would  attract  2.5 
million  visitors  annually,  earn  $570  million  in 
revenues  for  the  city,  generate  from  4,300  to 
5,500  permanent  new  jobs,  and  produce  $26  mil- 
lion per  year  in  tax  revenues.  This  doesn't  in- 
clude construction  of  the  40-story  building,  nor 
the  beneficial  impact  on  surrounding  real  estate. 
TOO  COMMERCIAL?  A  flourishing  cultural  envi- 
ronment has  also  become  an  advantage  for  urban 
centers  competing  globally.  Lifestyle  enhance- 
ments are  a  key  way  to  attract  and  retain  skilled 
people  essential  to  the  workforce  and  tax  base. 
No  wonder  cultural  projects  are  thriving  from 
Boston  to  Seattle,  and  major  expansions  have 
recently  occurred  in  such  museums  as  the  Lou- 
vre, the  Hermitage,  and  the  Tate  Gallery.  Even 
Tung  Chee  Hwa,  the  beleaguered  governor  of 
Hong  Kong,  told  me  that  one  of  his  major  pre- 
occupations is  to  enhance  local  cultural  attractions 
for  competitive  reasons.  One  of  the  best  exam- 
ples of  the  power  of  culture  to  generate  new 
economic  activity  is  the  Frank  Gehry-designed 
Guggenheim  museum  in  Bilbao,  Spain,  which  has 
revived  the  old  Basque  industrial  city. 

Museums  themselves  are  becoming  global  busi- 
nesses. Nowhere  is  this  clearer  than  at  the 
Guggenheim,  where  director  Thomas  Krens  is 
creating  a  network  of  museums — some  stand- 


alone, some  partnerships — stretching  from 
hattan  to  Bilbao,  Berlin,  Venice,  and  St. 
burg.  Mirroring  the  behavior  of  interna 
tech-savvy  corporate  ceos,  Krens  is  also  tei 
up  with  ge  Capital  and  Japan's  Softbank  Cc 
create  a  powerful  cultural  portal  on  the  Inl 
that  will  bring  artistic  exhibitions  from  a 
the  world  directly  into  a  person's  living  re 

This  thickening  nexus  of  economic  de 
ment  and  culture  does,  however,  raise  pot 
problems.  It's  important  to  ensure  that 
funds  not  be  used  to  subsidize  the  rela 
well-off,  while  explosive  urban  problems 
attended.  So  far,  New  York  gets  high  g 
its  investment  in  cultural  institutions  amou 
only  2%  of  the  city's  10-year  capital  budge 
its  current  $2  billion  budget  surplus  is  a  fl 
luxury,  and  painful  trade-offs  loom  as 
Street's  business  and  related  tax  payments 
and  spending  pressures  mount  for  educ~~ 
hospitals,  mass  transit,  and  affordable  hoi 

New  York  must  also  be  sure  to  get  the 
quid  pro  quo  for  the  use  of  public  money, 
now  the  leverage  looks  good,  as  planned 
investments  of  $1.2  billion  are  designed  to  ; 
at  least  twice  that  in  private  donations.  A 
positive  trend:  Institutions  like  the  Am 
Museum  of  Natural  History  and  the  Muse* 
Modern  Art  are  mounting  educational  proj 
which,  combined  with  new  information  tec 
gy,  reach  an  increasingly  broad  range  of  j 
As  Peter  F.  Vallone,  speaker  of  the  City  C 
says:  "We  are  making  an  investment,  ai 
city  needs  a  very  tangible  return." 

Cultural  institutions  themselves  need 
ry  about  overly  commercializing  their  pro 
in  order  to  compete  for  economic  develc 
funds.  The  Guggenheim's  Krens,  who  has 
criticized  for  such  popular  exhibitions  as 
show  on  motorcycles,  fires  back:  "It  is  fa 
think  that  you  can't  make  the  museum 
ence  fun,  surprising,  and  intellectually  sti 
ing,  while  also  protecting  the  integrity 
art  itself."  Says  Ellen  Futter,  president 
American  Museum  of  Natural  History:  "Yo 
to  be  authentic  and  tine  to  your  specific  n 
or  else  you  will  lose  your  value  to  attra< 
tors.  We  are  not  in  the  business  of  econoi 
velopment.  That  is  a  fortunate  by-produc 

As  the  economy  slows  and  there's  m< 
mand  on  shrinking  public  funds,  I  here  are 
be  tough  choices  ahead  for  the  city  and  tl 
community.  But  for  now,  most  everyone  ill 
overlapping  government  and  culture  circlesl 

to  be  doing  the  riejil   thing.  Hals  off  to  Ne\l 
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deal  with  managing  online  justorher  relationships  across  your  entire  company. 
're  ATG.  Our  secret  weaporis?  Great  minds  and  Java-based  software  and 
plications.  With  them,  we've  helped  some  of  the  biggest  names  in  business 
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ith  the  mobile 
nternet,  he  can 

d 


at**^ 


****** 

cotw 


j 


a^ 


Where  in  the  world  can  you  go  to  find 
some  worthy  competition?  Just  about 
anywhere,  with  the  Mobile  Internet  from 
Lucent.  As  the  world  leader  in  mobile 
Internet  technology,  were  building  the 
wireless  networks  that  bring  the  full 
power  of  the  Internet  to  mobile  devices. 
So  everything  from  interactive  games 
with  3D  graphics  to  online  banking  to 

video  e-mail  is  always  at  your  fingertips. 

When  you  change  the  way  people 

communicate,  you  change  the  way 

they  live.  Lucent  Technologies.  We  make 

the  Internet  mobile. 

Expect  great  things 
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Economic  Trends 


EDITED  BY  CHARLES  J.  WHALEN 

WHAT'S  LOST 
BETWEEN  JOBS 

Earnings  gains  are  forfeited 

The  tight  labor  market  of  the  past 
seven  years  made  it  easier  for 
workers  to  find  new  jobs  when  they 
were  hit  by  a  permanent  layoff.  And 
the  average  pay  cut  they  took  at  their 
new  jobs  got  smaller.  Nevertheless, 
those  who  found  new  jobs  still  saw  their 
weekly  income  fall  when  compared  with 

GETTING  ANOTHER  JOB 
IS  EASIER  NOW 


PROBABILITY  OF  BEING 
REEMPLOYED  AT  END  OF  PERIOD 


1997-99 

PERCENT  ►  0  20  40  60  80 

Data:  Henry  S.  Farber;  Labor  Dept. 

the  wages  of  those  workers  who  kept 
their  old  jobs.  These  are  the  conclusions 
of  a  new  paper  by  economist  Henry  S. 
Farber  of  Princeton  University. 

Using  the  Labor  Dept.'s  Displaced 
Workers  Survey,  which  is  conducted 
every  two  years,  Farber  finds  that  the 
percentage  of  workers  reemployed  after 
a  spell  without  a  job  rose  sharply  during 
the  1990s  (chart).  By  February,  2000, 
the  date  of  the  most  recent  survey,  75% 
of  workers  who  lost  their  jobs  from 
1997  to  1999  had  landed  new  ones.  In 
contrast,  only  61%  were  reemployed  by 
early  1992  after  losing  work  from  1989 
to  1991. 

Workers  were  also  increasingly  able 
to  find  new  jobs  at  a  pay  level  closer  to 
that  of  the  job  they  lost.  Farber  esti- 
mates the  average  real  weekly  earn- 
ings loss  at  12%  for  reemployed  full- 
time  workers  who  were  displaced  from 
1989  to  1991.  Yet  those  who  were  dis- 
placed from  1997  to  1999  lost  an  average 
of  only  2%  upon  finding  new 
employment. 

But  Farber's  work  also  shows  that 
losing  a  job  exacts  a  price  even  in  boom 
times.  Although  those  workers  who 
were  reemployed  in  the  most  recent 
survey  had  gotten  back  to  near  their 
previous  wage  level,  they  missed  out 
on  wage  gains  enjoyed  by  those  who 


didn't  suffer  a  spell  of  unemployment. 
Workers  who  stayed  employed  during 
the  1997-1999  period  saw  their  weekly 
earnings  rise  an  average  of  10%  dur- 
ing that  time — an  increase  that  the  dis- 
placed workers  never  realized. 


FLEXIBILITY  IS  NO 
KEY  TO  STABILITY 

Workers  are  just  as  likely  to  be  fired 

Conventional  wisdom  says  that  giving 
nonsupervisory  employees  greater 
independence  and  responsibility  is  good 
for  both  them  and  their  employers. 
Companies  that  place  workers  in  self- 
managed  teams,  rotate  jobs,  and  en- 
courage employee  feedback,  it's  be- 
lieved, achieve  greater  workplace 
flexibility,  higher  productivity,  and  bet- 
ter business  performance.  The  benefit 
for  employees  is  greater  job  stability, 
because  these  practices  should  make 
their  companies  more  successful,  so 
they  don't  need  to  lay  off  workers  or 
use  temps. 

But  a  study  just  released  by  the  Na- 
tional Bureau  of  Economic  Research 
finds  that  such  practices  usually  yield 
quite  a  different  result.  According  to  its 
authors,  Peter  Cappelli  of  the  Univer- 
sity of  Pennsylvania  and  David  Neu- 
mark  of  Michigan  State  University, 
flexible  work  practices  reduce  layoffs 
and  employee  turnover  only  in  the 
shrinking  manufacturing  sector,  not  in 
the  rest  of  the  economy.  What's  more, 
employees  do  not  show  any  additional 
loyalty  to  nonmanufacturing  employers 
that  use  these  practices:  Workers  usu- 
ally quit  or  retire  at  a  higher  rate  in 
those  companies. 

Cappelli  and  Neumark  based  their 
review  on  a  1997  Census  Bureau  survey 
of  more  than  1,800  plant  and  business 
managers.  They  concluded  that  flexible 
work  practices  were  most  successful  in 
manufacturing  because  of  the  nature  of 
the  work.  Jobs  are  more  narrowly  de- 
fined in  manufacturing,  so  flexible  prac- 
tices, especially  job  rotation,  produce 
greater  improvements  in  a  factory  than 
in  a  retail  store,  Cappelli  says. 

Overall,  the  authors  find  that  flexible 
work  practices  are  being  used  in  com- 
bination with  layoffs  and  temporary  em- 
ployment, not  as  a  way  to  avoid  them. 
Even  manufacturers  increase  the  use 
of  temporary  help  while  using  practices 
that  make  work  more  flexible. 

Offering  greater  job  stability  might 
make  workers  more  loyal,  but  that 
doesn't  seem  to  be  a  big  consideration 


for  most  companies  that  are  using 
work  practices.  Instead,  the  goal  s 
to  be  to  employ  workers  so  that 
the  right  amount  of  labor  is  fit  to  tl 
act  amount  of  demand,"  says  Ca] 
And  this  goal  isn't  likely  to  chang 
time  soon.  As  the  U.S.  economy  i 
companies  are  likely  to  face  inert 
pressure  to  transform  their  payrc 
penses  from  a  fixed  to  a  variable 
By  James  M.  Mi 


MORE  SCIENCE 
GRAD  STUDENTS! 

But  foreigners  fuel  the  rise 

Whether  or  not  the  U.S.  ec( 
dips  into  recession  this  ye; 
critical  factor  in  keeping  growth  i 
in  the  long  term  is  innovation.  A 
novation,  in  turn,  depends  critics 
having  a  steady  stream  of  new 
tists  and  engineers.  On  that 
there's  some  good  news.  Accord 
the  National  Science  Foundatic 
rollment  of  science  and  engim 
graduate  students  rose  2%  in 
the  most  recent  year  for  which 
tics  are  available — after  five  cc 
tive  years  of  decline.  The  biggesl 
12%,  was  in  computer  science.  [ 
neering  enrollment  ticked  up  l| 
the  first  gain  since  1993.  The  nt 
of  African  American,  Hispanij 
Asian  American  graduate  student] 
as  did  the  number  of  student 
were  enrolled  in  graduate  sch<| 
the  first  time. 

The  bad  news?  Foreign  stude 
temporary  visas  were  the  main| 
in  the  1999  hike.  Their  numbers 
nearly  8,000,  to  nearly  110,000,  wh  J 
dents  who  are  U.  S.  citizens  and  I 
nent  U.S.  residents  fell  by  a  littl  Df 
than  1,000,  to  just  over  300,000  (<  il 

Foreign  students  are  less  \ 
to  stay  in  the 
U. S.  and  con- 
tribute to  its 
economy.  The  last 
time  the  NSP 
studied  the  topic, 
in  1994,  it  discov- 
ered that  only 
48%  of  foreign 
students  who  re- 
ceived U.S. 
doctorates  in  sci- 
ence and  engi- 
neering were  still 
in  the  U.S.  a 
year  or  bo  later. 
By  Peter  Coy 
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kMES  C.  COOPER  &  KATHLEEN  MADIGAN        

HOWTH  IS  NEAR  ZERO 
\ND  THAT'S  GOOD  NEWS 

h  bloated  inventories  shrinking  fast,  the  worst  could  soon  be  over 


.S.  ECONOMY 


OUSEHOLDS  HAVE 
THE  BLUES 


With  his  typical  homespun  de- 
livery, Dallas  Federal  Reserve 
President  Robert  D.  McTeer  Jr.  cautioned  re- 
f.  "The  blues  are  contagious.  Don't  get  near  people 
them.  Just  go  out  and  buy  something." 
e  trouble  is,  consumers  and  businesses  don't  seem 
taking  his  advice.  Retail  sales  and  car  purchases 
erk  up  considerably  in  January,  but  the  Universi- 
Michigan's  index  of  consumer  sentiment  continued 
■ge  in  early  February  (chart),  and  the  National 
ration  of  Independent  Businesses'  index  of  small- 
pa  optimism  fell  again.  Both  are  plumbing  levels 
een  since  the  1990-91  recession. 

Does  that  mean  a  recession 
in  2001?  Not  necessarily.  True, 
households  and  companies  are 
1^  coming  down  from  the  eco- 

iJL|^L         nomic   euphoria   of  the   late 
1990s,  when  stock  prices  were 
increasing  25%  per  year,  the 
economy  was  growing  at  a  5% 
H        rate,  and  profits  were  in  the 
double  digits.  The  adjustment 
will  take  a  while  longer  to 
complete,  but  more  and  more 
suggest  that  it  is  already  well  advanced, 
the  absence  of  huge  additions  to  stock  wealth, 
sholds  are  realigning  their  spending  with  the  pace 
»me  growth,  a  process  that  has  already  cut  two  or 
;  percentage  points  off  the  unsustainable  5%  to 
rowth  rate  of  a  year  ago.  Likewise,  capital  spend- 
y  businesses  is  adjusting  to  slower  demand  growth, 
r  profits,  and  tighter  credit.  All  this  requires  that 
ltory  growth  must  slow,  which  is  why  manufac- 
g  output  and  employment  are  getting  hit  so  hard, 
e  risks  during  this  downshift  are  clearly  great, 
nally  since  the  quicker  flow  of  information  is  speed- 
ip  the  adjustment.  With  indicators  falling  fast,  con- 
ce  measures  are  bound  to  reflect  heightened  con- 
But  the  latest  data  suggest  that  the  imbalances  in 
iconomy  are  being  cleared  away  in  a  manner  that 
illow  growth  to  pick  up  later  in  the  year. 

t  OF  THE  BEST  NEWS  for  the  outlook  came  with 
atest  inventory  data.  Stock  levels  at  manufacturers, 
esalers,  and  retailers  increased  only  0.1%  in  De- 
ter, much  less  than  expected  and  well  below  what 
Commerce  Dept.  had  estimated  when  it  issued  its 


66=100 
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preliminary  report  on  fourth-quarter  gross  domestic 
product  in  late  January. 

In  fact,  the  new  inventory  data,  which  were  un- 
available for  the  first  reading  on  GDP,  suggest  a  sizable 
downward  revision  to  inventory  growth  when  the  GDP 
information  is  released  on  Feb.  28.  Of  course,  revi- 
sions to  other  components  will  affect  the  overall  final 
number,  but  the  inventory  refiguring,  taken  alone,  could 
knock  between  0.5  and  1.0  percentage  point  off  of  the 
originally  reported  1.4%  growth  rate  for  GDP. 

If  growth  is  revised  to  near  zero,  how  can  that  be 
good  news?  Because  it  would  mean  that  the  inventory 
reduction  is  proceeding  rapidly,  and  that  the  adjustment 
required  in  the  first  quarter  will  be  lower  than  many 
economists  had  expected.  As  long  as  consumer  and 
business  demand  continues  to  grow — even  at  a  sub- 
dued pace — the  contraction  in  industrial  output  may 
well  have  run  its  course  by  midyear.  That  is  especially 
likely  since  the  lion's  share  of  the  excess  inventories  is 
in  the  auto  industry,  and  because  much  of  the  weakness 
in  factory  output  reflects  auto  industry  cutbacks  to  re- 
duce that  overflow. 

LOOK  AT  THE  LATEST  DATA  on  manufacturing  output 
and  auto  inventories.  Factory  production  fell  0.1%  in 
January,  but  excluding  vehicle  output,  production  actu- 
ally rose  0.3%  (chart).  Since  factory  output  peaked  in 
September,  it  has  fallen  at  an  annual  rate  of  5.4%,  but 
excluding  vehicle  production,  it  has  declined  only  at  a 
1.7%  rate,  and  that  figure  includes  auto-related  softness 
in  industries  such  as  metals,  rubber,  and  plastics. 

The  reduction  in  car  and 
light-truck  inventories  will 
yield  another  big  subtraction 
from  first-quarter  GDP.  As  it 
stands  now,  the  inventory  of 
domestically  made  light-vehi- 
cles at  the  end  of  January  was 
a  "very  high"  90  days,  accord- 
ing to  Ward's  Automotive  Re- 
ports, up  from  82  days  in  De- 
cember. Ward's  says  that  if 
February  sales  meet  its  ex- 
pectation and  indicate  a  16.2  million  annual  rate,  the 
supply  will  fall  to  74  days.  But  that  level  is  still  greater 
than  last  year's  more  normal  61  days,  suggesting  addi- 
tional production  scalebacks  in  February  and  March. 

Elsewhere  in  manufacturing,  output  is  slowing,  but 
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not  as  sharply  as  the  impact  of  the  auto  cutbacks 
would  suggest.  Clearly,  production  of  high-tech  equip- 
ment, including  computers,  electronic  components,  and 
telecommunications  equipment,  has  slowed  from 
its  exceptionally  strong  pace  of  late  1999  and  early 
last  year.  But  that  pace — before  and  after  the  Y2K 
date  change — was  the  exception,  not  the  current  slow- 
er rate. 

High-tech  output,  up  2.2%  in  January,  averaged 
monthly  gains  of  2.4%  during  the  past  six  months.  That 
was  down  from  the  powerful  4.5%  monthly  clip  aver- 
aged during  the  months  before  and  after  Y2K,  but  dur- 
ing the  previous  2'A  years,  output  averaged  2.7%.  High- 
tech  output,  therefore,  appears  simply  to  be  returning 
to  its  normal  trend.  The  stiffest  cutbacks  in  capital 
spending  so  far  have  been  in  low-tech  transportation 
equipment  and  industrial  machinery. 

THE  KEY  TO  THE  OUTLOOK  is  consumers  Their 
spending  is  crucial  to  the  rapid  elimination  of  excess  in- 
ventories and  to  the  willingness  of  businesses  to  keep 
shelling  out  money  for  new  equipment  and  buildings.  So 
far  in  the  quarter,  the  news  is  good,  if  somewhat  diffi- 
cult to  read  because  of  the  weather. 

Sales  at  retailers  and  car  dealers  rebounded  strong- 
ly in  January.  The  same  bounce  relative  to  weaker  re- 
sults in  both  November  and  December  showed  up  in 
January  job  growth  and  hours  worked,  as  well.  The 
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HOMEBUILDERS  ARE! 
BUSY  THIS  WINTER 
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connection  could  be  that  January  weather  was  mil 
than  normal,  while  weather  at  the  end  of  last  y 
was  more  severe  than  usual.  The  pattern  of  "heat 
degree  days"  for  those  months  bears  that  out.  If 
the  January  bounce  may  overstate  the  strength 
demand  at  the  beginning  of  the  year. 

Nevertheless,  the  January 
data  on  housing  starts  and  car 
sales  still  look  encouraging. 
Households  would  surely  cut 
back  on  those  two  areas  first  if 
they  felt  overburdened  or  ex- 
cessively worried.  In  fact,  de- 
spite the  bad  November  and 
December  weather,  housing 
starts  increased  in  both  of 
those  months,  and  in  January 
they  gained  an  impressive 
5.3%,  hitting  an  annual  rate  of  1.65  million 
in  nine  months  (chart). 

Amid  layoff  announcements,  investor  nervousn 
and  recession  talk,  the  Dallas  Fed's  McTeer  may  r 
a  tough  time  getting  his  persistently  upbeat  mes^ 
across.  But  the  way  things  are  going  so  far  this  j 
consumers  and  businesses  are  apt  to  look  arour 
few  months  from  now  and  realize  that  the  econc 
while  far  from  being  as  vibrant  as  it  was,  is  nowl 
near  as  gloomy  as  they  fear. 
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A  QUICK  KICK  FROM  TAX  CUTS 


The  ruling  center-left  govern- 
ment of  Prime  Minister  Giu- 
liano  Amato  got  a  political  boost 
from  recent  economic  data. 
Growth  at  the  end  of  2000  was 
much  stronger  than  expected,  and 
the  2001  outlook  is 
buoyed  by  sizable  tax 
cuts  and  improving  job 
markets. 

Data  on  fourth-quar- 
ter real  gross  domestic 
product  showed  a  0.8% 
gain  from  the  third 
quarter.  The  rise  was 
double  expectations, 
given  the  quarter's 
fewer  working  days. 

The  advance  lifted  2000  growth 
to  2.8%,  matching  the  govern- 
ment's target  and  doubling  the 
1.4%  pace  of  1999,  when  Italy  was 
the  euro  zone's  growth  laggard. 
The  annual  showing  was  the  best 


YEAREND  OUTPUT 
GETS  A  BOOST 
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in  five  years.  The  plus  for  Amato 
is  that  he  faces  general  elections 
in  either  April  or  May.  Currently, 
he  trails  the  center-right  coalition 
of  Silvio  Berlusconi  in  the  polls. 
The  strong  yearend  showing 

puts  annual  growth  in 
2001  at  a  higher  start- 
ing point  than  expect- 
ed. Giving  growth  an 
extra  kick  are  the  tax 
cuts  for  households 
and  businesses  totaling 
a  large  1.3%  of  GDP. 
Some  of  those  took  ef- 
fect in  the  final  quar- 
ter of  2000  in  the  form 
of  rebates. 
Indeed,  domestic  demand  led 
the  quarter's  growth,  including 
hefty  contributions  from  business 
investment  and  private  consump- 
tion. That  pattern  was  also  evi- 
dent in  the  strong  December  ex- 


pansion in  industrial  production 
the  largest  since  May. 

The  mix  of  tax  cuts,  job  gains 
faster  wage  growth,  and  low  inf 
tion  will  help  to  offset  some  of  1 
expected  slowdown  coming  as  a 
result  of  weaker  growth  in  the 
U.  S.  Economists  project  Italy  1 
expand  2.5%  in  2001,  with  infla 
tion  at  2.3%.  That  growth  pace 
should  allow  the  10%  jobless  ra 
to  keep  edging  lower,  helped  by 
increased  labor  market  flexibilit 

Amato's  tax  cuts  are  aimed  a 
relieving  some  of  the  fiscal  sacr 
fices  that  were  required  prior  t< 
the  introduction  of  the  euro.  Ex. 
ropean  Union  finance  ministers 
cently  cautioned  Italy  on  its  fis< 
discipline,  but  the  government 
says  economic  growth  and  effor 
to  reduce  tax  evasion  will  allow 
the  country  to  meet  its  future 
deficit  targets, 
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THEY  COME  TO  YOUR  SITE  LOOKING  FOR  SOMETHING  DIFFERENT.  GIVE  IT  TO  THEM. 


Everybody's  different.  When  you  know  your  customers— what  they  need,  what  they  like  and  what  may  be  of  interest  to  them 
in  the  future  — it's  a  lot  easier  to  give  them  what  they're  looking  for.  Blue  Martini  has  the  power  to  make  it  all  happen. 
Our  applications  analyze  customer  information  then  deliver  a  highly  personalized  experience  based  on  that  analysis. 
The  time  spent  interacting  with  your  company  is  more  relevant.  It's  quicker.  And  it's  great  for  sales.  To  find  out  how 
Blue  Martini's  e-business  solutions  can  improve  your  customer's  experience,  visit  www.bluemartini.com/prism. 
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A  CRISIS  IN 
CAPITAL  SPENDING? 


Any  second-half 
recovery  gets  dicey 
if  CEOs  ground 
high-tech  outlays 

It  was  the  economic  rocket  fuel  of 
the  late  1990s.  As  the  explosive 
surge  in  business  investment  pro- 
pelled the  economy,  companies 
boosted  capital  spending  on  every- 
thing from  high-tech  computers  to 
low-tech  trucks.  Productivity  and  prof- 
its took  off  in  tandem.  The  economy  en- 
tered a  golden  era  of  rapid  growth  and 
low  inflation.  It  was,  in  the  words  of  for- 
mer Treasury  Secretary  Lawrence  H. 
Summers,  that  rarest  of  events,  an  in- 
vestment-led expansion. 

Now,  those  days  are  gone.  Economists 
and  business  leaders  alike  worry  that 
the  1990s  investment  boom  could  turn 
into  a  new-millennium  bust,  dragging  the 
economy  down  with  it.  As  the  risk  of  an 
inventory-driven  recession  fades  thanks 
to  quick  action  by  companies  to  bring 
down  bulging  stocks,  economists  have 
shifted  their  focus  to  capital  spending  as 
the  next  tripwire  that  could  upset  the 
economy. 


possibility  of  companies  radically  cutting 
spending  to  make  up  for  the  buying 
binge  of  the  past  few  years.  "The  worst 
is  still  to  come,"  says  Richard  B.  Berner, 
chief  U.  S.  economist  for  Morgan  Stanley 
Dean  Witter.  "We're  just  beginning  to 
see  the  weakness  in  capital  spending." 

Until  now,  companies  have  largely 
managed  to  protect  their  budgets  for 
such  crucial  things  as  technology  spend- 
ing; instead,  low-tech  capital  spending 
has  taken  much  of  the  hit.  Outlays  on 
such  things  as  trucks,  industrial  machin- 
ery, and  other  low-tech  gear  has  been 
in  a  slump  since  the  middle  of  last  year. 
In  the  fourth  quarter,  it  dropped  5%, 
and  further  weakness  looks  to  be  in 
store.  In  a  typical  lament,  Tim  Solso,  ceo 
of  Cummins  Inc.,  the  Columbus  (Ind.) 
maker  of  truck  engines,  says:  "We  are  in 
a  severe  downturn."  Cummins  is  cutting 
2,000  jobs  and  closing  nine  plants  in  a  re- 
sponse to  a  52%  drop  in  big-truck  en- 
gine sales  in  the  fourth  quarter. 

Now,  the  pain  is  spreading  to  the  stal- 
warts of  the  New  Economy  as  cash- 
strapped  corporations  have  decided  they 
must  take  the  knife  to  their  once-sacro- 
sanct high-tech  capital  budgets  as  well.  In 
a  string  of  announcements  that  has  jolted 
the  markets  over  the  past  several  weeks, 
Cisco  Systems,  Nortel  Networks,  Dell 
Computer,  Hewlett-Packard,  and  a  host 


At  the  moment, 
they  don't  much 
like  what  they  see. 
Profit-pinched  com- 
panies have  begun 
to  hack  away  at 
their  capital  bud- 
gets. In  the  fourth 
quarter,  capital 
spending  fell  at  an 
annualized  1.5%  af- 
ter growing  by 
more  than  20%  in 
the  first  quarter  of 
2000.  What's  most 
worrisome   is   the 


WHERE  THE  SQUEEZE  IS 

The  gap  between  what  companies  earn  and  their  capital 

spending  is  growing,  but  tighter  financial  markets  could  end 

that.  For  now,  nontech  spending  is  getting  hit  hardest. 
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of  others  have  warned  that 
revenues  will  fall  short  of 
expectations  because  of 
cutbacks  in  capital  outlays 
by  their  customers.  As  a 
result,  they  warn,  profits 
will  suffer. 

Indeed,  fears  that  an  ex- 
tended slump  in  capital 
spending  could  cause  the 
the  tech  sector  to  tank — 
and  with  it  the  economy — 
have  sent  stock  prices  skid- 
ding lower.  On  Feb.  21, 
even  once-unstoppable  Sun 
Microsystems  Inc.  added  to 
the  pessimism.  Its  shares 
dropped  by  over  10%  after 
Merrill,  Lynch  &  Co. 
warned  that  profits  will  fall 
short  of  expectations.  Over- 
all, the  technology-laden 
Nasdaq  Composite  Index 
fell  49.42  points,  or  2.1%, 
on  Feb.  21,  to  2269,  its  low- 
est level  in  almost  two  I 
years. 

Until  a  few  months  ago, 
execs  at  such  companies  as 
Sun  viewed  outlays  for 
computers  and  other  effi- 
ciency-enhancing gear  as 
virtually  impervious  to  the 
economic  downdraft.  Sure, 
growth  in  such  spending 
would  slow  a  bit.  But  few 
thought  these  outlays 
might  actually  decline. 

It's  clearly  time  to  re- 
think that  assumption.  In 
the  fourth  quarter,  spend- 
ing on  information-process 
ing  equipment  grew  just  2..".'-  ai 
justing  for  inflation.  And  econom 

Broadbont  of  (ioldman,  Sachs  X'  ( 

incoming  ordera  suggest  that  tech 

ing  could  fall  a  nominal  V <    in  I 

quarter,  That  would  he  the  first  d< 
K)  years.  "It's  a  nerve-wracMngPJ 
says  Broadbent, 
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orse  yet,  the  spate  of  recent  warn- 
from  purveyors  of  virtually  every 
of  tech  equipment  makes  clear  that 
i's  little  sign  of  a  recovery  on  the 
on.  High-tech  executives  who  were 
ng  their  hopes  on  a  bounce-back  af- 
fune  are  now  talking  gloomily  of 
less  staying  weak  until  the  end  of 


the  year.  "We  see  [the  weakness]  con- 
tinuing into  the  fourth  quarter,"  says 
Nortel  Chief  Operating  Officer  Clarence 
J.  Chandran.  The  Canadian  telecom-gear 
maker  shocked  Wall  Street  with  the  an- 
nouncement that  it  would  lose  money  in 
the  first  quarter  because  debt-strapped 
telecom  companies  have  slashed  capital 


outlays.  Other  tech  com- 
panies had  similar  grim  tid- 
ings. 'We  are  not  counting 
on  a  return  to  double-digit 
revenue  growth  this  year," 
said  Hewlett-Packard  Co. 
CEO  Carleton  S.  Fiorina. 
And  Agilent  Technologies 
Inc.,  the  HP  spin-off  that 
sells  a  variety  of  computer 
chips,  testing  equipment, 
and  components  to  other 
tech  companies,  is  hurting, 
too,  as  its  customers  trim 
capital  budgets.  On  Feb. 
20,  ceo  Edward  W  Barn- 
holt  cut  Agilent's  2001 
sales-growth  forecast  to  a 
range  of  10%-15%,  down 
from  19%. 

As  a  result,  high-tech 
companies  are  responding 
just  like  their  old-line  man- 
ufacturing counterparts: 
They're  hunkering  down — 
slashing  costs  and  payrolls 
in  moves  that  will  send  rip- 
ples throughout  the  econo- 
my. The  same  day  Agilent 
lowered  its  growth  target, 
va  Linux  Systems  Inc.,  the 
Fremont  (Calif.)  software 
and  computer  company, 
said  it  would  lay  off  about 
139  of  its  556  employees 
and  take  a  restructuring 
charge  because  of  a  slow- 
down in  tech  spending. 
And  Intel  Corp.  ceo  Craig 
R.  Barrett  sent  an  e-mail 
to  all  employees  detailing 
Intel's  plans  to  cut  discre- 
tionary expenses  by  30% 
this  year.  While  Intel  says 
it  still  plans  to  spend  $7.5 
billion  on  capital  expendi- 
tures and  $4.3  billion  on  re- 
search and  development, 
some  analysts  think  it's 
only  a  matter  of  time  be- 
fore they  get  cut  as  well. 

What's  behind  the  rapid 
crunch  in  capital  spending? 
Business  investment  has 
been  hit  by  a  triple  wham- 
my  of  pinched  profits, 
tougher  financing  terms, 
and  slow  growth.  Corpo- 
rate profits  fell  11%  in  the  fourth  quarter 
of  last  year — the  worst  performance  since 
the  recession  year  of  1991.  And  further 
weakness  looks  likely.  According  to  First 
Call/Thomson  Financial  strategist  Joseph 
S.  Kalinowski,  the  consensus  on  Wall 
Street  is  that  corporate  earnings  of  the 
Standard  &  Poor's  500-stock  index  will 
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fall  2.8%  in  the  first  quarter  and  1.3% 
in  the  second  quarter  before  recovering 
in  the  second  half.  Lower  earnings  mean 
companies  will  be  even  more  inclined  to 
squeeze  capital  spending. 

Even  before  the  swoon  in  profits,  cor- 
porations had  been  relying  more  and 
more  on  external  financing  to  fund  their 
capital  budgets.  Last  year,  companies 
used  internally  generated  cash  from  prof- 
its and  depreciation  to  cover  just  three- 
quarters  of  their  capital  budgets.  That's 
close  to  the  lowest  level  in  the  past  two 
decades.  The  remaining  money  was 
raised  from  the  financial  markets  and 
banks — easy  enough  to  do  in  recent 
years,  when  stock  and  bond  markets 
were  booming  and  banks  were  free  with 


their  cash.  But  now,  investors  and 
bankers  are  getting  stingier.  Without  the 
outside  financing,  current  levels  of  capital 
spending  could  prove  unsustainable. 

That  is  already  proving  to  be  the 
case  in  the  debt-ridden  telecom  industry. 
Susan  Kalla,  an  equities  analyst  at  Blue- 
Stone  Capital  Securities,  expects  tele- 
com service  providers  to  cut  capital 
spending  by  9%  this  year  after  a  17% 
increase  in  2000.  One  big  reason:  Burned 
equity  and  capital  markets  will  no 
longer  fund  a  big  runup  in  infrastruc- 
ture spending. 

There's  more  to  telecom  and  other 
high-tech  companies'  problems,  however, 
than  a  tougher  financing  environment. 
The  bigger  issue  is  a  glut  of  capacity.  As 


the  dot-com  bubble  ballooned,  high 
companies  began  to  believe  their 
hype  about  the  limitless  boundary 
their  business  and  acted  accordii 
They  lent  money  to  customers 
sharply  boosted  capacity  by  an 
tounding  50%  last  year,  accordin 
Federal  Reserve  figures.  Now  that 
dot-com  bubble  has  burst  and  the 
omy  has  slowed,  high-tech  compj 
are  suffering.  That's  one  big  factoi 
instance,  behind  the  pressure  on 
Microsystems. 

Still,  the  bottom  hasn't  fallen 
pletely  out  of  high  tech.  Companie 
trimming  tech  outlays,  not  slashing  t 
"People  are  very,  very  judicious  in  ac 
capacity,"  Nortel  Networks  Inc.  ceo 


ASIA'S  HIGH-TECH  HEARTBURN 


Anyone  looking  for  good  news  about 
the  U.  S.  economy  would  be  hard- 
pressed  to  find  it  in  all  the 
announcements  of  profit 
shortfalls,  layoffs,  and 
plant  closings.  But  there 
is  a  bright  spot  in  the 
statistics:  Invento- 
ries are  not  piling 
up  at  the  frighten- 
ing rate  they  tra- 
ditionally do  in  a 
down  cycle. 
Some  companies 
like  Cisco  Sys- 
tems Inc.  are 
recording  big 
stocks  of  invento 
ry.  But  overall, 
thanks  to  improved 
just-in-time  produc- 
tion methods,  U.S. 
companies  are  managing 
to  avoid  the  huge  expense 
of  keeping  unsold  goods  in  \ 

warehouses. 

The  story,  however,  is  very  differ- 
ent in  Asia,  home  to  thousands  of 
suppliers  to  American  companies.  In- 
ventories, especially  in  high-tech  prod- 
ucts, are  piling  up  fast  as  U.  S.  cus- 
tomers slash  orders.  The  rollback  is 
catching  Asian  suppliers  off  guard: 
They're  having  more  trouble  than  their 
Western  counterparts  managing  in  a 
world  where  corporate  buyers  no 
longer  want  to  keep  weeks  of  supplies 
of  parts  and  finished  goods  on  hand. 

Nor  have  Asian  companies  been  able 
to  predict  demand  from  their  U.  S.  cus- 
tomers. According  to  Kirk  Yang,  an  an- 
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alyst  at  Credit  Suisse  First  Boston  in 
Hong  Kong,  Asian  manufacturers  were 
expecting  a  surge  in  orders  as  late  as 
the  third  quarter  of  2000.  "Not  until  af- 
ter Thanksgiving  weekend  did  we  start 
realizing  the  seriousness  of  the  prob- 
lem," says  Yang.  "Companies  canceled 
orders  to  their  manufacturers  but  not 
fast  enough,  which  created  an  inventory 
buildup."  As  a  result,  many  Asian  man- 
ufacturers at  the  bottom  of  the  food 
chain  are  getting  the  worst  of  the  deal. 
There's  little  sign  yet  that  Asian  pro- 
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is  huge  in  everything  and  an 
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U.S.  PC  makers  like  Compaqjj 
way  cancel  or  cut  orders, 
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B  history  of  overproducing, 
hardest  hit.    Its  computer 
jumped   17.0%  in  December, 
plies  for  chips,  cell  phones,  pil 
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software  are  productivity-boosting  as- 
sets that  depreciate  rapidly  and  get  re- 
placed quickly. 

Could  this  time  be  different?  Despite 
two  half-point  cuts  in  interest  rates  and 


truckload  freight  carrier.  If  that  sort  of 
cautiousness  continues,  the  same  forces 
that  ignited  the  boom  could  wind  up 
badly  burning  the  New  Economy.  And 
recovery  may  take  far  longer  than  New 


Hd  analysts  on  Feb.  16.  "This  is  ;i 
ilinr  thai  we  really  didn't  see  last 
'  Adds  Dell  Senior  Vice-Presidenl 
|  A  Marengi:  "They're  being  more 
•a I  in  what  they  spend.  There's  un- 
inty — a  softness  in 
—hut   it   isn't  a  major  ,         .,     ,. 

£  in  it  spending-      FRAGILE  The  Fed  expects  spending  on  productivity- 

Aia'n  <  ;n.n  pa„  is  I;!!,',  enhancing  technology  to  revive  later  this  year.  But 

hat  it   won't  turn  into  °  ~_,~  .     .  i    .  ,  ■,       ,   ,     • 

He,  betting  that,  like  ultracautious  CEOs  are  giving  no  hint  that  trims  are  over 

any  other  aspects  of 


Jew  Economy,  the  in- 
lent  boom  of  the  1990s  is  a  depar- 
from  the  past.  True,  companies 
bly  went  overboard  and  spent  too 
on  computer  gear  and  a  post-Y2K 
g  binge.  But  there's  no  need  for 
xx>m  to  result  in  an  extended  bust, 
ogic  goes.  After  all,  computers  and 


the  prospect  of  a  big  tax  cut  on  the 
horizon,  ceos  show  little  sign  that 
they're  done  taking  the  knife  to  invest- 
ment budgets.  "We  plan  on  being  very 
conservative  in  2001,"  says  Scott  C. 
Arves,  coo  at  Schneider  National  Inc.  in 
Green  Bay,  Wis.,  the  country's  largest 


Economy  fans  would  have  ever  guessed. 
By  Rich  Miller  in  Washington,  with 
Robert,  D.  Hof  and  John  Shinal,  in  San 
Mateo,  Roger  O.  Crocket,  Michael  Arndt, 
and  Ann  Therese  Palmer  in  Chicago, 
David  Rocks  in  New  York,  and  bureau 
reports 


levels.  Daeduck  Electronics 
makes  printed  circuit  boards, 
iles  drop  309!  in  January  from 
,-e  of  the  previous  six  months. 
»duck  executive:  "We're  feeling 
i  from  the  U.  S.  IT  sector." 
■y  is  the  same  in  Japan, 
Of  D.  comber,  information- 
inventories  were  up  30% 
revious  year.  The  cost  of 
it  excess  computer  hard  dri- 
leading  diskmaker  TDK  Corp. 
i  group  profit  forecast  17%,  to 
n  for  the  fiscal  year  ending  in 
to  for  NEC  Corp.,  which  on 
t  its  operating  profit  forecast 
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.65  billion.  NEC  cited  a  $695 
lp  in  inventories,  mostly  in 
lips  and  telecommunications 
,  plus  weak  PC  sales  in  the 
apan.  Pressed  about  NEC's 
nagement,  Executive  Vice- 
Shigeo  Matsumoto  said: 
ing  to  get  it  right." 
11  be  key  for  Asian  manufac- 
year.  In  the  past  few  years, 


major  U.S.  companies  have  become 
much  better  at  anticipating  demand, 
thanks  to  sophisticated  computer  net- 
works and  Internet  connections  to  cus- 
tomers. "Such  electronic  hookups  in 
Asia  just  aren't  as  prevalent  as  in  the 
U.  S.  and  Europe,"  says  Andrew  Gort, 
who  heads  up  global  supply-chain  man- 
agement at  Toronto-based  contract 
manufacturer  Celestica  Inc.  Another 
problem  is  that  certain  goods  Asia  spe- 
cializes in,  such  as  semiconductors,  re- 
quire advance  orders  of  up  to  three 
months  before  delivery:  It's  hard  to  ad- 
just manufacturing  flow  quickly  in  these 
complex  plants. 

And,  of  course,  a 
big  U.S.  company 
manages  inventory  to 
protect  itself  first, 
not  a  supplier.  That 
is  especially  bad 
news  for  contract 
manufacturers  in 
Taiwan  and  China. 
They  can't  hope  to 
adjust  production 
with  the  speed  and 
agility  that  their 
highly  automated 
U.S.  customers  can 
bring  to  bear  on 
their  order  books.  More  sophisticated 
suppliers  even  get  hit.  An  executive  at 
a  major  U.  S.  contract  manufacturer 
with  operations  in  China  thinks  his 
U.  S.  customers  did  a  poor  job  of  signal- 
ing the  anticipated  drop  in  orders.  As  a 
result,  his  plant  in  China  has  been 
stuck  with  too  much  inventory. 

Some  Asian  companies  will  weather 
this  downturn  better  than  others.  Con- 


Shipments  of  made-to-order 
chip  wafers  have  fallen  30% 
year-on-year,  swelling  inven- 
tories. Contract  manufactur 
ers'  average  factory  utiliza- 
tion has  dropped  from  100% 
last  year  to  70%.  IT-related 
revenues  are  expected  to 
slide  25%  by  March. 


sider  Samsung  Electronics  Co.  Salomon 
Smith  Barney  recently  lowered  its  2001 
profit  forecast  for  the  South  Korean  gi- 
ant by  24%,  to  $3.6  billion.  But  Sam- 
sung has  used  sophisticated  electronic 
tracking  systems  to  keep  inventory 
down,  so  it's  not  suffering  as  much  as 
Hyundai  Electronics,  which  has  a  big 
stockpile.  Company  officials  say  Sam- 
sung maintains  its  chip  inventories  at 
between  18  and  20  days  at  all  times. 
SPILLOVER.  Still,  the  inventory  bulge — 
and  the  order  slump  that  goes  with  it — 
are  the  last  things  Japan,  South  Korea, 
and  Taiwan  need.  IT  exports  have  been 
largely  responsible  for  keeping  their 
economies  afloat  through  years  of  crisis. 
About  30%  of  South  Korea's  IT  exports 
go  to  the  U.  S.  Thanks  to  the  U.  S. 
slowdown,  the  country's  gross  domestic 
product  growth  is  widely  expected  to 
drop  by  half  this  year,  to  about  4.5%. 

With  Japan  already  flirting  with  re- 
cession, the  added  danger  is  that  the 
woes  of  the  Asian  high-tech  sector  will 
spread  to  nontech  industries  and  pull 
down  regional  growth.  Last  month,  re- 
acting to  an  emerging  regional  glut  in 
coiled  steel  and  beams,  Tokyo  forecast  a 
7.5%  first-quarter  drop  in  steel  produc- 
tion, the  largest  in  15  years. 

The  irony  is  that  policymakers  in 
Tokyo,  Taipei,  and  Seoul,  viewed  the 
liftoff  of  their  IT  sectors  as  proof  posi- 
tive that  Asia  could  replicate  U.  S.- 
style,  tech-driven  growth.  Now  they  are 
learning  that  the  white-hot  New  Econo- 
my can  also  burn  you. 

By  Brian  Bremner  in  Tokyo  with 
Alysha  Webb  in  Shanghai,  Macabe  Ke- 
liher  in  Taiwan,  and  Moon  Ihlwan  in 
Seoul  and  bureau  reports 


.  buyers  cut  back  orders,  inventories  are  soaring  throughout  Asia 
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COMMENTARY 


By  Howard  Gleckman  and  Richard  S.  Dunham 

WHY  THE  BUDGET  WONT  ADD  UP 


Until  now,  President  Bush  has  taken 
a  "share  the  bounty"  approach  to 
government.  He  has  been  able  to 
promote  his  $1.6  trillion  tax  cut,  educa- 
tion reforms,  and  a  future  defense 
buildup  of  unspecified  billions,  all  while 
insisting  there  is  plenty  of  money  to 
pay  for  his  ambitious  agenda.  But  on 
Feb.  28,  the  rosy  rhetoric  will  collide 
with  cold,  hard  accounting.  That's  when 
Bush  will  send  Congress  his  fiscal  2002 
budget — and  when  lawmakers  will  see 
just  how  hard  it  is  going  to  be  to  make 
the  Administration's  budget  add  up. 

Despite  a  projected  $3.1  trillion  non- 
Social  Security  surplus  over  the  next 
decade,  the  White  House  and  Congress 
will  have  to  face  some  tough  choic- 
es. If  Bush  is  going  to  fund  his 
10-year  Texas-size  tax  cut,  he 
must  hold  down  increases  in 
spending  on  programs  other 
than  Social  Security  and 
Medicare  to  levels  not 
seen  in  years. 

To  reconcile  the  budget 
with  lower  tax  revenues,  Bud 
get  Director  Mitchell  E. 
Daniels  Jr.  startled  Cabi- 
net chiefs  by  mandating 
that  discretionary  spend-  / 
ing  grow  just  4%  in  fis-    / 
cal  2002 — much  lower 
than  the  6%  it  has  aver- 
aged in  recent  years.  But 
Bush  will  have  to  do  even 
more  than  that  to  avoid 
stumbling  back  into 
deficits.  He'll  propose 
reining  in  spending 
growth  for  everything 
from  Air  Force  fighters 
to  upkeep  for  national 
parks,  to  a  mere  3%  over 
the  next  decade. 

Bush's  belt-tightening  isn't 
going  over  very  well  in  Con- 


gress. Many  lawmakers  clearly  view  his 
$2  trillion  budget  as  overly  stringent. 
Both  Democrats  and  Republicans  want 
additional  funding  for  the  Pentagon. 
They  consider  Bush's  just-announced 
$1.4  billion  military  pay  raise  as  simply 
an  appetizer.  Both  parties  want  more 
money  for  health  care.  And  Bush  him- 
self will  propose  a  stunning  11.5%  in- 
crease in  education  spending.  Even  one 
House  GOP  leader  doubts  Bush's  budget 
will  survive  Capitol  Hill.  Says  Repre- 
sentative Tom  Davis  (R-Va.):  "Every 
President's  budget  is  dead  on  arrival. 
The  President  sends  what  he  sends. 
We  pass  what  we  pass." 

To  make  his  numbers 
add  up,  Bush  is  resorting 


to  some  rather  fuzzy  math,    i 
the  economy  is  slowing  to  r  ;  i 
sion  levels,  Bush's  budget  s 
strong  revenue  growth  for  f 
year.  But  when  the  subject 
he  paints  the  economy  in  di 
Bush  is  right  about  a  down 
revenue-gusher  his  budget ,  i 
likely  be  off  the  mark. 

Tax  cuts  or  no,  Bush  willb 
tough  time  resisting  the  urj 
The  Pentagon,  for  instance, 
huge  hikes — up  to  $50  billiofe 
more  than  10% — just  to  ma 
modernize  current  forces,  a  ty 
the  Congressional  Budget  C  i. 
top  of  that,  Bush  has  vowec 
costly  new  missile-defense  s  4 


The  Horns 
of  a  Dilemma 

Bush's  proposed  tax  cut 
makes  budget-trimming  a 
necessity.  But  that  will 
make  it  tough  to  keep 

some  campaign  promises. 


EDUCATION 

The  Administration 
has  pledged  to 
spend  about 
$50  billion  on 
schools  and  new 
early-education 
reading  programs. 


THE  MILITARY 

The  President 
promised  a  huge  in- 
crease in  defense 
spending.  But  he 
has  since  ordered  a 
review  of  all  Penta- 
gon spending. 


THE  ENVIRONMENT 

The  E.P.A.  may  try 
to  save  money 
by  tightly  limiting 
spending  on 
federal  pollution 
controls. 


THE  JUSTU 

It  could  ge 
savings  by  II 
Clinton  pre 
One  likely  '| 
program  to 
communiti 
more  polic 


v 
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a  bipartisan  desire  to  spend 
■ense,"  says  Prudential  Secu- 

analyst  Charles  Gabriel. 
'entagon  gets  1095  more,  and 
discretionary  budget  is  held  to 

•  ,  the  rest  of  govern- 
iuding  law  enforcement,  envi- 
tection,  veterans'  benefits, 
would  face  actual  cuts.  But 
surpluses  around  the  corner, 
ians  will  be  likely  to  go  along 
reductions.  In  fiscal  year  2000, 
■ecurity  spending  jumped  by 
ear,  it  rose  6%.  Bush  will  try 
it  increase  down  for  next  year. 
ill  expected  to  ask  for  $663  bil- 
>tit    \'i  more  than  in  fiscal 
mgress  continued  to  increase 
;  by  4%  over  the  next  decade, 
$350  billion  would  be  sliced  off 
8.  The  inevitable  result:  Bush 
a  compromise  on  his  tax  cuts. 
ml'ln'i  be  the  first  President 
to  deliver  on  promises  to  hold 
iding.  Ronald  Reagan  held  do- 
nding  in  check,  all  right,  but  it 
than  offset  by  huge  increases 
tagon  budget.  Bill  Clinton  pro- 
ps in  spending  in  the  short  run 
•  promised  to  hold  long-term 
check.  As  the  years  went  on, 
|    up.  He  also  proposed  increases 
I  rite  "public  investment"  pro- 
offered  to  pay  for  them  by 
3P  priorities.  In  the  end,  Con- 
Id  spend  more  for  both. 
'  SAVINGS.  To  make  the  num- 

5  budget  add  up,  Bush  will  bor- 
ilements  of  the  Clinton  strategy, 
idopt  a  favorite  Reagan  and 
•tic:  management  reforms.  Bush 
te  saving  $200  billion  through 
I  improvements  in  government 
Are  such  savings  possible?  Sure. 
I  them?  Don't  bet  on  it. 
s,  Bush  was  no  beady-eyed  bud- 
Indeed,  spending  grew  faster 
Administration  than  under  his 
i  predecessor,  Governor  Ann 
Mow,  he  faces  a  Congress  that 
;n  more  aggressive  about  pro- 
favorite  spending  programs 
exas  legislature  ever  was. 
md,  Bush's  numbers  cannot 
tax  cut  will  be  scaled  back, 
ing  will  increase  faster  than  he 
spite  Bush's  claims  about  creat- 
Washington,  we  are  about  to 

Ji  :koff  of  the  same  budget  games 

'  l  watching  for  years. 


ie  in  covers  fiscal  policy  and 
8  -overs  the  White  House  from 
n. 


TRADE 


HORSE-TRADING 
FOR  FREE  TRADE 

Business  is  warming  to  labor 
and  environmental  concerns 

During  the  1990s,  America's  big  ex- 
porters looked  on  in  dismay  as  oth- 
er nations  signed  nearly  100  free- 
trade  agreements  with  one  another. 
Mexico  alone  signed  pacts  with  28  coun- 
tries; the  European  Union,  27.  Mean- 
while, the  U.  S.  has  completed  just  two 
deals.  The  problem:  A  GOP-controlled 
Congress  refused  to  renew  President 
Clinton's  "fast  track"  trade-negotiating 
power  after  the  authori- 
ty to  effectively  bypass 
Capitol  Hill  expired  in 
1994.  The  upshot  is  that 
U.S.  companies  still  face 
an  array  of  tariffs  and 
quotas,    while    foreign 
competitors  increasingly 
sell  into  one  another's 
unrestricted     markets. 
U.  S.     goods     entering 
Chile,  for  example,  face 
an  11%  tariff,  while  Canadian  ones  are 
duty-free. 

U.S.  multinationals  want  the  Bush 
Administration  to  catch  up — which 
means  finding  a  way  to  restore  fast- 
track.  "The  U.  S.  has  got  to  get  back  in 
the  game,"  says  Boeing  ceo  Philip  M. 
Condit,  chairman  of  the  Business  Round- 
table  trade  committee.  But  there's  a 
hitch:  House  Democrats,  backed  up  by 
environmentalists  and  unions,  are  holding 
out  for  recognition  of  environmental  pro- 
tection and  worker-rights  clauses  in  any 
new  grant  of  negotiating  authority. 

Sound  like  a  deal-breaker?  Maybe 
not.  For  the  first  time,  many  major  U.  S. 


"The  U.S.  has 

got  to  get  back  in 

the  game,"  says 

Boeing's  Condit 


corporations  and  business  groups  seem 
willing  to  accept  some  of  these  condi- 
tions in  trade  pacts;  in  late  February, 
the  Roundtable  endorsed  the  idea  in 
principle.  Among  the  controversial  ideas 
under  consideration:  fines  on  manufac- 
turers that  abuse  workers  or  despoil 
the  environment,  and  conditioning  lower 
tariffs  and  export  financing  on  worker 
protections.  There  are  precedents:  U.S. 
legislation  grants  lower  tariffs  to  some 
poor  nations  that  protect  workers. 
NO  CONSENSUS.  But  there  are  hurdles, 
as  well.  There  is  no  consensus  among 
U.  S.  business  on  how  tough  to  make  en- 
vironmental and  worker-protection  claus- 
es. In  part,  that's  because  business  is  wor- 
ried about  unintended  consequences. 
Would  protecting  worker  rights  be  inter- 
preted as  prohibiting  the  hiring  of  re- 
placement workers  for  strikers  or  laying 
off  workers?  Such  questions  led  the  U.  S. 
Chamber  of  Commerce  to 
oppose  inclusion  of  so- 
called  blue-and-green  is- 
sues in  trade  agreements. 
Many  House  Republi- 
cans are  also  against  at- 
taching protective  condi- 
tions to  trade  pacts.  They 
insist  that  business 
groups  are  surrendering 
too  much,  too  soon.  "The 
idea  of  writing  unrelated 
issues  into  trade  agreements  is  wrong," 
says  Representative  David  Dreier  (R- 
Calif.),  chairman  of  the  House  Rules 
Committee.  Also  worrying  U.S.  ex- 
porters is  the  silence  from  the  Bush  Ad- 
ministration, which  has  neither  submitted 
a  bill  nor  revealed  its  preferences  on  in- 
cluding environmental  and  worker-pro- 
tection issues  in  trade  agreements. 

So  far,  no  one  is  saying  there  will  be 
a  quick  or  easy  resolution,  but  optimists 
hope  to  get  a  bill  through  Congress  this 
year.  That  way  they  can  start  cutting 
deals  with  trading  partners  as  soon  as 
the  ink  is  dry. 

By  Paul  Magnusson  in  Washington 
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COMMENTARY 


By  Ben  Elgin 


THESE  DAYS,  EVEN  STARS  CAN  FIZZLE  ON  THE  LAUNCHPAD 


When  Marc  Andreessen  took 
Netscape  Communications 
public  in  August,  1995,  the 
shares  jumped  168%  on  the  first  day. 
Netscape's  debut  not  only  ushered  in 
a  new  wave  of  technology,  it  helped 
spark  a  Wall  Street  feeding  frenzy  as 
investors  bid  up  many  of  the  initial 
public  offerings  that  followed. 

Now,  with  the  markets  reeling  and 
the  window  for  ipos  all  but  shut,  can 
Andreessen  do  it  again?  Expecta- 
tions are  swirling  around  his  second 
Internet  startup,  Loudcloud  Inc. 
Many  hope  the  widely  anticipated 
IPO  will  help  jump-start  the  market. 

But  with  the  terms  now  set  for 
the  deal,  those  hopes  have  taken  a 
hit.  On  Feb.  16th,  Loudcloud  said  it 
would  offer  20  million  shares — 30% 
of  the  company — at  between  $8  and 
$10  per  share.  Management  hopes  to 
raise  between  $160  and  $200  million. 

Loudcloud's  final  pricing  is  quite  a 
drop  from  its  initial  filing  in  October. 
Then,  management  planned  to  offer 
just  10  million  shares — then  10%  of 
the  company — for  between  $10  and 
$12  apiece.  Overall,  Loudcloud  has 
shaved  its  valuation  from  about  $1.1 
billion  to  $600  million,  a  45%  plunge. 
BIG  WINS.  Loudcloud  hasn't  set  a 
date  for  when  it  will  attempt  the  ipo, 
although  it's  likely  to  come  in  the 
next  few  weeks.  And  its  reception 
will  offer  a  glimpse  into  how  cozy  in- 
vestors will  get  with  new  issues  for 
the  rest  of  this  year.  The  Sunnyvale 
(Calif.)  company  certainly  has  the 
sort  of  credentials  that  would  have 
once  wowed  ipo  investors.  Aside 
from  Andreessen,  Loudcloud  boasts  a 
seasoned  management  team,  two  of 
the  top  investment  bankers — Morgan 
Stanley  Dean  Witter  and  Goldman 
Sachs — as  underwriters,  and  a 
handful  of  recent,  big-name 
customer  wins,  from  Block- 
buster Inc.  to  News  Corp. 

Trouble  is,  even  the  In- 
ternet's poster  boy  may 
not  have  the  clout,  or  the 
appropriate  business,  to 
inject  life  into  the  mori- 
bund market  for  IPOS.  The 


575-person  outfit  runs  complex  Web 
sites  for  other  businesses,  providing 
high-margin  software,  hardware,  and 
management  services.  But  with  es- 
tablished players  like  Exodus  Com- 
munications Inc.  and 
Qwest  stampeding  into 
the  same  market, 
Loudcloud  could  find  it 
hard  to  stand  out.  For 
the  first  nine  months 
of  2000,  the  company 
booked  just  $6.6  mil- 
lion in  revenues. 

Moreover,  Loud- 
cloud appears  a  long 
way  from  achieving 
what  many  investors 
require  in  this  market:  profitability. 
It  posted  a  hefty  operating  loss  of 
$106.7  million  for  those  same  nine 
months.  And  the  company  gets 
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ANDREESSEN:  Trimming 
Loudcloud's  expectations 
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about  half  of  its  business  from  dot- 
com clients — another  no-no  today. 

That  said,  Loudcloud  is  hardly 
alone  in  facing  a  chilly  reception.  So 
far  this  year,  just  eight  companies 
have  gone  public,  com- 
pared with  59  in  the  fii 
seven  weeks  of  2000. 
And  only  two  of  the  2( 
crop  was  a  high-tech  o1 
fit.  Nor  is  a  turn  in  sig 
Through  Feb.  21,  40 
companies  had  with- 
drawn ipo  documents, 
while  just  14  have  filec 
paperwork  to  go  public 
"Only  the  most  solid 
companies  are  able  to 
get  out,"  says  Jeffrey  R.  Hirschkorr 
an  analyst  with  ipo  Monitor. 

And  those  that  did  settled  for 
thrift-store  prices,  kpmg  Consulting 
cut  its  valuation  by  $1.8  billion,  or 
39%,  for  its  February  ipo,  despite 
boasting  $2  billion  in  annual  rev- 
enues and  $218  million  in  profits. 
WORSE  OPTION.  So  why  even  go  pu 
lie  in  this  atmosphere?  Clearly  for 
some  companies,  the  need  for  mone 
outweighs  the  risk  of  jumping  into 
roiling  market.  In  Loudcloud's  case, 
had  already  burned  through  $112  n 
lion,  including  stock  compensation, 
13  months,  leaving  it  with  just  $111 
million  in  cash  as  of  Oct.  31.  Given 
burn  rate,  that's  likely  to  be  30%  lc 
er  today.  Yet  turning  to  venture-ca 
tal  firms  is  a  worse  option:  They  ar 
offering  even  stingier  valuations. 
Back  in  September,  1998,  online 
auctioneer  eBay  Inc.  was  able  t< 
reinvigorate  a  sleepy  ipo  mai 
ket  with  its  rocketing  offer- 
ing. But  the  Web  powerhou 
benefited  from  a  strong  bus 
ness  model  and  a  better  eco 
omy.  And  scores  of  other  tec 
1 1 'os  were  waiting  in  the  win} 
Today,  Verizon  Wireless  Inc.  is 
the  only  big-name  tech  offering 
the  queue.  So,  even  if  a  celebrity 
founder  is  enough  to  squeak  Loud 
cloud  out  of  the  starting  gates,  A 
dreessen  is  unlikely  to  defy  Wal 
itreet  gravity  again. 


Elgin  tracks  iros  in  San 
Main),  Calif. 


©  Agilent  Technologies,  Inc.  2000 


**5  made  real. 


Very  nice.  But  can  it  download  a  jpeg? 
With  innovative  FBAR  filter  technology, 
Agilent  helps  make  the  next  generation  in 


miniature  wireless  communication  devices 


possible.  So  you  can  do  more  with  less. 
Imagine  videoconferencing,  email,  family 
photos  and  Internet  right  there  on  your 
wrist.  Not  to  mention  the  time  of  day. 


Agilent  Technologies 

Innovating  the  HP  Way 


Agilent  Technologies  is  a  new  company 
composed  of  the  former  Hewlett-Packard 
test  and  measurement,  chemical  analysis, 
semiconductor  components  and  medical 
products  businesses,  www.agilent.com 
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COMMENTARY 


By  Jeff  Green 


CHRYSLER:  TOO  MANY  BELLS  AND  WHISTLES 


Is  the  worst  over  for 
DaimlerChrysler?  The 
recent  surge  in  the 
stock,  to  about  $51,  sug- 
gests it  is.  Investors  are 
cheered  by  a  spate  of  cost 
cutting  lately  and  by  ex- 
pectations that  on  Feb.  26 
Daimler  will  unveil  details 
of  a  $2.5  billion  restructur- 
ing for  its  ailing  Chrysler 
Group  unit  and  a  new 
management  structure  for 
its  parent  (page  54). 

Certainly  Chrysler  will 
emerge  as  a  leaner  compa- 
ny, with  streamlined  oper- 
ations and  fewer  employees.  But  cut- 
ting costs  will  carry  Chrysler  only  so 
far.  The  company  is  still  saddled  with 
a  product-development  strategy  that 
can't  be  fixed  overnight. 

The  problem  isn't  that  Chrysler's 
products  are  bad:  It's  that  they  come 
with  far  too  many  expensive  options 
that  make  the  vehicles  more  costly 
to  consumers.  That's  what  clobbered 
the  launch  of  Chrysler's  new  $2.8  bil- 
lion minivan  last  fall.  Analysts  esti- 
mate, for  example,  that  some  of  the 
new  minivans  cost  $1,000  more  to 
build  than  the  models  they  replaced. 

Why?  Chrysler  spent  heavily  to 
build  in  improvements  that  made  its 
minivans  drive  more  smoothly  and 
quietly.  It  also  added  new  electronics 
and  a  system  that  allows  the  heat 
and  air  conditioning  to  be  controlled 
independently  from  each  seat. 
VANISHING.  Chrysler  admits  its  costs 
are  too  high.  A  company  document 
obtained  by  BusinessWeek  starkly  il- 
lustrates the  rise  in  product  costs — 
and  the  resulting  shrinking  profit 
margins.  Product-development  costs 
have  been  on  the  rise  since  1993,  the 
documents  shows.  But  starting  in 
about  1997,  those  costs  kept  rising 
while  manufac- 
turing, ad- 
vertising, 
and  other 
costs  were 
stable  or 
slightly  lower. 
By  early  1999,  the 
rising  prod-     DODGE  RAM: 
uct  costs  Overengineered? 


JEEP  LIBERTY:  Extras  will  jack  its  price  way  above  rivals' 

strangled  profit  margins  and  gave 
Chrysler  a  $2  billion  second-half  loss 
in  2000. 

The  company  is  scrambling  to  get 
costs  under  control — but  the  fixes 
are  mostly  short-term.  It's  too  late  to 
make  big  changes  because  the  prod- 
ucts are  already  being  built.  Chrysler 
execs  say  it  will  take  two  years  to 
find  cheaper  ways  to  engineer  things. 

In  the  meantime,  the  company  is 
trying  to  lower  minivan  prices,  for 
example,  by  removing  options.  And 

CHRYSLERS  TROUBLED 
PRODUCT  STRATEGY... 

►  The  new  Jeep  Liberty  SUV  sells 
for  $23,000— about  $5,000  more 
than  rivals 

►  2001  minivans  cost  $500-$l,500 
more  to  build  than  prior  models 

►  New  car  rollouts  aren't  staggered, 
so  their  marketing  campaigns 
compete  with  one  another 

...HAS  MANAGEMENT 
SCRAMBLING  FOR  FIXES 

►  Options  such  as  disk  brakes 
and  stereo  components  are  be- 
ing removed  to  trim  costs 

►  Sticker  prices  for  some 
minivans  are  being  cut 

►  Chrysler  is  working 
with  suppliers  to  shave 
assembly  costs 


it's  eliminating  other  mod 
els  altogether.  After  pron 
ising  to  offer  the  industrj 
most  powerful  minivan, 
Chrysler  recently  droppe 
plans  for  a  version  with  i 
souped-up  engine  because 
President  Dieter  Zetsche 
didn't  think  consumers 
would  pay  the  $40,000 
price.  'We're  looking  at 
every  nut  and  every  bolt 
to  make  sure  we  get  cost 
out,"  says  one  insider. 

Still,  Chrysler  could  fa 
similar  difficulties  this  ye 
with  two  crucial  launches 
the  replacement  for  the  Dodge  Rai 
pickup  and  the  all-new  Jeep  Libert 
sport-utility  vehicle.  Chrysler  hasn 
announced  prices  yet,  but  analysts 
expect  the  Liberty  to  hit  summer 
showrooms  for  $23,000,  vs.  $18,000 
for  its  chief  rival,  the  Ford  Escap 
BRAND  NEW.  The  reason?  Overengi 
neering  and  faulty  cost  assumption 
plague  the  Liberty.  "This  is  a  bran 
new  platform  that  is  overall  more 
pensive  to  build  than  the  last  mod 
says  Michael  Robinet,  an  analyst  a 
csm  Forecasting.  The  Ram  also  ha 
improvements  in  its  engine  and  su 
pension  and  features  a  laptop  ston 
console  between  the  front  seats. 
Chrysler  executives  are  trying 
trim  the  Liberty's  price  by  elimin 
ing  options  such  as  traction  contro 
on  vehicles  with  all-wheel-drive.  B 
the  company  says  the  Ram  pickup 
doesn't  suffer  from  the  overengine 
ing  that  the  Liberty  does  because 
trucks  are  designed  more  frugally. 
Of  course,  not  all  the  spending 
was  wasted.  Some  high-tech  optior 
are  proving  popular.  Chrysler  had 
expected  about  30%  of  its  minivan 
buyers  to  opt  for  a  new  $400  auto- 
matic lift  gate  feature,  but  65% 
have  taken  it  so  far.  Such  bright 
spots,  however,  are  few  and  far  be 
tween.  While  a  big  restructuring  t 
year  will  give  Chrysler  some  bred 
ing  room,  an  end  to  the  design  an< 
cost  problems  that  have  dragged  i 
down  is  still  several  years  away. 

Green  coven  the  auto  indiuxtry  fi\ 
Detroit. 
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PeopleSoft  Customer  Relationship  Management 

Deepen  the  relationships  that  power  your  enterprise.  Now,  exclusively  with 
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ENERGY 


CALIFORNIA'S 
BITTER  BAILOUT 


Davis'  power  plan  will  cost  taxpayers  billions 


Ten  months  into  California's  power 
crisis,  a  solution  of  sorts  seems  clos- 
er. For  the  past  six  weeks,  the  Wa- 
ter Resources  Dept.  has  been  buying 
electricity  for  some  10  million  customers, 
relieving  the  state's  utilities  of  that  bur- 
den. And  now  Governor  Gray  Davis  has 
announced  plans  to  buy  some  26,000 
miles  of  transmission  lines  from  them, 
making  California  one  of  the  world's 
biggest  owners  of  power  lines.       _-y-c7 

That's  good  news  for  the  util- 
ities, who  are  grudgingly  going  along 
with  the  transfer  idea,  and  their  credi- 
tors. But  what  does  it  mean  for  Cali- 
fornia and  its  taxpayers?  Davis  is 
adamant  that  over  the  course  of  several 
years,  the  state  will  recoup  the  cost,  as 
high  as  $20  billion  by  some  estimates. 

He  had  better  be  right,  both  for  the 
sake  of  taxpayers  and  of  his  own  politi- 
cal future.  In  a  state  whose  total  budget 
annually  is  about  $104  billion,  and  which 
spends  about  $33  billion  on  public 
schools  a  year,  California  remains  on 
the  hook  for  an  enormous  sum.  "The 
Davis  proposal  is  a  setup  for  disaster," 
says  Doug  Heller,  a  consumer  advocate 
at  the  Foundation  for  Taxpayer  &  Con- 
sumer Rights.  "He  will  overpay  for  the 
grid,  and  there  is  no  way  he  can  do 
that  without  increasing  rates  or  spread- 
ing the  bailout  over  generations.  Our 
children  will  be  paying  for  this." 

Figuring  the  final  price  of  Davis'  plan 
is  difficult  because  the  state's  commit- 
ments are  open-ended.  California's  two 
biggest  utilities,  PG&E  Corp.  and  Edi- 
son International,  claim  to  have  lost  $12 
billion  in  nine 
months      buying 


power  in  the 
sky-high    wholesale 
market.    Davis   says 
the   state   will   avoid 
similar  losses  by  ne- 
gotiating    long-term 
contracts  directly  with 
suppliers.  But  he  has 
yet  to  announce  ma- 
jor    contracts     at 
prices  low  enough 
to  cover  the  full 


cost  of  providing  power  to  consumers. 
To  finance  its  ongoing  purchases,  the 
state  has  hired  J.R  Morgan  Chase  & 
Co.  to  represent  it  in  bond  sales  that 
could  reach  $10  billion.  Those  bond  fi- 
nancings are  having  negative  conse- 
quences. The  prospect  of  issuing  so 
many  billions  in  new  state-backed  se- 
curities has  already  lowered  the  price  of 
California's  outstanding  bonds  relative  to 
similar  issues,  notes  Lee  Cunningham,  a 
bond-fund  manager  at  Federated  In- 
vestors Inc.  And  bond  rating  agency 
Standard  and  Poor's,  a  unit  of  Busi- 
nessWeek's parent,  the  McGraw-Hill 
Cos.,  has  put  the  state  on  guard  for  a 
possible  ratings  downgrade. 
NO  BARGAIN.  Davis  insists  the  risks  are 
worth  taking.  "We've  had  to  take  the 
route  we're  taking,"  he  said  recently. 
Buying  the  transmission  lines  could 
bring  to  an  end  one  part  of  California's 
nasty  power  mess.  PG&K  and  Edison 
are  suing  the  state  utility  commission, 
claiming  they  should  be  compensated 
for  their  losses  on  power  purchases. 
Buying  the  transmission  lines  in  ex- 
change for  forgiveness  of  those  claims 
would  give  the  state  something  of  value 
for  its  money.  And  Davis  argues  thai 
by  using  tax-exempt  financing,  the  shite 


can  operate  the  lines  more  efficif 
and  cheaply  than  the  private  se 

The  buyout,  though,  won't  be  any 
gain.  Edward  Jones  utility  analyst 
Youngberg  notes  that  the  lines 
three  utilities  could  be  worth  as  muc 
three  times  book  value,  or  $9  bi 
Those  facilities  may  need  as  much  ; 
billion  more  for  repairs  and  capacit; 
ditions.  Add  those  estimates  to  the 
billion  that  the  state  is  already  cor 
plating  for  power  purchases,  and  tr 
tal  cost  of  the  state's  commitments 
to  $20  billion.  That  doesn't  even  ind 
the  price  tag  for  buying  or  building| 
power  plants,  which  the  State  SeT 
authorized  on  Feb.  21. 

Those  kinds  of  numbers  have 
of  California  lawmakers  wringing 
hands.  "Buying  the  transmission 
doesn't  add  an  inch  to  the  grid 
watt  to  the   state,"  says    Repub| 
State  Senator  Tom  McClintock. 
many  California  Republicans,  lie  hell 
the  utilities  should   have  to  work 
their  debts  with  creditors  on  their 
That's  why  even  consumer  groups] 
favor  a  state  takeover  of  the  pf 

business  are  skeptical   about    the 

No  one  doubts  thai  Governor  Davil 

a  plan.  The  only  problem  is  that  ill 

create  more  problems  than  it  solviij 
By  < 'hrwtopher  I 'a  IT 
in  Los  Ami 
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COMMENTARY 

By  Paul  Raeburn 


NEW  ENGLAND'S  ENERGY  LESSON:  LESS  IS  MORE 


California's  struggling  utilities 
must  be  envious  of  their  coun- 
terparts in  New  England.  Sever- 
al times  during  the  past  few  years, 
New  England  utilities  have  stood  on 
the  brink  of  blackouts  like  those  that 
have  lately  plagued  California.  Each 
time,  however,  New  England  was 
saved  because  it  had  already  adopted 
aggressive  energy-conservation  pro- 
grams to  cut  electricity  demand — and 
power  outages  were  averted.  It  was 
a  hard-won  victory,  "the  story  of 
what  didn't  happen,"  remarks  Susan 
E.  Coakley,  executive  director  of 
Northeast  Energy  Efficient  Partner- 
ships Inc.,  a  nonprofit  group  that 
works  to  encourage  energy  efficiency. 

There  is  a  lesson  in  this  for  Cali- 
fornia— and  for  the  rest  of  the  na- 
tion. The  energy  crisis  there  has  pro- 
voked massive  debate  over  how  best 
to  increase  energy  supplies  quickly. 
The  state  is  racing  to  build  new  pow- 
er plants.  President  George  W.  Bush 
has  cited  the  crisis  as  backing  for  his 
plans  to  drill  for  oil  in  the  Arctic  Na- 
tional Wildlife  Refuge  and  other  en- 
vironmentally sensitive  areas,  even 
though  California  has  no  oil  shortage. 
But  the  New  England  experience 
suggests  that  easing  energy  woes  is 
not  just  about  increasing  supply.  It  is 
also  about  reducing  demand. 

In  New  England,  utilities  help 
consumers  and  businesses  use  more 
efficient  lighting,  heating,  and  air 


conditioning  by  performing  on-site 
inspections  and  by  offering  rebates, 
often  around  75%  of  the  extra  cost  of 
buying  more  efficient  new  equip- 
ment. Customers  who  participate 
need  less  juice  and  enjoy  lower  elec- 
tric bills.  The  program  saves  con- 
sumers and  businesses  millions  of 
dollars.  It  also  reduces  pollution  and 
cuts  emissions  of  gases  that  con- 
tribute to  global  warming. 
THERE'S  PROFIT  IN  IT.  Other  regions 
could  easily  adopt  the  same  strategy. 
How  did  New  England  do  it?  For 
starters,  state  regulators  from  across 
the  region  got  together  to  prod  utili- 
ties with  incentives  to  run  conserva- 
tion programs,  which  work  like  this: 
A  utility  is  allowed  to  add  a  tiny  sur- 
charge to  its  rates  to  fund  a  conser- 
vation program.  If  it  meets  its  pre- 
determined goals — such  as  reducing 
demand  by  a  certain  number  of 
megawatts  in  a  particular  area — the 
utility  gets  to  keep  a  profit. 

The  gains  from  encouraging  such 
basic  conservation  measures  can  be 
enormous.  A  recent  report  from  the 
American  Council  for  an  Energy-Effi- 
cient Economy  suggests  that  relative- 
ly painless  conservation  measures, 
such  as  increasing  air-conditioning 
and  lighting  efficiency,  could  elimi- 
nate 40%  of  the  growth  in  peak  elec- 
trical demand  over  the  next  decade. 

That  would  go  a  long  way  toward 
insuring  the  sturdiness  of  the  nation's 


electrical  system  and  reducing  the  risl 
of  emergency  blackouts.  And  it  avoid: 
the  nasty  not-in-my-backyard  argu- 
ments associated  with  finding  sites  fo 
power  plants.  "The  stuff  we're  recom 
mending  is  almost  universally  cheape: 
than  building  power  plants,"  says  one 
of  the  report's  authors,  Fred  Gordon, 
president  of  Pacific  Energy  Associate 
Inc.  in  Portland,  Ore. 

Why,  then,  have  states  not  rushe 
to  adopt  such  programs?  Until  now, 
it's  been  hard  to  sell  customers  on 
making  their  houses  and  businesses 
more  efficient  because  energy  has 
been  so  inexpensive.  Independent 
technicians  who  install  the  gear, 
moreover,  often  don't  have  the  prof 
er  training  to  fine-tune  for  maximui 
efficiency.  But  with  energy  prices  o 
the  rise,  conservation  programs  sue 
as  New  England's  could  thrive. 

California  once  was  a  leader  in 
ergy  conservation,  encouraging  utili 
ties  to  work  with  customers.  But  fi 
ing  the  uncertain  economic  climate 
electricity  deregulation  in  the  mid- 
1990s,  utilities  trimmed  spending  01 
energy-efficiency  programs.  Cheap 
energy  dulled  consumer  interest. 
Now  California  is  living  with  the 
consequences.  But  there's  a  better 
way  out  of  this  mess  than  building 
more  plants. 

Senior  Writer  Raeburn  covers  sc 
ence  and  the  environment. 


TURNING  DOWN 
THE  LIGHTS 

The  U.  S.  could  eliminate  40% 
of  the  projected  growth  of 
energy  demand  over  the  next 
decade.  Here's  how: 


Install  more  energy- 
efficient  lighting  in 
commercial  buildings 

Adopt  energy-efficient 
home  air  conditioners 


Use  improved  lighting 
designs  in  new  and 
renovated  buildings 

Tune  up  and  repair 
existing  home  air 
conditioners 


Upgrade  commerci 
heating  equipment  a< 
air  conditioners 

Optimize  existing 
commercial-building 
management 


46  BusinessWeek  /  March  5,  2001 


ie  200-horsepower  V-6  engine,  a  6-disc  in-dash  CD  changer 
id  your  heartbeat.  All  performing  in  perfect  harmony. 


The  Accord  V-6  Coupe 


%m  tn-<taEti  CD  changai  available  only  in  EX  model. 

KWArruirican  Honda  Motor  Co.,  Inc.  hon,da.com  1-800-33-HONDA 


ONDA 


■•■*••»• 


riU-. 


-Adl^..4  A.V:/JI%*»^ 


In  Business  This  Week 


EDITED  BY  MONICA  ROMAN 


COKE  AND  P&G 
MEET  OVER  SNACKS 

NEXT  TIME  YOU  FEED  A  BUCK 

into  a  Coke  machine,  don't  be 
surprised  if  a  Procter  & 
Gamble  product  such  as 
Sunny  Delight  juice  drink  or 
Pringles  potato  chips  pops 
out.  On  Feb.  21,  Coca-Cola 
and  p&g  unveiled  plans  to 
create  a  yet-unnamed  ven- 
ture combining  both  compa- 
nies' juice  and  snack  busi- 
nesses, brands  such  as 
Minute  Maid,  Fruitopia, 
Pringles,  and  Sunny  Delight, 
which  have  largely  been  lag- 
gards in  their  categories.  The 
partnership  allows  Atlanta- 
based  Coke  to  tap  into  p&g's 
knowledge  of  the  fast-grow- 
ing juice  category,  in  keeping 
with  Coke  CEO  Douglas  Daft's 
strategy  to  diversify  the  com- 
pany beyond  the  soda  busi- 
ness. In  turn,  P&G  gains  ac- 


CLOSING    BELL 


NEW  ERROR? 

Sybase's  2001  stock  surge 
ended  abruptly  after  the  en- 
terprise software  maker 
agreed  to  pay  $325  million  in 
stock  for  e-commerce  soft- 
ware company  New  Era. 
Sybase  needs  new  markets  to 
survive  in  the  shadow  of  Ora- 
cle. But  investors  doubt  help 
will  come  from  New  Era,  which 
lost  $58  million  last  year  on 
sales  of  $188  million.  Feb  21, 
the  day  after  the  New  Era  deal 
was  announced,  Sybase 
shares  dropped  19%,  to  19%. 


STOCK  PRICE 


if 
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cess  to  Coke's  proprietary 
global  distribution  network. 

ENRON:  ENERGIZING 
QUAKER  OATS 

IN    ANOTHER    COUP    FOR    ITS 

rapidly  growing  energy  out- 
sourcing business,  Enron 
nabbed  Quaker  Oats  as  its 
latest  customer.  As  part  of 
the  10-year,  multimillion-dol- 
lar pact  announced  on  Feb. 
21,  subsidiary  Enron  Energy 
Services  will  supply  electrici- 
ty and  natural  gas  and  man- 
age the  energy  infrastructure 
for  17  Quaker  facilities  in  the 
U.S.  and  Canada.  Enron,  the 
nation's  largest  wholesale 
marketer  of  gas  and  electric- 
ity, signed  $16  billion  worth 
of  similar  outsourcing  deals 
last  year. 

A  $1  BILLION  OFFER 
GETS  TUNED  OUT 

HOW    MUCH    IS    MUSIC    FILE- 

swapping  worth?  Evidently, 
more  than  $1  billion  over  five 
years.  That's  the  amount  that 
Napster  (page  51)  has  offered 
to  pay  major  music  labels  that 
want  to  shut  down  its  free 
online  music  distribution  site. 
Napster  says  it  could  launch  a 
new  service  by  July  requir- 
ing users  to  pay  monthly  fees 
for  downloads  and  even  more 
to  copy  music  on  to  MP3  play- 
ers or  CDs.  With  that  money, 
it's  offering  to  pay  $200  million 
a  year  to  major  labels  such 
as  Sony,  Universal,  and  EMI, 
and  independent  artists.  But 
the  U.S.  recording  industry 
says  it's  owed  much  more  for 
copyright  infringement  facili- 
tated by  Napster. 

WHY  EXXON  DEALERS 
ARE  PUMPED  UP 

CHALK     ONE     UP     FOR     THE 

little  guy.  On  Feb.  20,  a  fed- 
eral jury  in  Miami  ordered 
Exxon  Mobil  to  pay  $500  mil- 
lion to  more  than  10,000  sta- 
tion owners  who  claim  the 


HEADLINER:   JOHN   DASBURG 


READY  TO  COOK 


INTO  THE  FRYING  PAN? 

John  Dasburg's  unexpect 
ed  jump  from  the  cockpit 
of  Northwest  Airlines  to 
Burger  King  fulfills 
his  long-held  de- 
sire to  return  to 
Miami.  That's 
where  the  58- 
year-old  execu- 
tive and  his 
wife  grew  up, 
attended  school, 
and  where  Dasburg 
held  his  first  jobs,  includ- 
ing delivering  The  Miami 
Herald. 

But  given  Burger  King's 
problems — the  chain  has 
been  losing  market  share 
to  smaller  competitors  for 
years — Dasburg  admits  his 
homecoming  will  be  short. 
"In  the  broadest  sense, 
Burger  King  is  in  need  of  a 


turnaround,"  says  Dasbu 
a  flamboyant  sort  remen 
bered  by  former  colleagi 
for  belting  out  arias  a 
he  walked  the  ha 
One  of  Das- 
•    burg's  biggest 
challenges  wi 
1   be  winning 
I  over  Burger 
King's  fran- 
chisees. They 
run  more  than 
90%  of  its  11,150 
restaurants — and  have 
been  openly  critical  of 
what  they  consider  to  b< 
neglect  by  Diageo,  the 
British  conglomerate  ths 
acquired  the  chain  in  19< 
"We're  going  to  have  to 
bring  peace  to  the  famil 
that's  possible,"  admits 
Dasburg. 

Dean  Fi 


world's  largest  oil  company 
overcharged  them  for  gaso- 
line from  1982  to  1994.  The 
legal  battle  began  in  1991, 
when  dealers  who  took  part 
in  Exxon  Mobil's  "discount 
for  cash"  program  filed  a 
class  action.  They  argued  that 
they  were  promised  a  dis- 
count on  their  wholesale 
gasoline  purchases  if  they 
charged  less  to  customers 
who  paid  cash  than  to  those 
who  used  credit.  The  plain- 
tiffs claim  they  never  got 
those  discounts.  Eugene 
Stearns,  an  attorney  for  the 
station  operators,  says  inter- 
est costs  could  push  the  ver- 
dict to  $1  billion.  Exxon  Mo- 
bil says  it  will  appeal. 

INTUIT  STILL 
HAS  THE  BUG 

THE  Y2K  BUG  MAY  HAVE  BEEN 
a  dud,  but  it's  still  nagging 
Mountain  View  (Calif. )-based 
Intuit.  The  maker  of  finance 
and  accounting  software  for 


individuals  and  small 
nesses  cited  weaker-ths 
pected  sales  in  its  se 
quarter  results.  The  culp 
slowdown   in   upgrade 
chases  of  the  QuickBoot 
More  than  half  of  its 
lion  customers  upgrade 
1999  due  to  Y2K  fears. 
Intuit  had  a  respectable 
ter  thanks  to  more  custc 
using  its  software  on  the 
Revenues  rose  7.5%  froi 
year  before,  to  $457.6  m 
while   profit   grew   82£ 
$104.2  million,  excludir 
vestment  losses  and  m« 
related  costs. 


ET  CETERA ... 

■  Home  Depot  Co-Cha 
Arthur  Blank,  58,  in  a  sv 
move,  said  he  is  retiring 

■  Wal-Mart  beat  Wall 
expectations     with    fo 
quarter  earnings  ul  $2 

■  Coke  will  spend  $150  i 
in  promote  Warner  Broi 
coming  Harry  Potter  m< 
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IN  TODAY'S   e-bu5ineAA   WORLD  YOU  HAVE  ONE  OF  TWO  CHOICES. 
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With  business-critical  technology  becoming  increasingly  complex,  you  need  an  e-business  partner  who  can 
make  your  ultimate  success  as  easy  as  flipping  a  switch. 

And  that's  the  idea  behind  our  BMC  Software  OnSite"'  certification  program— your  seal  of  assurance  that  your 
business  is  committed  to  delivering  a  quality  end-user  experience  and  has  met  our  rigorous  standards  for 
service  level  management. 

Companies  that  bear  the  OnSite  symbol  have  applied  the  methodology  they  need  to  manage  their  business- 
critical  applications.  Affording  them  the  peace  of  mind  that  they  will  have  maximum  availability  all  day,  every 
day. 

For  more  information,  visit  us  at  www.bmc.com.  It's  that  simple. 
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HE  STAGE  SEEMS  SET 

OR  NET  PRIVACY  RULES  THIS  YEAR 

Iigh-tech  executives  were  elated  when  the  pro-business 
Bush  Administration  took  office  in  January.  But  that 
joy  is  being  tempered  as  a  new  reality  sets  in:  Even  with 
epublican  in  the  White  House,  this  may  well  be  the  year 
,  Congress  enacts  federal  protections  for  privacy  on  the  In- 
let, a  move  the  tech  set  has  strongly  opposed. 
Jncertain  how  to  regulate  privacy  and  fearful  of  offending 
»n  Valley  contributors,  lawmakers  in  both  parties  punted 
the  issue  last  year.  But  now,  cop  leaders  see  Internet 
'acy  as  a  vote-getter.  "We  need  to 
e  some  sort  of  standard  rules  that 
ly  across  jurisdictional  boundaries," 
3  House  Energy  &  Commerce  Com- 
tee  Chairman  W.J.  "Billy"  Tauzin  (R- 
),  a  defender  of  industry  self-policing 

year.  And  the  business  community, 
2  monolithic  in  its  defense  of  self-reg- 
ion, is  splintering. 
Tie  political  landscape  started  to  shift 

May  when  the  Federal  Trade  Com- 
sion  asked  Congress  to  pass  new  pro- 
tons. Meanwhile,  consumer  anger 
ut  online  snooping  has  grown.  Last   KERRY:  Reveal  ivhat 

a  Gallup  poll  of  573  Internet  users 


id  that  82%  were  concerned  about  the  privacy  of  their 
sonal  data  on  the  Net.  Those  fears  have  been  stoked  by  a 
ng  of  revelations  about  privacy  abuses.  In  February,  for  in- 
lce,  the  Privacy  Foundation,  a  watchdog  group,  uncovered 
ay  to  eavesdrop  on  certain  types  of  e-mail  messages. 
/ITABLE.  But  the  biggest  about-face  has  come  from  business. 
npanies  like  Intel,  Hewlett-Packard,  Disney,  and  AOL  Time 
rner,  as  well  as  trade  groups  including  the  AeA  (formerly 
American  Electronics  Assn.),  now  back  modest  protec- 
is.  Says  Jill  Lesser,  a  lobbyist  for  AOL  Time  Warner:  "The 
amies  of  the  debate  have  changed  substantially."  In  fact,  in- 
try  sources  think  legislation  is  inevitable.  Otherwise,  some 
Ty,  a  consumer  backlash  could  cripple  e-commerce. 


CAPITAL  WRAPUP 


The  threat  of  tough  state  laws  is  also  playing  a  key  role. 
Many  tech  execs  are  reluctantly  concluding  that  federal  rules 
may  be  the  only  way  to  fend  off  a  patchwork  of  conflicting 
state  laws.  Currently,  more  than  100  privacy  bills  are  pending 
in  33  states.  "I'm  a  little  nervous  about  [federal]  legislation," 
says  Scott  G.  McNealy,  chairman  of  Sun  Microsystems  Inc. 
"But  I  also  don't  want  the  states  running  around  [generating] 
different  sets  of  rules." 

Indeed,  federal  preemption  is  fast  becoming  a  must-have 
for  business.  But  to  states'  rights  con- 
servatives and  privacy  advocates  who 
look  to  the  states  to  enact  stiffer  curbs, 
preemption  is  unacceptable.  "Virtually 
every  federal  privacy  bill  in  this  coun- 
try . . .  has  allowed  states  to  legislate  up- 
ward," says  Marc  Rotenberg,  executive 
director  of  the  nonpartisan  Electronic 
Privacy  Information  Center. 

Crafting  a  bill  that  can  win  wide  sup- 
port will  be  a  daunting  task.  Many  com- 
panies are  likely  to  coalesce  behind  a 
bill  soon  to  be  introduced  by  Senators 
John  McCain  (R-Ariz.)  and  John  F.  Ker- 
~  ry  (D-Mass.)  that  will  require  Web  sites 
to  tell  users  what  personal  data  they  collect  and  let  them  opt 
out  of  information-sharing.  But  to  privacy  advocates  and 
some  Democrats  on  Capitol  Hill,  that's  not  enough. 

Instead,  privacy  hawks  will  push  for  so-called  "opt-in" 
rules  that  require  companies  to  get  users'  prior  consent  before 
collecting  or  sharing  personal  info.  Opt-in  is  a  far  higher 
hurdle  than  opt-out,  which  allows  a  company  to  gather  data 
until  a  consumer  orders  it  to  stop. 

Privacy  gurus  hope  President  Bush  will  be  their  strongest 
ally.  As  a  candidate,  Bush  said  customers  "should  be  allowed 
to  opt  in"  to  information  sharing.  Says  Rotenberg:  "This  is 
one  campaign  promise  we're  not  going  to  forget." 

By  Amy  Borras 


data  are  collected 


EXAS  TAX  TWO-STEP 

Despite  President  Bush's  insistence 
lat  his  $1.6  trillion  tax  cut  be  passed 
ithout  adornments,  Texas  lawmakers 
•e  spearheading  a  drive  to  give  tax- 
lyers  a  choice  of  deducting  state 
lies  taxes  or  state  income  taxes  from 
leir  federal  income  taxes,  gop  Sena- 
>rs  Phil  Gramm  and  Kay  Bailey 
utchison  have  teamed  up  with  Ten- 
jssee  gop  Senator  Fred  Thompson  to 
>onsor  the  legislation,  which  would 
?nefit  citizens  of  Texas,  Tennessee, 
lorida,  Washington,  Nevada,  South 


Dakota,  Wyoming,  New  Hampshire, 
and  Alaska — states  without  income 
taxes  on  wages.  Cost  of  the  provision 
over  10  years:  $18  billion.  The  bill's 
sponsors  are  jawboning  White  House 
economist  Lawrence  B.  Lindsey — but 
so  far,  Lindsey  is  noncommittal. 

DIFFERENT  TUNES 

►  A  battle  is  brewing  on  Capitol  Hill 
over  the  song-swapping  Web  site  Nap- 
ster. On  Napster's  side  is  Senator  Orrin 
G.  Hatch  (R-Utah),  with  allies  such  as 
Representative  Rick  Boucher  (D-Va). 
So  far,  only  bmg  Entertainment  has 


agreed  to  license  its  recordings  to  Nap- 
ster, which  on  Feb.  20  offered  the  five 
major  record  labels  $1  billion  over  five 
years  in  an  llth-hour  bid  to  stay  open. 
A  federal  court  has  ordered  Napster 
shut  down  if  it  continues  to  provide 
copyrighted  music  for  free.  Songwriter 
Hatch  believes  Napster  helps  musicians 
who  don't  have  a  record  contract.  He 
wants  other  labels  to  sign  deals  similar 
to  bmg's  and  is  threatening  compulsory 
licensing  if  they  don't.  The  Recording 
Industry  Association  of  America  has 
enlisted  former  Senate  Majority  Leader 
Bob  Dole  to  fight  the  idea. 
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The  incentives 
Airbus  is  using  to 
sell  its  A380  now 
may  backfire  later 

Beaming  proudly,  Airbus  Industrie 
sales  chief  John  J.  Leahy  strolls 
through  a  life-size  mock-up  of  the 
A380  superjumbo  jet  at  company 
headquarters  in  Toulouse,  France.  He 
lingers  in  the  luxurious  first-class  cabin 
with  its  wood-paneled  library  and  wine 
bar  and  lets  his  voice  echo  through  the 
cavernous  economy  cabin,  big  enough 
for  more  than  550  passengers  on  two 
decks.  Then  he  fixes  his  visitor  with  an 
intense  gaze.  "Isn't  this  the  way  you 
want  to  fly?"  he  asks. 

It's  an  impressive  pitch — and  it's  work- 
ing. Since  July,  Leahy  has  logged  60  or- 
ders for  the  A380,  which  even  can  be 
configured  to  hold  up  to  800  passengers. 
It  will  be  the  biggest  commercial  air- 
craft ever  made.  Leahy  has  made  arch- 
rival Boeing  Co.  look  like  an  also-ran  as 
he  has  signed  up  industry  pacesetters 
such  as  Singapore  Airlines  and  Federal 
Express  and  lured  away  Boeing  stal- 
warts such  as  Qantas  Airways.  Indeed, 
Boeing  hasn't  won  a  single  order  for  a 
stretch  version  of  the  venerable  747  that 
it's  offering  as  an  alternative  to  the  A380. 
A  dazzling  start,  no  doubt.  But  is  it  a 
good  deal  for  Airbus?  BusinessWeek  has 
learned  that  the  company  is  giving  ex- 
traordinarily generous  terms  to  early 
buyers.  It's  selling  the  cargo  model  of 
the  A380  for  as  low  as  $133  million  and 
the  passenger  model  for  just  over  $140 
million — about  40%  off  list  prices  and 
less  than  the  going  rate  of  $140  million 
to  $150  million  for  Boeing's  747.  Airbus 
is  accepting  down  payments  as  low  as 
$500,000  per  plane  while  giving  cus- 
tomers the  option  of  canceling  orders 
12  months  before  delivery  without  cus- 
tomary penalties.  Airbus  has 
offered  lenient  SAVE  BIG: 
terms  to  buyers  of  buy  NOW 
established  models 
before.  But  experts  say  it's 
unusual  to  offer  them  on  a  new  plane. 

True,  manufacturers  always  sweeten 
the  pot  for  first-time  buyers  of  new  air- 
craft, discounting  them  and  throwing  in 
everything  from  free  pilot  training  to 
spare  parts.  And  Leahy,  a  New  Yorker 
who  joined  Airbus  in  1985,  is  renowned 
for  luring  customers.  His  dealmaking 
skills  helped  the  European  company 
break  into  the  U.  S.  market  in  the  1980s 


'/ 


/ 


/ 
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and  boost  its  global  market  share  from 
21%  to  nearly  50%  in  the  past  five  years. 
But,  says  an  airline  executive  who  has 
seen  the  terms  Leahy  is  offering  on  the 
A380,  "I  don't  know  of  a  deal  that  has 
ever  been  quite  this  generous." 

These  concessions  only  steepen  the 
already  difficult  path  to  profitability  for 
the  A380.  To  meet  its  break-even  tar- 
gets, Airbus  says  it  expects  to  deliver 
250  superjumbos  by  2011.  But  to 
offset  the  deep  discounts  and  raise 
needed  working  capital,  it  will 
have  to  demand  bigger  up-front 
payments  from  future  cus- 
tomers and  charge 


f 

them  close  to  list  prices — $218  million  to 
$235  million,  says  aerospace  analyst  Paul 
H.  Nisbet  of  Newport  (R.  I.)-based  .ISA 
Research.  Cost-conscious  airlines  won't 
readily  agree  to  pay  40%  more  than 
their  competitors  did,  say  industry 
watchers.  And  Airbus  has  already 
plucked  hot  prospects,  such  as  Singa- 


pore, Qantas,  and  Virgin  Atlantic- 
ways,  whose  Asia  and  Pacific  route 
well-suited  to  the  mammoth  jet. 

Airbus  isn't  the  only  one  at  ris 
help  finance  development  costs 
least  $10.7  billion,  it  is  counting  or 
billion  in  loans  from  European  go 
ments  and  $3.1  billion  in  credits 
companies  such  as  Saab,  Fokker  1 
space,  and  Taiwan's  AIDC,  which  are 
plying  major  components  of  the  pla 
Leahy  can't  keep  orders  rolling  in, 
purchases  are  canceled  or  delayed, 
bus  could  be  hard-pressed  to  me^ 
loan  repayment  schedules,  analysts 
NO  GAMBLE.  Airbus  says  such  grin 
narios  are  nonsense.  "This  is  any 

Tm  happy  t\ 

but  a  gamble,"  says  CEO  Noel  Forg 
Chief  Financial  Officer  Andreas 
says  Airbus  should  average  a  20% 
tax  margin  on  the  A380  over  the 
20  years,  well  above  the  industry 
age.  The  company  says  it  can  hold 
costs  because  the  A38()'s  design  is 
ly  related  to  smaller  models  ani 

cause  its  factories  tend  to  he  mon 
cient  than  Boeing's.  Airbus  seems 
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ling  along  smoothly:  Last  year,  it 
;d  a  record  $41.3  billion  in  orders. 
European  Aeronautics  Defence  & 
;  Co.,  which  owns  80%  of  Airbus, 
;he  planemaker  accounted  for  60% 

revenues  and  nearly  all  its  oper- 

profits  last  year. 

•bus,  while  acknowledging  that  it 
ts  A380  orders  to  fall  off  this  year, 
:ts  the  pace  will  soon  pick  up  be- 

of  the  plane's  efficiency.  With  max- 

seating  capacity  nearly  double  the 
n  the  biggest  747s  flying  today — 
is  says  the  A380  will  cost  at  least 
less  per  seat  to  operate  than  the 
rhat  could  give  carriers  a  big  edge 
lg-haul  routes.  Boeing  says  Airbus 


to  Singapore  Airlines,  Airbus  plans  to 
ramp  up  production  to  50  superjumbos 
per  year  and  sustain  that  rate  for  more 
than  a  decade  to  maintain  production 
efficiency.  That  means  Leahy's  sales 
staff  will  have  to  line  up  dozens  more 
orders  when  only  a  handful  of  planes 
are  in  service.  The  carriers  couldn't  be 
happier.  "I'm  happy  to  put  Boeing  and 
Airbus  into  a  box  and  let  them  thrash  it 
out,"  says  Peter  Gardner,  a  vice-presi- 
dent at  Cathay  Pacific  Airways  Ltd., 
which  is  being  wooed  by  Leahy. 

Leahy  shows  no  signs  of  letting  up. 
To  hammer  out  Federal  Express  Corp.'s 
order  for  10  planes,  he  visited  FedEx 
CEO  Fred  Smith's  home  last  year  while 


LEAHY:  His 
sales  pitch 
is  working 


SWEETHEART  DEALS 


To  win  early  customers  for  its  A380 
superjumbo,  Airbus  is  offering... 

DEEP  DISCOUNTS  Cargo  model  is  selling 
for  $133  million,  passenger  model  for  just 
over  $140  million.  List  prices  are  $218  mil- 
lion to  $235  million. 

LOW  D0WNPAYMENTS  They  go  as  low  as 
$500,000  per  plane. 

WALK-AWAY  OPTIONS  Buyers  can  cancel 
up  to  a  year  before  delivery.  Only  cost:  loss  of 
a  small  deposit.  Normally,  aircraft  manufac- 
turers charge  steep  cancellation  penalties. 

Data:  BusinessWeek 

which  has  cultivated  strong  ties  by  giv- 
ing contracts  to  local  manufacturers. 
Dimming  Airbus'  hopes  for  an  A380  sale 
in  Japan,  Boeing  recently  struck  a  deal 
with  Mitsubishi  Heavy  Industries  Ltd. 
to  produce  the  wings  for  the  planned 
stretch  version  of  the  747.  Leahy  has 
beefed  up  Airbus'  sales  operation  in 
Tokyo  and  is  scouting  for  deals  with 
Japanese  manufacturers.  But  he  admits 
those  efforts  may  not  pay  off  quickly. 

Boeing  has  worries  of  its  own.  Sev- 
eral years  of  production  bottlenecks  cost 
the  company  dearly.  Boeing  executives 
reckon  that  Wall  Street  wouldn't  ap- 
prove of  their  investing  billions  to  de- 
velop their  own  superjumbo.  But  if  the 


ng  and  Airbus  into  a  box  and  let  them  thrash  it  out" 


verestimated  demand  because  most 
affic  growth  will  occur  on  routes 
sen  smaller  cities,  where  huge 
3  aren't  needed.  That's  why  Boeing 
pted  for  a  stretch  747,  designed  to 

up  to  520  passengers.  Retorts 
f.  "They're  just  flailing  around  look- 
ir  something  to  compete  with  us." 

2008,  less  than  two  years  after 
Aeduled  delivery  of  the  first  A380 


Smith  was  recovering  from  open-heart 
surgery.  He  sealed  Virgin's  order  for 
five  planes  in  a  1  a.m.  phone  call  with 
Chairman  Richard  Branson.  Leahy's 
biggest  challenge  now  is  Japan,  where 
Tokyo's  Narita  Airport  should  be  a 
prime  destination  for  superjumbo  flights. 
AD:  BOEING.  Here  Boeing  has  a  daunting 
advantage.  Japanese  airlines  give  80%  of 
their  plane  orders  to  the  U.  S.  company, 


A380  catches  on,  Boeing  would  be  hard- 
pressed  to  catch  up.  The  747  can't  be 
stretched  further  than  520  seats,  and 
designing  a  new  plane  would  take  years. 
For  Boeing  and  Airbus,  the  dogfight  of 
the  century  is  only  beginning. 

By  Carol  Matlack  in  Paris  and 
Stanley  Holmes  in  Seattle,  with  Stanley 
Reed  in  London  and  Chester  Dawson 
in  Tokyo 
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SWITZERLAND 


NOVARTIS' 
MARKETING  DOCTOR 

Ex-Pepsi  exec  Thomas  Ebeling  brings  new  flair  to  drug  sales 


Buzz.  Brand  recognition.  Point  of 
sale.  Focus  groups.  Any  veteran  of 
the  consumer  marketing  wars 
would  recognize  these  terms — they're 
all  part  of  the  lingo  of  selling.  And  as  a 
Pepsi-Cola  Co.  exec,  Thomas  Ebeling 
used  all  the  marketing  skills  he  could 
muster.  In  one  stint,  he  even  turned 
around  Pepsi's  woefully  underperforming 
German  operation. 

But  these  days,  the 
German-born,  42-year- 
old  Ebeling  isn't  pro- 
moting Pepsi  any- 
more— or  potato  chips 
Lo  teenagers  or  facial 
tissues  to  working 
moms,  for  that  matter. 
He  has  found  far 
greener  pastures:  the 
high-pressure,  high- 
margin  world  of 
drugs.  As  CEO  of  the 
pharmaceutical  busi- 
ness at  Switzerland's 
Novartis  since  July,  he 
has  created  a  market- 
ing machine  that  has 
given  a  nice  boost  to 
earnings.  The  compa- 
ny announced  Feb.  15 
that  annual  sales  at 
the  pharmaceutical  di- 
vision rose  7%,  to 
$10.6  billion,  while 
profits  jumped  16%,  to  $3.2  billion. 
"Ebeling  has  put  a  much  greater  em- 
phasis on  building  global  brands,"  says 
Andrew  Baum,  European  pharmaceuti- 
cals analyst  at  Morgan  Stanley  Dean 
Witter  &  Co.  in  London. 

Novartis  Chairman  Daniel  Vasella  had 
already  started  restructuring  the  mar- 
keting operation  before  Ebeling  arrived. 
When  he  drafted  Ebeling  from  the  com- 
pany's consumer-products  division,  some 
senior  managers  found  the  situation 
"awkward,"  says  Vasella. 
HONED  PITCH.  But  Ebeling  knew  how  to 
get  results,  and  Novartis  needed  a  boost 
after  years  of  mediocre  performance. 
Besides,  says  Ebeling,  selling  cola  isn't 
all  that  different  from  selling  pharma- 
ceuticals: "Both  are  extremely  competi- 
tive markets."  And  both  require  an  in- 
depth  knowledge  of  consumer  behavior. 


To  reach  doctors  better,  Ebeling  has 
increased  the  sales  force  by  14%,  to 
14,800  reps  worldwide,  split  sales  teams 
into  areas  of  therapeutic  expertise,  and 
laid  out  demanding  performance  goals. 
Novartis  now  spends  half  its  sales  and 
marketing  budget  on  its  five  best-selling 
drugs,  double  the  amount  before. 

One  of  Ebeling's  first  moves  was  to 


teams  immediately  of  any  new  cla 
to  performance  or  efficacy  Novartis' 
had  figured  out  for  its  drugs. 

The  result  has  sometimes  been  s] 
tacular:  In  the  case  of  Diovan,  Nova 
anti-hypertension  drug,  sales  reps  w 
instantly  alerted  when  researchers 
covered  that  the  drug  proved  effec 
in  treating  heart  failure.  This  new  n 
sage  helped  drive  Diovan  sales  up  ( 
last  year,  growing  faster  than  indus 
leader  Merck  &  Co.'s  rival  product.  ] 
van  is  now  Novartis'  fifth  best-se 
with  2000  sales  in  excess  of  $720  mil] 
BILLION  DOLLAR  BABIES.  Now,  Ebe 
is  applying  the  lessons  of  Marketing 
to  the  five  drugs  Novartis  will  be  in 
during  in  the  next  18  months.  He  p 
to  spend  more  than  $1  billion  to  lau 


V 


A  FRESH  STRATEGY 
FOR  HIKING  SALES 


BRING  IN  NEW  TALENT  The  company  revamped  its  200-strong 
senior  marketing  team  by  poaching  more  than  80  executives  from 
rivals,  a  move  that  has  helped  push  sales  of  key  products  up  50^ 
since  November,  2000. 

BUILD  GLOBAL  BRANDS  For  the  first  time,  Novartis  will  market 
and  sell  drugs  globally  under  one  brand  name.  It  will  also  coordi- 
nate its  entire  global  sales  effort  from  headquarters  for  first  time 
and  allocate  50%  of  marketing  resources  to  five  best-selling  drug 
rather  than  spreading  spending  across  a  vast  portfolio. 

BLITZ  THE  MARKET  Novartis  will  spend  big  on  product  launche; 
Over  the  next  two  years,  $1.2  billion  will  be  devoted  to  launching 
five  drugs. 

BOOST  MARKET  RESEARCH  Local  sales  forces  are  as 
ing  doctors  and  patients  for  new  ideas  for  drugs  am 
coordinating  better  with  R&D  teams  for  clinical  trial 


tablets 
120  «wc""* 


MIND  READER:  Ebeling  has  paid 
doctors  to  share  their  thoughts 


figure  out  what 
doctors  thought  about 
Novartis  products.  He  discovered  physi- 
cians were  getting  bombarded  by  pitch- 
es from  his  rivals  and  generally  gave 
each  pitch  about  two  minutes  of  their 
attention.  So  he  paid  doctors  to  meet 
with  Novartis'  detail  teams,  then  ran 
thousands  of  sales  pitches  by  them,  hon- 
ing them  to  make  them  stand  out.  He 
also  worked  out  a  plan  to  inform  sales 


Ebeling  came  in  with 

no  scientific  training 

and  no  background  in 

the  drug  business 


these  drugs,  includ- 
ing Zelmac,  a  thera- 
py for  irritable  bowel  syndrome, 
Starlix,  a  treatment  for  diabetes. 

In  the  case  of  Zelmac,  Novartis  n 
create  awareness  among  physicians 
consumers  about  the  condition  it  trc 
One  warning  sign:  Two  rival  drugs  v 
recently  yanked  off  the  market  as  a 
suit  of  side  effects.  And  for  diafo 
drug  Starlix,  the  competition  will 
fierce.  But  Ebeling  is  too  busy  prepa 
the  pitch  to  stop  now.  Novartis  hat 
terviewed  more  than  10,00(1  suffij 
from  irritable  bowel  syndrome  al 
their  symptoms  and  what  they 
from  a  drug.  There's  a  name  to  thid 
proach:  Give  the  customers  what  1 
want.  Simple  in  theory,  hard  in  | 
tice.  But  Ebeling  sure  is  trying. 

Bjf  Kerry  Capvll  in  Loit 
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pentium®^ 


Get  a  $100  rebate  when  you  buy 

an  hp  brio  ba410  pc  and  monitor  with 

Microsoft  Windows^  2000  Professional. 


hp  brio  ba410  pc  P3677T 


®  Intel*  Pentium"  III  Processor  at  933MHz  and 
256MB  SDRAM 

«  20GB  Ultra  ATA/66  hard  disk  drive  and 
4X  CD-RW  drive 

©  Designed  for  a  growing  business 

•  Windows*  2000  Professional,  the  most  reliable 
Windows  ever.  All  business.  All  the  time. 


To  save  up  to  $100  on  an  hp  brio 

call  1-800-656-0840  or  visit 
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International  Business 


SINGAPORE 


LOOKING  FOR  FREE  TRADE 
FAR  FROM  HOME 

Singapore  wants  pacts  with  partners  outside  the  region 


The  Singaporean  government  is  well- 
known  for  fretting  about  the  fu- 
ture. Time  and  again,  its  tech- 
nocrats have  spied  clouds  ahead  and 
shifted  economic  strategy.  This  survival 
instinct  has  become  even  more  preva- 
lent since  the  financial  crisis  pounded 
Southeast  Asia,  leaving  the  trade-de- 
pendent island  nation 
surrounded  by  shell- 
shocked  economies. 
While  Singapore's  econ- 
omy grew  10%  last 
year,  it  is  expected  , 
to  grow  half  as  fast 
in  2001,  thanks  to 
the  U.S.  slow-  0\ 
down  and  regional 
stagnation. 

Seeking  to  pro- 
tect itself,  Singa- 
pore has  adopted  a 
radical  plan.  It  is 
pursuing  free- 
trade  pacts  with 
partners  outside 
the  region.  On  Feb. 
21,  Australian  and 
Singaporean  officials 
began  negotiating  a  trade  deal  that 
could  be  concluded  by  year's  end. 
In  mid-March,  a  Singapore  delega-  " 
tion  will  travel  to  Washington  for  a 
third  round  of  talks  with  U.  S.  offi 
cials.  Singapore  has  already  signed  an  \ 
accord  with  New  Zealand,  and  hopes  to 
conclude  deals  with  Chile,  Japan,  and 
Mexico.  Because  Singapore  has  lower 
tariffs  than  most  other  Asian  nations, 
says  Supachai  Panitchpakdi,  soon-to-be 
chief  of  the  World  Trade  Organization,  it 
"can  easily  get  involved  in  preferential 
trading  arrangements  elsewhere." 
FUSSY  RULES.  Singapore's  first  challenge 
is  to  reduce  high  overseas  tariffs  on  its 
exports.  Currently,  the  U.S.  levies  from 
2%  to  10%  on  some  Singapore  shipments. 
Mexican  import  tariffs  on  petrochemicals 
run  as  high  as  18%,  while  Chile  slaps  a 
surcharge  of  up  to  8%  on  semiconduc- 
tors. In  Japan,  meanwhile,  customs  in- 
spectors can  halt  shipments  of  Singapore 
goods  to  make  sure  the  containers  have 
been  shipped  in  compliance  with  Japan's 
notoriously  fussy  trade  rules.  It  all  in- 
creases the  cost  of  manufacturing  and 


shipping  from  Singapore,  whose  labor 
and  real  estate  are  already  costly. 

The  government  aims  to  make  Sin- 
gapore more  attractive  to  foreign  man- 
ufacturers by  ensuring  that  their  ex- 
ports are  not  taxed  when  they  reach 
their  end  markets.  This  would  be  a  spe- 


TOWARD 
WIDER  HORIZONS 

Singapore's  free-trade  deals  could: 

►  Reduce  the  nation's  reliance  on  its 
hard-hit  neighbors 

►  Lower  tariffs  and  lure  foreign 
manufacturers  to  set  up  shop 

►  Spur  Singapore's  neighbors  to  get 
back  on  the  free-trade  track 

►  Help  boost  global  confidence  in  the 
rest  of  Southeast  Asia 

cial  boon  to  companies  that  make  com- 
ponents in  Singapore  and  assemble  them 
elsewhere.  Right  now,  Singapore-based 
U.  S.  contract  manufacturers  pay  tariffs 
on  motherboards  exported  to  Japan,  say, 
even  though  they  are  being  used  in  PCS 
assembled  and  sold  there. 

Singapore  also  hopes  that  turning  it- 


self into  a  tariff-free  zone  will  lure 
eign  investment  that  might  other 
end  up  in  China  after  it  joins  the 
Singapore  Deputy  Prime  Minister 
Hsien    Loong   recently   announce! 
wholesale  divestment  of  state-o\ 
companies  that  until  recently  were| 
limits  to  foreign  investors.  Already, 
tract  manufacturer  Solectron  Cor 
Milpitas,  Calif.,  has  purchased  the 
ernment's  33%  indirect  stake  in 
Steel  Electronics.  Singapore's  reg 
tors  figure  a  free-trade  deal  with| 
U.S.  may  help  to  attract  more  Ar 
can  buyers. 
INTANGIBLE.  Free  trade  also  lesJ 
Singapore's  dependence  on  South| 
Asia.  In  1998,  Singapore  fell  into 
cession  becaul 
quarter    o 
two-way  t 
was   with 
nations  ha 
hit  by  the  c 
Indonesia,  M; 
sia,  the  Philippines 
Thailand. 
Finally,  Singapore  is 
ing  for  something  intan 
from  its  free-trade  blitz 
confidence  will  slowly  ret 
Southeast  Asia  if  the  ou 
world  sees  a  flurry  of  a 
ty  in  Singapore  and  i 
prets  it  as  a  sign  tha 
region    is    not    compl 
"dormant,"  as  a  senior 
gaporean  official  puts  it 
idea  is  to  build  bridges  between  tb 
sociation  of  Southeast  Asian  Na; 
and,   say,  the   North  American 
Trade  Area.  "Singapore  could  be 
a  linchpin  in  linking  ASEAN  wit 
rest  of  the  world,"  says  Supach 
think  it's  a  good  idea." 

Not  everyone  thinks  so.  "We  h 
give   priority   to   multilateral   ft 
works,"  Indonesian  President  A 
rahman  Wahid  told  BumiessWeek. 
would  be  for  the  prosperity  of  al 
one  part  of  the  region."  Wahid 
Singapore  to  help  restore  Indonl 
economy,  not  search  far  afield  fo 
trade  partners. 

But  such  resentments  are  not 
ping  Singapore's  technocrats.  A 
of  economists  at  National  Univers 
Singapore  is  running  simulations 
ing  that  free-trade  agreements  COl 
crease  gross  domestic  product  gi 
by  nearly  one  percentage  point.  " 
pore's  planners  are  betting  th; 
more  free  trade  there  is  in  the  \ 
the  better  off  Singapore  will  b 
matter  what  happens  to  the  neigl 
By  Michael  Shan  in  Sim, 
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The  world  doesn't  revolve  around  you 
But  we're  working  on  it. 


onsider  the  coming  do-every- 
thing-but-shine-your-shoes 
next-generation  mobile  phones. 
Mitsubishi  Electric's  contributions 
range  from  submarine  fiber-optic 
cables  and  encryption  algorithms 
to  system  LSI  and  intelligent 
CMOS  image  sensor  cameras. 
Because  we  know  the  network 
so  intimately,  we  are  able  to 
integrate  the  technologies  that 
£   allow  it  to  serve  you  best. 

Armed  with  a  tiny  wireless 
handset  that  brings  you  e-mail, 
e-commerce,  video  files  and, 
oh  yes,  voice  connections,  you'll 
have  the  power  to  make  the 
world  come  to  you. 

We  integrate.  You  communicate. 
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Mobile  communications  network. 


Trium  concept  model.  Picture  simulated. 
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FASHINGTON  AND  MOSCOW: 
l\CK  TO  THE  COLD  WAR? 


just  a  month  into  the  presidency  of  George  W.  Bush,  and 
S.  relations  with  Russia  look  to  be  heading  for  a  big  chill, 
ipturing  headlines  is  the  announcement  on  Feb.  20  that  the 
iad  charged  one  of  its  own  senior  agents  with  allegedly  spy- 
or  Russia  for  15  years.  But  that  comes  on  top  of  several 
3  of  cold  war  rhetoric  from  Administration  officials.  First,  in 

•  February,  CIA  Director  George  J.  Tenet  called  Russia  a 
it  to  U.  S.  security.  Then,  on  Feb.  14,  Pentagon  chief  Don- 
iumsfeld  declared  Russia  a  "part  of  the  [nuclear  prolifera- 
problem" — a  key  reason  the  U.  S.  is  pushing  to  build  a  na- 
1  missile  defense  shield  to  protect  itself  and  its  allies, 
hat's  behind  the  verbal  assaults? 
ical  tactics,  partly.  Russia  fiercely 
ses  Bush's  pet  defense  project  on 
grounds  that  it  could  start  a  new 

race,  so  the  new  U.  S.  President's 

is  wasting  no  time  in  undermining 
ian  President  Vladimir  V.  Putin's 
ion.  But  there's  more  to  the 
me  than  that:  Putin  is  working 

to  revamp  Russia's  ailing  defense 

;try  and  boost  conventional  arms 

rts  to  former  client  states  around 

jlobe.  Big  sales  of  Russian  mili-   ~ 

hardware  to  China  and  India,  as  well  as  plans  to  renew  de- 

•  trading  with  Iran,  North  Korea,  and  Libya,  are  causing 
concern  in  the  Bush  Administration. 

<NG  CHINA.  The  numbers  are  already  impressive.  After 
*ing  to  $1.8  billion  in  1993,  Russia's  arms  exports  last 
hit  a  post-Soviet  era  high  of  $4  billion,  compared  with  $12 
a  in  direct  foreign  military  sales  by  the  U.  S.  About  70%  of 
ia's  exports  in  2000  went  to  China,  which  snapped  up  10 
isticated  Sukhoi  fighters,  eight  Sukhoi  combat  trainers,  a 
•guided  defense  system,  antiship  missiles,  and  a  Russian  de- 
er. Now,  Russian  defense  sources  say  China  is  considering 
•chase  of  Russian-made  Airborne  Warning  &  Control  Sys- 
Iawacs)  planes.  Such  technology  could  put  Beijing  in  a  po- 


SUKHOI  MK-30:  Russian  arms  exports  are  up 


sition  to  weaken  Taipei's  dominance  over  the  skies  above  the 
Taiwan  Strait,  analysts  say. 

Iran  is  just  as  big  a  concern  for  the  U.S.  Risking  sanc- 
tions, Russia  late  last  year  tore  up  what  had  been  a  secret 
agreement  reached  by  the  Clinton  Administration  and  Yeltsin's 
Kremlin  to  ban  new  sales  of  weapons  to  Iran.  Now,  Russian  de- 
fense sources  say  a  deal  seems  imminent  that  could  unlock 
more  than  $1.5  billion  in  contracts  previously  put  on  ice.  Iran 
wants  to  buy  antiaircraft  systems  and  Sukhoi  fighters  as  well  as 
mines,  torpedoes,  and  antiship  missiles  to  modernize  its  mar- 
itime weapons  system.  "If  sales  of  maritime  weapons  go 
through,  that  could  directly  threaten 
the  U.S.  Navy  and  its  allies  in  the 
Gulf,"  says  Pavel  Felgenhauer,  an  in- 
dependent military  analyst  in  Moscow. 
U.S.  officials  are  also  concerned 
about  Russian  transfers  of  nuclear 
technology  to  Iran.  Since  1995,  Russia 
has  been  building  a  civilian  nuclear 
power  plant  in  Bushehr,  Iran.  Rus- 
sia's support  for  the  plant  "represents 
a  serious  problem,"  says  a  senior  Ad- 
ministration official.  That's  because 
Washington  fears  some  Russian  tech- 
nology could  be  leaked  to  develop  Iran's  nuclear  missile  capa- 
bilities. Russian  officials  deny  their  government  is  violating 
international  treaties  on  nuclear  nonproliferation. 

Putin  is  likely  to  have  a  hard  time  convincing  the  Bush 
team  that  he  has  a  serious  argument  against  missile  defense  if 
he  keeps  supplying  the  likes  of  Iran.  Even  some  Russian  ana- 
lysts criticize  him  for  arming  countries  that  could  one  day  use 
them  against  Russia  itself.  For  now,  though,  Putin  seems  intent 
on  securing  short-term  gains  in  hard  currency  and  political 
clout  from  Russia's  comeback  in  the  global  arms  business. 
U.  S.-Russian  relations  are  likely  to  suffer  further  as  a  result. 
By  Catherine  Belton  in  Moscow  with 
Stan  Crock  in  Washington 


GLOBAL  WRAPUP 


IY:  KICKBACK  CHARGES 

i  fresh  scandal  involving  alleged 
cbacks  to  Italian  government  officials 
Id  destabilize  the  ruling  center-left 
iition  before  parliamentary  elections 
i  spring  and  give  an  extra  boost  to 
losition  leader  Silvio  Berlusconi.  Ital- 
daily  La  Repubblica  reported  on 
| ).  16  that  Telecom  Italia's  1997  pur- 
,  se  of  a  29%  stake  in  Telecom  Serbia 
i  $416  million  involved  alleged  kick- 
ks  of  up  to  $15  million  to  officials  in 
government  of  then  Prime  Minister 
nano  Prodi's  center-left  coalition,  ac- 


cording to  sources  close  to  former  Yu- 
goslav President  Slobodan  Milosevic. 
Telecom  Italia  was  then  state-owned. 

Now,  opposition  leaders  are  attack- 
ing Foreign  Minister  Lamberto  Dini 
and  demanding  a  parliamentary  inves- 
tigation into  the  deal.  Dini  claims  the 
Foreign  Ministry  had  no  knowledge  of 
the  Telecom  Italia  negotiations.  He 
told  La  Repubblica  that  he  believes  he 
is  being  "framed  by  the  U.  S.  Central 
Intelligence  Agency"  for  having  op- 
posed U.  S.  policy  in  the  Balkans.  In 
1997,  officials  at  the  U.  S.  State  Dept. 
and  the  U.N.  criticized  the  telecom 


deal,  claiming  that  hard  currency  from 
Telecom  Italia  helped  shore  up  Milose- 
vic and  later  fund  his  war  in  Kosovo. 
Serb  officials  are  now  launching  their 
own  investigation. 

If  the  inquiries  turn  up  serious  reve- 
lations, the  center-left's  already  long- 
shot  hopes  for  a  win  in  Italy's  parlia- 
mentary elections  would  be  all  but 
killed.  Evidence  of  kickbacks  would  also 
confirm  that  Italy  is  still  a  long  way 
from  cleaning  up  corruption,  despite  ef- 
forts by  crusading  magistrates  since  the 
early  1990s. 

By  Gail  Edmondson  in  Rome 
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BULLY  PULPIT. 
LUCRATIVE,  TOO 

Bill  Bennett  discovers  the  virtue  of  being  a  business 


Ronald  Reagan's  Cabinet  members 
coined  the  motto  "learn,  earn,  and 
serve"  to  describe  the  career  path 
that  brought  them  to  the  corri- 
dors of  power,  recalls  former  Education 
Secretary  William  J.  Bennett.  Unlike 
many  of  his  well-heeled  colleagues,  how- 
ever, Bennett  did  not  enter  the  White 
House  with  a  bulging  bank  account.  "I 
essentially  got  my  PhD  and  went  into 
government,"  says  Bennett,  58.  "I 
skipped  the  earning  part." 

Now,  he's  making  up  for  lost  time. 
Since  he  left  government  more  than  a 
decade  ago,  Bennett  has  earned  mil- 
lions, but,  unlike  most  former  govern- 
ment mandarins,  not  by  lobbying.  In- 
stead, he  is  making  his  fortune  as 
America's  self-appointed  moral  guardian, 


pontificating  on  everything  from  the  un- 
suitability  of  gangsta  rap  to  Bill  Clin- 
ton's sexual  peccadilloes.  His  latest  ven- 
ture, an  online  education  business 
geared  to  home-schoolers,  could  broaden 
his  reach  further.  When  combined  with 
his  best-seller,  The  Book  of  Virtues,  a 
spin-off  cartoon  series  and  merchandise 
sales,  and  speeches  that  pay  more  than 
$40,000  apiece,  Bennett  is  more  influ- 
ential than  when  he  served  in  Reagan's 
Cabinet  or  as  the  elder  George  Bush's 
drug  czar.  The  result:  Bill  Bennett  Inc., 
a  one-man  ideology  factory  churning  out 
morality  by  the  bucket — and  raking  in 
the  cash. 

Where  will  it  all  lead?  Bennett  hasn't 
ruled  out  a  Presidential  bid.  While  he 
has  never  run  for  office,  he  doesn't  be- 


LONG  SHOT:        lieve  this  would 
Bennett  per  a  White  House 

says  he  isn't  "I  don't  think  pe 
ruling  out  a  have  to  follow  con 
run  for  the  tional  political  patt 
White  House  anymore,"  he  says 
would  be  a  long 
candidate,  but  Bennett  would  not  s 
from  low  name  recognition. 

This  spring,  Bennett  opens  the 
at  his  newest  and  most  ambitious 
terprise  as  chairman  of  K12,  a  pri 
McLean  (Va.)  company  that  will 
a  primary  and  secondary  education 
pletely  online.  Kl2's  targets  are  th! 
million  to  2  million  home  schoolers  ( 
110).  The  teach-your-kids-at-home 
ket  is  largely  conservative,  and  th 
roads  Bennett  could  make  in  this 
munity  are  a  right-leaning  politic 
dream.  "Home-schoolers  tend  to  b 
extremely  politically  active  group," 
Elliot  Mincberg  of  liberal  advo 
group  People  for  the  American  W; 

Bennett,  who  also  serves  as  co-c 
man  of  conservative  think  tank 
power  America,  demurs  that  K12  ' 
some  clever  route  to  the  Preside 
thing."  But  he  is  keen  to  expand 
scope  by  providing  free  access  tc 
company's  Web  site,  where  he  will 
odically  post  his  most  recent  mus 
"It  could  be  a  virtue  lesson  of 
week,"  says  Bennett.  He  even  pla: 
address  his  charges  every  mornii 
they  log  on  to  their  computers 
SELECTIVE  INDIGNATION?  Involve 
in  online  education  flies  in  the  fa 
his  earlier  skepticism  about  techn 
in  the  classroom.  Two  years  ago, 
nett  wrote  in  The  Educated  Child 
there  was  "no  good  evidence  that 
uses  of  computers  significantly  imj 
learning."  Also  somewhat  contradi 
is  the  partnership  behind  the  comp 
financing.  K12  began  with  $10  m 
in  seed  money  from  Menlo  Park  (( 
educational  conglomerate  Knowl 
Universe  Inc.,  owned  by  former 
bond  king  Michael  R.  Milken.  Alt 
Milken  is  a  convicted  felon  who  s 
time  for  securities  fraud  in  the 
'90s,  Bennett  sees  no  discrepanc 
tween  his  reputation  as  a  conser 
moralist  and  Milken's  investme 
K12.  "I  don't  feel  any  discom 
he  says. 

Bennett's  critics  allege  thai  his 
indignation  can  be  selective.  "I've 
him  to  be  much  more  contemptu 
Democratic  human  failings  thar 
publican  human  failings,"  says  I)< 
ratic  strategist  James  Carville.  Oi 
ample:     Bennett    was    outrage^ 
Clinton's  behavior  in  the  White  I 
but  was  one  of  Reagan's  stawnclu 
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TAP  THE 

POTENTIAL  OF  MID-CAPS 


How  $10,000  Invested  6/30/92 
Would  Have  Grown  vs.  Competitors 


T.  Rowe  Price  Mid-Cap  Growth  Fund  (rpmgx)  can  help  you  benefit 

from  the  performance  potential 
of  some  of  America's  leading  mid- 
size growth  companies.  These  com- 
panies are  often  small  enough  to 
adapt  quickly  to  change,  yet  mature 
enough  to  have  proven  products  and 
seasoned  management. 

The  fund  has  outperformed  the 
average  of  its  peer  funds  group  since 
its  inception.  Of  course,  past  perfor- 
mance cannot  guarantee  future 
results.  No  sales  charges. 


ROTH 
IRA 


Call  for  your  investment 
kit  including  a  fund 
profile  or  prospectus 

1-800-401-4765 

www.  troweprice.com 


Invest  With  Confidence® 

T.Rowelrice 


'fit 


7.43%,  19.10%,  and  21.74%  are  the  fund's  average  annual  total  returns  for  the  1-year,  5-year,  and  since- 
inception  (6/30/92)  periods  ended  1 2/3 1/00,  respectively.  For  updated  performance  information,  please  visit  our  Web  site 
or  contact  a  T.  Rowe  Price  representative.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital 
gain  distributions.  Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption 
than  at  original  purchase.  (Source  for  Upper  data:  tipper  Inc.) 

For  more  information,  including  fees,  expenses,  and  risks,  read  the  fund  profile  or  prospectus  carefully  before  investing. 
T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  MCG058395 
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fenders  during  the  Iran-contra  af 
That  doesn't  mean  Bennett  alw 
pulls  his  punches  against  his 
brethren.  Early  in  the  2000  primal 
he  wrote  a  newspaper  editorial  1 
called  on  George  W.  Bush  to  c< 
clean  about  his  drug  history.  After  I 
nett  repeated  the  call  on  national 
the  Bush  campaign  offered  to  fun 
him  with  campaign-sanctioned  respi 
es.  "I  don't  use  talking  points," 
Bennett's  reply. 

He  also  publicly  took  former  H( 
Speaker  Newt  Gingrich  to  task 
cheating  on  his  wife  with  a  staff  m 
ber.  But  Bennett's  ethics  advice  ha 
always  been  the  best.  He  advised  i 
grich  to  accept  a  $4.5  million  book 
vance  from  media  mogul  Rupert  H 

BILL  BENNETT  INC. 

ONLINE  EDUCATION  As  chairm 
of  K12,  an  online  school  for  pri- 
mary and  secondary  students, 
Bennett  has  a  substantial  equity 
stake,  though  he  declines  to  reve 
his  salary.  If  President  Bush's  ed 
cation  reform  bill  becomes  law, 
K12  stands  to  gain  because  it 
plans  to  offer  testing,  charter 
schools,  and  an  alternative  to  fai 
ing  public  schools  on  which  par- 
ents can  use  vouchers. 

BOOKS  According  to  Simon  & 
Schuster,  there  are  5,700,000 
copies  in  print  of  Bennett's  top 
five  best-sellers:  The  Book  of 
Virtues  (1993),  The  Children's 
Book  of  Virtues  (1995),  The 
Moral  Compass  (1995),  The 
Death  of  Outrage  (1998),  and 
The  Educated  Child  (1999).  Be 
nett  has  earned  more  than  $7 
million  in  royalties  over  seven 
years,  which  he  split  with  his  c( 
authors. 

TV  AND  MERCHANDISE  The 

ventures  from  the  Book  of  Virtu 
series  runs  on  PBS,  and  is  now 
its  third  season.  Spin-off  mer- 
chandise includes  board  games 
audio  and  videocassettes,  and 
plush  toys  of  the  cartoon  charac 
ters  Plato  the  buffalo  and 
Socrates  the  prairie  dog. 

SPEECHES  More  than  30  per 
year,  at  more  than  $40,000  a 
shot,  according  to  the  Harry 
Walker  Agency. 

Data:  BusinessWeek 


64  BusinessWeek  /  March  '>,  ^001 


nnacle 
smmunications 


BusinessWeek 


Events 


"The  new  Mexican  Government, 
torn  shattered  molds  to  millennium  paradigms" 

A  landmark  conference  with 
The  Honorable  Vicente  Fox  Quesada, 

President  of  The  Republic  of 
MEXICO 

and  members  of  his  cabinet 
Mexico  City,  April  23,  24,  and  25,  2001 


To  register,  or  for  more  information,  contact: 

Alfonso  Cortina  in  Mexico  City  at: 

phones:      52  5  661  3509 

52  5  661  6129 

52  5  663  2253 
fax:  52  5  661  3504 

e-mails:      acortina@mail.  internet.com.  mx 

pinnacle@pinnacle.com.mx 
website:     www.pinnacle.com.mx 

www.pinnacle.com.mx/nuegobmex 

For  U.S.  sponsor  information  contact: 
Jim  Richardson  in  New  York  City 

phone:        212  512  4435 

fax:  212  512  3695 

e-mail:       jim._  richardson  ®  businessweek.com 

website:     www.conferences.businessweek.com 


Mexico's  transition  to  a  freely  elected  government  demands  far  reaching 

changes  of  course  with  enormous  implications.  The  country  and  its 
business  community  have  high  expectations  regarding  imminent  policy 
thanges.  This  conference  will  allow  you  to  hear  and  dialog  directly  with 
resident  Fox  and  his  senior  team,  to  anticipate  the  actions  and  reactions 
to  the  administration's  initiatives  and  to  exchange  views  with  corporate 
leaders  on  Mexico's  future. 


Sponsored  by: 

Spencer  Stuart 

JL  EXECUTIVE   SEARCH    CONSULTANTS 


ent  Vicente  Fox  Quesada 
iary  of  Labor,  Carlos  Abascal  Carranza 
lary  of  Foreign  Affairs,  Jorge  Castaheda 
iary  of  Communications  and  Transport,  Pedro  Cerisola  y  Weber 
Nary  of  Interior,  Santiago  Creel  Miranda 
•ary  of  the  Economy  Ministry,  Luis  Ernesto  Derbez 
iary  of  Health,  Julio  Frenk  Mora 
Nary  of  Security,  Alejandro  Gertz  Manero 
Iary  of  Finance,  Francisco  Gil  Diaz 
Ir  General  of  Nacional  Financiera,  Mario  Laborfn  Gomez 
>r  General  of  Social  Security,  Santiago  Levi  Algazi 
ary  of  Environment  and  Natural  Resources,  Victor  Lichtinger 
fy  General,  General  Rafael  Macedo  de  la  Concha 
ary  of  Energy,  Ernesto  Martens  Rebolledo 
»r  General  of  PEMEX,  Raul  Muhoz  Leos 
ary  of  Tourism,  Leticia  Navarro  Ochoa 
lor  of  the  Central  Bank,  Guillermo  Ortiz  Martinez 
ary  of  Education,  Reyes  Tamez  Guerra 

unication  Coordinator,  Office  of  the  Presidency,  Marta  Sahagun  Jimenez 
ary  of  Development,  Josefina  Vazquez  Mota 
ary  of  Defense,  Division  General,  Gerardo  Vega  Garcia 
pry  of  Agriculture,  Javier  B.  Usabiaga 
pnels  with  corporate  leaders 
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Principle  No.    2  2 


The  vat  is  NOT  half 

EMPTY. 

The  vat  is  half  FULL. 


The  ingenious  Solera  process 
relies  on  the  Solera  vat,  which  is 
always  kept  half  full.  So,  when 
any  single-malt  is  drawn  out,  it's 
immediately  replenished.  This 
means  the  vat  holds  a  reservoir 
of  increasingly  older  whisky.  The 
result  is  fragrant  and  exceptionally 


complexity  and  a  long  finish. 


Glenfiddich 


Single  Malt 

S  C  O  T  C  II      WHISKY 


FAMILY      OWN  li  I)      AND      DOMINA  T  E  1)      S  I  N  C  ii      1887 
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doch  in  1995,  for  example.  "At  the  t 
he  thought  it  was  perfectly  apprc 
ate,"  says  Gingrich.  "Later  on  he  a 
to  say  he  had  been  wrong." 

Critics  say  Bennett's  provocations 
sometimes  greater  than  his  accomp 
ments.  "He  engaged  in  a  lot  of  i 
righteous  promotion,"  says  Bard 
lege  President  Leon  Botstein,  who  c 
with  Bennett  in  the  '80s  as  head  of 
York's  Council  of  Humanities.  "I'm 
sure  what  the  self-righteousness 
all  about,  given  that  educational  pei 
mance  didn't  improve  on  his  watch, 
drug  use  didn't  decline  either."  1 
nett's  supporters  counter  that  nei 
Cabinet  position  provided  much  op 
tunity  to  shape  policy. 
INFLUENTIAL.  Still,  Bennett  is  e 
mously  influential  in  gop  circles 
helped  Gingrich  write  the  1994 
tract  With  America.  After  Ben 
worked  on  Bob  Dole's  seminal  : 
Presidential  campaign  speech  accu 
Hollywood  of  coarsening  Amer 
culture  by  hawking  violent 
sex-drenched  films,  Dole  sounded 
out  as  a  potential  Vice-Presidei 
nominee. 

Bennett  might  be  the  darling  of 
servatives  today,  but  he  didn't  ah 
skew  to  the  right.  As  a  student 
flirted  with  joining  the  radical  Stud 
for  a  Democratic  Society  (sds)  and 
went  on  a  blind  date  with  rock-divs 
nis  Joplin.  Nor  was  Bennett  the  pro 
of  an  Ozzie  and  Harriet  upbringing 
and  older  brother  Robert  were  boi 
a  working-class  neighborhood  of  Br 
lyn,  N.Y.,  and  their  parents  spli 
when  they  were  children.  Bennett 
he  isn't  sure  whether  his  mother 
married  two  or  three  more  times, 
both  she  and  Bennett's  grandmo 
raised  the  boys  by  stressing  old-] 
ioned  ethics.  "From  the  earliest 
the  concept  of  principle,  and  right 
wrong,  were  emphasized  to  the  1 
says  Bob,  who  served  as  Clinl 
lawyer  in  the  Paula  Jones  lawsuit 
whose  views  often  clashed  with  I 
"We've  had  our  disagreements,"  ad 
Bob,  who  nonetheless  insists  that 
two  are  on  good  terms. 

While  Bennett  flirted  with  thro 
his  hat  in  the  ring  in  1988  and  i 
the  prospect  of  endless  fund-rai 
dissuaded  him.  But  if  he  never  act 
the  Presidential  aspirations  he  has 
bored  for  over  a  decade,  he  has  a 
ty  decent  consolation  prize:  a  m 
phone  and  a  captive  audience  to 
Washington's  most  powerful  puis 
he  gets  to  keep  a  lot  of  the  mow 
raises. 

By  Alexandra  Starr  in  Wa&hi 
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Reach  these  Business  Week  advertisers  on  the  Web: 


3Com 

www.3com.com 

ABB 

www.abb.com 

Accenture 

www.accenture.com 

Agilent  Technologies 

www.agilent.com 

American  Express 

Small  Business  Services 

www.americanexpress.com 

Aprisma 

www.aprisma.com 

Art  Technology  Group 

www.atg.com 

Aspen  Technology 

www.aspentech.com 

AT&T  Business  Services 

www.att.com/business/vpn 

Blue  Martini  Software 

www.bluemartini.com 

Brother  International 

www.brother.com 

Cadence 

www.cadence.com 

Charles  Schwab 

www.schwabwelcome.com 

www.charlesschwab.com 

Cisco 

www.cisco.com 

Compaq 

www.compaq.com 

Corning 

www.corning.com 

Datastream  Systems,  Inc. 

www.datastream.net 


Dell  Computer  Corporation 

www.dell.com 

Diner's  Club 

www.dinersclub.com 

Economic  Development  Board 

www.sedb.com 

Exelon 

www.exeloncorp.com 

Fidelity  Investments 

www.fidelity.com 

Fujitsu 

www.fujitsu.com 

Georgia  Dept.  of  Industry, 

Trade  &  Tourism 

www.georgia.org 

Glenfiddich 

www.glenfiddich.com 

Hitachi  Data  Systems 

www.hds.com 

Hong  Kong  Sevens 

www.hksevens.com.hk 

HP  Biz  Builder/Small  Biz 

www.hp.com 

Hummingbird 

www.hummingbird.com 

IBM  Global  Services 

www.ibm.com/services/us4 

IMD  International  Institute  for 

Management  Development 

www.  Imd.ch 

inter-Continental  Hotels 

www.interconti.com 

InterNAP 

www.internap.com 

ITT  Industries 

www.itt.com 


JD  Edwards 

www.jdedwards.com/ 
KYOCERA 
www.kyocera.com 
Lawson  Software 

www.lawson.com 

LeadersOnline 

www.leadersonline.com 

Lucent  Technologies 

www.lucent.com 

Mandarin  Oriental  Hotel  Group 

www.mandarinoriental.com 

Mercedes-Benz 

www.mbusa.com 

Microsoft 

www.microsoft.com 

Minolta,  QMS 

www.minoltaqms.com 

Mitsubishi  Electric  Corporation 

www.mitsubishielectric.com 

Morgan  Stanley  Dean  Witter 

www.msdw.com 

NTT  DoCoMo 

www.nttdocomo.com 

Omron 

www.omron.com 

Oracle 

www.oracle.com 

PeopleSoft 

www.peoplesoft.com 

Premiere  Conferencing 

www.premiereconferencing.com 

Prudential 

www.prudential.com 

REMY  MARTIN 

www.remy.com 
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SAS  Institute 

www.sas.com 

Savin 

www.savin.com 

Sesami.Com  Pte  Ltd 

www.sesami.com 

Siemens  UK  W 

www.siemens-knows.com 

Silicon  Graphics 

www.sgi.com/global/asiapac 

Singapore  Airlines  Ltd 

www.singaporeair.com 

Singapore  elecommunication  Ltd 

www.singtel.com 

Sprint  Spectrum 

www.sprint.com/ 

Staples 

www.staples.com 

Star  Alliance 

www.star-alliance.com 

Starband 

www.starband.com 

Sun  Microsystems 

www.sun.com 

Symantec 

www.symantec.com 

Tellabs 

www.tellabs.com 

The  Asian  Wall  Street  Journal 

www.WSJ.com 

The  Hertz  Corporation 

www.hertz.com 

WorldCom 

www.worldcom.com 

Xerox  Inkjet  Printers 

www.xerox.com/inkjet 
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FOR  THE  BEST 

DIGITAL  DOCUMENT 

HANDLING  SOLUTIONS 

HERE  ARE  TWO 

NUMBERS  TO  CALL. 


savin 

Two.**-'*10 


-' 


(Think  of  it  this  way,  we  saved  you  a  call.) 

At  Savin  we  believe  we  offer  some  of  the  best  document  handling  solutions  around. 
After  all,  like  you-know-who,  we  too  have  the  forward-thinking,  award-winning  technology 
essential  to  boosting  productivity  in  today's  digital  offices.  With  fast,  versatile,  connectable 
digital  imaging  systems  that  allow  you  (or  your  workgroup)  to  print,  sort,  duplex  and  staple  - 
right  from  your  desktop.  And  full-color  imaging  systems  that  turn  electronic  documents  into 
brilliant  hard  copy. 

But  advanced  digital  technology  is  just  the  beginning.  Because  at  Savin  we're  dedicating 
ourselves  to  becoming  the  fastest,  most  responsive,  most  easy  to  work  with  name 
in  the  business.  With  smart,  energetic  Savin  professionals  willing  to  do  whatever 
it  takes  to  give  you  the  satisfaction  and  service  you  deserve. 
To  find  out  more  about  the  company  with 
the  technology  and  attitude  that  will  win  you 
over,  call  us  at  1-800-234-1900  or  contact  us 
online  at  www.savin.com.  And  that  other  number? 
Sorry,  you'll  have  to  look  it  up. 


sai/in 

WE'VE  GOT  WHAT  IT  TAKES  TO  WIN  YOU  OVER' 

SAVIN  CORPORATION,  333  LUDLOW  ST„  STAMFORD,  CT  06904 


M-      '.,,.,      '       ,,|  .■,,.!!.  .- 


', F,.il I  ..I  Ml,'-  «'   i  Mil 


iping  with  the  Slowdown  Why  You  Can't  Get  DSL 

q 

■H^"        1HKSOIJL  O 

uuoiu^                                                                                V     THE  RESOURCE  FOR  ENTREPRENEURS 

•"ti. 


I  companies  are  suggesting—and 
metimes  insisting— that  small 
ppliers  team  up  to  win  major  contracts 

brought  together  Woodrow  Hall  (left)  and  Robert  Johnson 
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HERE'S  YOUR  CHANCE  TO  MAKE  UP  FOR 
THOSE  SCRATCH-AND-SNIFF  BUSINESS  CARDS. 


Okay,  it  seemed  like  a  good  idea  at  the  time.  But  not  all  decisions  are  as  easy  as 
choosing  America's  most  popular  car*  for  your  company's  fleet.  For  one  thing,  every- 
body who  has  to  drive  one  is  bound  to  be  happier  for  it.  But  best  of  all,  management 
will  recognize  Camry's  ability  to  retain  its  value  as  smart  fiscal  thinking  on  your  part. 
And  while  everybody's  patting  you  on  the  back,  you  can  bring  up  your  idea  about 
replacing  the  office  coffee  with  beef  bouillon. 
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f.k  Minority 
Mergers 

Big  companies  say  they 
want  to  use  more  small, 
minority-owned  suppliers, 
but  then  say  most  of  them 
are  too  small  to  handle  the 
demands  of  a  multination- 
al company.  The  solution: 
Arranging  partnerships  and 
sometimes  outright  merg- 
ers of  minority  companies 

f.2o  Broadband 
Or  Bust 

Welcome  to  most  of  Amer- 
ica, a  maddening  patch- 
work of  high-speed  and 
low-speed  Internet  access. 
Despite  the  incessant 
drone  of  ISP's  promising 
ultrafast  Web  surfing,  one- 
third  of  small  businesses 
can't  tap  into  the  newer 
services.  Here's  the  out- 
look, and  how  to  decide 
which  one  works  for  you 


Departments 


F.4  InBox 

Why      women 
entrepreneurs 
are   so   scarce, 
how    to    tell    if 
your     idea     has 
legs,  a   13-year- 
old  tech  ambas- 
sador from  Canada,  where  to  find 
a  financial  angel,  and  more 

F.9  Economy  Watch 

Think  the  rising 
tide  of  bankrupt- 
cies doesn't  affect 
you  just  because 
you're  solvent? 
Think  again:  Some 
of  those  deadbeats 
are  your  customers 


F.12  Trends 

Ouch!  Health-care  premiums  for 
small  companies  are  expected 
to  spike  again  this 
year,  with  pre- 
scription drugs 
the  major  cul- 
prit. The  prog-    I 
nosis:    More 
bleeding  from 
the  bottom  line 

F.26  Life  &  Co. 

If  you  want  a  gig  at 
Colorado  software  maker  Athene, 
you  don't  just  interview  for  the 
job:  You  have  to  audition  for  15 
minutes  on  a  subject  of  your 
choice 
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Counting  the 
Ladies  Who  Launch 

WHERE  ARE  ALL  THE  WOMEN?  A  far-ranging  study  from 
the  National  Commission  on  Entrepreneurship  finds  only 
half  as  many  women  as  men  are  starting  businesses.  Why?  For 
starters,  men  network  more  broadly  than  women,  says  the 
ncoe's  Michael  Camp.  (In  fact,  only  37%  of  women  say  they 
know  an  entrepreneur,  vs.  almost  half  of  men.)  That  gives 
men  more  resources  to  launch  a  company.  And  women  are 
finding  that  owning  a  business  doesn't  necessarily  mean  it's  easi- 
er to  juggle  work  and  family,  says  Patricia  G.  Greene,  a  professor 
at  the  University  of  Missouri  at  Kansas  City.  Finally,  while  tech- 
nology is  the  hot  spot  in  entrepreneurship,  relatively  few 
women  major  in  math  or  science.  That,  says  Camp,  is  a  for 
mula  for  fewer  female  entrepreneurs  in  the  years  ahead. 


Medicine  for  Ellisons 

SECRETS  FROM  AN  Inventor's  Notebook  is 
less  juicy,  but  more  useful,  than  the 
title  suggests  (Council  Oak  Books, 
2001).  Inventor-turned-author  Mau- 
rice Kanbar  doesn't  divulge  the  distil- 
lation process  for  his  Skyy  vodka  or 
the  recipe  for  his  new  but  undisclosed 
food,  the  "wagel."  Instead,  he  offers 
nuts-and-bolts  advice:  a  quick  quiz  to 
determine  if  your  idea  has  legs,  then  a 
brief  guide  to  legal  protection,  manu- 
facturing, and  licensing.  Deciding  when 
to  shout  "Eureka!"  is  still  up  to  you. 


Angels  in  America 


SO  THEY  SAY 

"It  took  42  different 

calls  to  get  our 

DSL  connected . . . 

and  I  knew  the  CEO." 


—CHRIS  HEDRICK,  founder  of  an 
online  computer  training  company,  on 
the  frustrations  of  getting  a  high-speed 
data  line  (page  F.20) 


of  all  venture  capital  invested 

in  the  U.S.  in  1999  went 

to  just  five  states 

ONE  IOTA 


IF,  AS  ANGELSOCIETY  CLAIMS,  THERE  ARE  3  MILLION  ANGELS  IN  THE  U.S.,  WHY  IS  IT  SO  HARD  TO  FIND  ONE  TO  INVEST  IN  YOUR 
START  YOUR  SEARCH  WITH  THE  LIST  BELOW-ANGELSOCIETY  RANKS  THESE  GROUPS  AS  THE  COUNTRY'S  MOST  ACTIVE. 


COMPANY? 


GROUP 

STATE 

FOUNDED 

#0F 
MEMBERS 

DEALS 

IN  2000 

AVERAGE 
INVESTMENT 

BAND  OF  ANGELS 

CALIF. 

1995 

150 

22 

$1.1  MILLION-$1.2  MILLION 

NORTHWEST  CAPITAL  NETWORK 

WASH. 

1994 

650 

20 

$100,000-$200,000 

ANGEL  CAPITAL  NETWORK 

CALIF. 

1999 

150 

12 

$1.9  MILLI0N-$2  MILLION 

PENNSYLVANIA  PRIVATE 
INVESTORS'  GROUP 

PA. 

1991 

50 

12 

$400,000-$500,000             yf 

PRIVATE  INVESTOR  NETWORK 

N.J. 

1989 

35 

12 

$300,000-         ^y^^yj 

$400,000             ^^^-^^ 

ALLIANCE  OF  ANGELS 

WASH. 

1997 

170 

10 

UNDER  $100,000                        / 

COMMONANGELS 

MASS. 

1998 

90 

10 

$900,000-$1  MILLION              / 

NYNMA  ANGEL  INVESTORS 
PROGRAM 

N.Y. 

1997 

50 

10 

$500,000-$600,000 

GATHERING  OF  ANGELS 

N.M. 

1996 

400 

7 

UNDER  $100,000 

ST.  LOUIS  ANGEL  NETWORK 

MO. 

1999 

u 

7 

$100,000-$500,000 

•  / 


Data;  AngelSociely  LLC 
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,0LTA-QMS  introduces  an  exciting  new  feature. 


me  MINOLTA-QMS  magicolor  2200  DeskLaser,  you  can  now  get  high-quality,  black-and-white  and  color 
printing  at  a  price  you'd  normally  pay  for  just  black  and  white. 

ke  getting  free  color,  and  at  $999*.  the  2200  DeskLaser  is  our  most  affordable  color  laser  printer  ever. 
n  efficient  combination  of  black-and-white  and  color  in  one  printer  that  doesn't  sacrifice  quality  or 
Lctivity.  The  2200  prints'up  to  5  ppm  in  color  and  20  ppm  in  black  and  white.  Resolution  is  1200  dpi 
Ine  printer  supports  up  to  1.150  sheets  of  paper.  And  with  standard  Ethernet"*  and  parallel  interfaces, 
<one  at  the  office  can  share  the  benefits  of  free  color  laser  printing. 
I 

am  more  about  the  magicolor  2200  DeskLaser's  free  color  feature,  along  with  other  exciting  MINOLTA- 
features  like  service  and  support,  call  1-800-435-0965  or  visit:  www.minolta-qms.com/2200dl 


The  essentials  of  imaging 


liter     ... 

ks  of  MINOLTA  QMS,  Inc.  Mmolto  Co..  Ltd.,  Os 
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Ambassador  to  the  Adult  World 
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News  and  advice  from  our 
small-business  Web  site 


KEITH  PEIRIS  ADMITS  he  initially 
thought  his  Web  design  company, 
Cyberteks  Design,  "would  be  a 
failure.  All  adolescents  have  phas- 
es," he  says.  Some  phase.  The 
company  has  won  a  prestigious 
industry  award,  and  in  February, 
Peiris,  13  years  old,  was  invited 
to  join  a  Canadian  trade  mission 
to  China  headed  by  Prime  Minis- 
ter Jean  Chretien,  frontier  spoke 
with  Peiris  before  his  departure. 
Why  are  you  going  to  China? 
Currently  Canada  is  completely 
reliant  on  the  U.S.  in  terms  of 
their  economy.  Our  company  is  no 
different.  Most  of  our  customers 
are  in  the  U.S.  We  want  to  diversify  our  sources  of  revenue,  so  if  the  U.S.  gets  into  an 
economic  slowdown  we  won't  suffer. 
What  will  you  be  doing  outside  of  the  trade  mission? 

I'm  giving  two  speeches.  One  is  at  a  tech  partnering  and  vc  seminar.  Another  is  at  the 
Youth  Productivity  Achievement  meeting. 
What  will  you  say? 

The  speeches  aren't  finalized.  But  I'll  tell  the  students  to  believe  in  themselves.  And  to 
watch  out  for  adults  that  don't  believe  in  kids,  that  think  kids  don't  have  any  say  in  life. 


Who  Gets  the  Raises 

THE  LABOR  SHORTAGE  may  be  driving  entre- 
preneurs crazy,  but  it  hasn't  driven  up  wages 
for  their  workers.  About  40%  of  small-company 
employees  got  a  goose  egg  for  a  raise  last  year. 
On  the  other  hand,  small  companies  were  twice 
as  likely  as  bigger  ones  to  pass  out  huge  hikes  to 
a  select  few,  says  Fortune  Personnel  Consultants. 
Big  companies  often  have  to  boost  pay  be- 
cause of  long-term  employment  contracts,  says 
Fortune  Personnel  Consultants'  Ron  Herzog.  Small 
companies  have  more  flexibility  in  deciding 
whether  to  play  Santa  or  Scrooge. 


MOST  WORKERS  AT  SMALL  COMPANIES  GET  PUNY  RAISES  COMPARED 
WITH  EMPLOYEES  OF  MAJOR  CORPORATIONS. 


New  New  Thing 

THE  INTERNET  AIN'T  what  it 
used  to  be.  No  one  knows  that 
better  than  the  San  Diego  Internet 
Roundtable,  which  just  changed 
its  name  to  the  San  Diego  Entre- 
preneurs Roundtable.  The  group 
says  the  name  change  was  nec- 
essary to  "respond  to  the  needs 
of  capital  providers  and  senior 
officers  of  local  corporations  to 
survey  the  continuing  evolution  of 
the  New  Economy."  Translation: 
"Internet  Roundtable"  suddenly 
sounds  kind  of  pathetic. 


I  SMALL-COMPANY  EMPLOYEES* 
BIG-COMPANY  EMPLOYEES** 


0  10  20  30  40 

►  PERCENT  'UNDER  100    "OVER  10.000 

Data:  Fortune  Personnel  Consultants 


A  Farewell  Gift 

If  you're  a  small  business 
a  depressed  area,  a  bit 
the  Clinton  legacy  might  pro' 
useful.  In  his  last  days  in  offic 
the  former  President  got  Congre 
to  approve  $150  million  in  new 
vestment  capital  to  be  funnel 
through  investment  firms  as 
uity  to  small  companies.  Eventu; 
ly,  the  firms  have  to  pay  back  t 
government. 

The  program  aims  to  create  jo 
by  directing  investment  to 
pressed  areas.  But  the  mon 
could  also  go  to  a  small  compa 
in  a  low-income  area  that  does  r 
hire  local  workers. 

To  qualify  for  the  money,  the 
vestor  will  have  to  come  up  w 
$6.5  million  in  matching  funds 
Sept.  15— and  do  about  160  hoi 
of  paperwork.  Meg  Barnette,  col 
sel  to  the  Community  Developm< 
Venture  Capital  Alliance,  says 
deadlines  will  be  tough  to  nru 
even  for  those  already  working 
the  field. 

Foreign  Affairs 

Here's  a  novel  way  to  avoid 
mess  of  bureaucratic  regulatior 
you  hire  a  lot  of  foreigners:  Pi 
salaries  above  $60,000.  New  r< 

ulations  imposed  in  January  ere 
a  class  of  "H-1B-dependent"  bi 
nesses.  They're  companies  tl 
hire  at  least  15%  of  their  empl 
ees  through  the  H-1B  visa  p 
gram,  which  allows  you  to  imp 
highly  skilled  labor  for  hard-to 
posts.  Those  companies  will  h 
to  show  not  only  that  they  coulc 
hire  locally,  but  that  no  layoffs 
curred  either  90  days  before  or 
ter  filing  for  the  visas.  But  if  y 
H-1B  workers  have  a  master's 
gree  or  earn  at  least  $60,001 
year,  you're  exempt. 

The    regs    also    make    cl 
that    H-1B    workers    must 
equal  benefits  and  other  le 
protections. 


JJ 
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Small  Business 
Services 
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MExi 


'ant  to  save  10-20%  on  FedEx  Express? 


Let's  say,  3  packages  a  day. 


Times  5  days  a  week. 


That's  $1,500  a  year  just  by  using  one  of  these. 


s and  cor 


Only  the  Corporate  Cards  for 
Small  Business  get  you  savings 
at  FedEx  Express,  Mobil 
Hilton  and  (  hat  can 

I    we  do  for  your  business? 


Call  1-800-SUCCESS 

americanexpress.com/smallbusi 


We  make  a  big  deal  out  of  small  businesj 


i 


Hertz  offers  a  special  low  rate  for  small  businesses.  Like 

(V)ong  hours.  Crazy  deadlines.  Tight  budgets.  You  know,  bus 
as  usual.  Hertz  understands  small  businesses.  That's  why 
offering  you  a  speeial  low  rate  on  a  variety  of  vehicles  th<| 
just  right  for  your  business.  Just  mention  CDP#  1188888  ; 
making  your  reservation. 


® 


Save  time  with  Hertz  #1  Club  Express" 


^Tjime  is  money.  Hertz  helps  you  save  it  with  Hertz  #1  Club  EH 
And  it's  available  at  no  extra  eost.  Enroll  instantly  on  the  phon<| 
hertz. coin.  When  you  make  your  reservation,  just  provide  yi 
( Hub  Express  number,  and  your  ear  class  preference,  driver's  lij 
and  credit  card  numbers  will  be  instantly  displayed.  Then  j| 
to  the  Hertz  #1  ( Hub  Express  Counter,  present  your  driver's  I 
and  credit  card,  sign  and  you're  on  your  way.  For  reserval 
call  your  travel  agent  or  Hertz  at  1-800-054-3131,  or  visit! 
hertz. coin  or  AOL  keyword:  hertz.  Big  deals  for  small  busiii|s 
Another  reason  nobody  does  it  exactly  like  Hertz. 


exactly: 


Hertz  rents  Fords  and  other  fine  cars.  «  recj.  I  a  pai  off  o  hertz  system  INC.,  2001/01  l-oi 

FOR  YOUR  INFORMATION:  Customers  must  be  residents  of  thi  U.8  or  Canada  and  ai  least  25  years  of  age  to  be  eligible  foi  these  offers 
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fhe  Bankruptcy  Maelstrom 


rising  tide  of  deadbeats  threatens  to 
overwhelm  even  healthy  companies 

TAKES  A  LOT  to  scare  Robert  J.  Lovejoy. 
ie  6 3 -year-old  owner  of  Cleveland's  Love- 
/  Steel  Co.  has  been  in  the  steel  business 
r  four  decades  and  he  has  seen  his  share 
ups  and  downs.  But  these  days,  Lovejoy 
downright     spooked.     With     steel 


xs  near  a  20-year  low,  the  auto- 
bile  industry  in  decline,  and  once- 
able  customers  missing  payments, 
fits  at  the  90-person  company  have 
n  steadily  eroding.  So  far,  Lovejoy 

held  on  by  cutting  his  workforce 
'o  and  adding  some  new  product 
s.  But  others  haven't  been  so  lucky. 
*r  the  past  several  months  alone, 
has  seen  more  than  10  steel  com- 
ies  file  for  bankruptcy.  "It's  the 
:st  I've  seen,"  Lovejoy  says, 
hings  are  likely  to  get  even  uglier. 
nks  to  a  slowing  economy  and  a 
:ing  rate  of  savings,  both  personal 

business  bankruptcies  are  expected 
;oar  this  year.  After  two  years  of 
lines,  personal  bankruptcies  will 

between  10%  and  20%  in  2001, 
>rding  to  smr  Research  Corp.,  based 


nail  outfits  may  find 
eyre  unsecured 
editors  in  larger 
inkruptcy  cases 


iackettstown,  N.J.  At  least  20%  of 
;e  will  be  filed  by  small-business 
xers  who  have  borrowed  on  credit 
Is  or  personally  guaranteed  loans, 
•  Elizabeth  Warren,  a  Harvard  Uni- 
iity  professor  who  specializes  in 
kruptcy  issues.  Meanwhile,  busi- 
>  bankruptcy  filings,  which  have 
D  falling  since  1998,  could  rise  by 
3  this  year — the  same  rate  as  during 
recession  of  the  early  1990s,  says 


Steven  D.  Sass,  a 
vice-president  at 
Dun  &  Bradstreet's 
Receivable  Manage- 
ment Services. 

With  less  access 
to  financing  and  a 
smaller  asset  base, 
the  majority  of 
those  entrepreneurs 
will  be  filing  for 
Chapter  7  liquida- 
tion instead  of 
Chapter  1 1  reor- 
ganization, bank- 
ruptcy attorneys 
say.  Even  healthy 
small  businesses 
could  get  sucked 
into  the  maelstrom  when  they  find 
they  are  unsecured  creditors  in  larger 
bankruptcy  cases.  Small  outfits  tend  to 
be  "at  the  bottom  of  the  list"  when  it 
comes  to  collecting  debts,  says  Samuel 
J.  Gerdano,  executive  director  of  the 
American  Bankruptcy  Institute.  "And 
more  troubled  companies  are  going 
to  be  filing." 

Entrepreneurs  like  Rebecca  W.  Bass 
are  scrambling  to  avoid  that  fate.  Just 
last  May,  Bass's  Atlanta  company, 
Galileo  Development  Systems,  a  maker 
of  expense-  and  time-reporting  soft- 
ware, received  $1.1  million  in  venture- 
capital  and  angel  financing.  By  No- 
vember, most  of  that  had  run  out.  ceo 
Bass  used  her  limited  reserves  to  pay 
creditors  and  severance  to  four  termi- 
nated employees,  and  she  and  three 
remaining  executives  worked  without 
pay  while  searching  for  a  merger  part- 


ner. "We  needed  more  gas,  and  all 
the  gas  stations  were  closed,"  says  Bass. 
Bass  recendy  inked  a  deal  to  be  ac- 
quired by  Crius  Inc.,  a  Washington 
computer-networking  services  company. 
Others  have  not  been  so  fortunate. 
NationStreet  Inc.,  a  Westborough 
(Mass.)  outfit,  once  had  a  thriving 
business  helping  retailers  ship  large  con- 
sumer goods.  With  clients  such  as  mat- 
tress giant  Simmons,  Furniture.com 
(which  filed  for  Chapter  1 1  bankruptcy 
in  November),  and  Amazon.com,  Na- 
tionStreet was  growing  fast  and  had 
even  begun  planning  an  initial  public 
offering.  But  when  the  tech  economy 
crashed,  investors  got  nervous  and 
backed  away.  In  January,  the  five-year- 
old  company  dismissed  100  employ- 
ees and  filed  for  bankruptcy  liquida- 
tion. "They  just  ran  out  of  money," 
says   Paul   D.    Moore,    NationStreet's 
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lawyer  with  Duane,  Morris  &  Heck- 
scher  llp  in  Boston. 

While  bankruptcy  is  a  harsh  blow  to 
the  entrepreneurs  involved,  a  single 
filing  also  can  cause  severe  headaches 
for  otherwise  healthy  businesses.  Scott 
R.  Fohrman,  ceo  of  Milmour  Products 
Inc.,  a  Skokie  (111.)  designer  of  pro- 

Busted 


BANKRUPTCY  FILINGS,  ABOUT  20%  OF  WHICH  ARE  FILED 
BY  ENTREPRENEURS,  ARE  EXPECTED  TO  RISE  IN  2001 


Fohrman  should  count  his  bless- 
ings—at least  he  has  some  available 
cash.  With  credit  quality  deteriorating, 
lenders  are  growing  reluctant.  "Lenders, 
predominantly  banks,  are  more  con- 
servative than  they  were  six  months 
ago,"  says  Edward  I.  Shifman  Jr.,  New 
England  regional  manager  for  Congress 
Financial  Corp.,  a  New  York 
financial  services  company. 
This  could  spell  trouble 
for  small  businesses  shop- 
ping for  a  loan.  Already, 
some  companies  are  tread- 
ing on  thin  ice,  particularly 
those  that  are  heavily  in- 
debted. William  H.  Foster, 
owner  of  Town  &  Country 

4 Industries  Inc.,  a  Munster 

2 (Ind.)  printing  company, 

0 .      has  had  litde  margin  for  er- 
ror since  he  completed  a 
leveraged  buyout  in  1998. 
He  has  trimmed  his   53- 
employee     staff     to     46 
through  attrition  or  layoffs,  is  phas- 
ing in  a  5%  price  increase  to  offset 
slower  sales,  has  frozen  salaries,  and  is 
requiring  employees  to  pay  50%  of 
their  health-insurance  premiums.  "I 
am  a  printer,  but  I  can't  print  money," 
he  says.  "There  aren't  any  cash  sur- 
pluses, so  I  have  to  keep  everything  in 
line."  That's  good  advice  for  any  en- 
trepreneur in  this  economy:  Watch 
your  bottom  line,  or  risk  joining  the 
growing  queue  at  bankruptcy  courts. 
-JANIN  FRIEND 


'89 
A  MILLIONS  OF  FILINGS 

Data:  SMR  Research  Corp. 

motional  products  for  consumer-goods 
companies,  was  stuck  with  $40,000 
in  accounts  receivable  when  a  Kansas 
client  filed  for  bankruptcy  in  Decem- 
ber. Because  the  15 -employee  compa- 
ny is  an  unsecured  creditor,  Milmour 
will  probably  receive  only  pennies  on 
the  dollar  from  the  bankruptcy.  "It's 
the  first  bankruptcy  problem  I've  had 
in  15  years,"  Fohrman  says.  And  it 
couldn't  come  at  a  worse  time. 
Fohrman  is  expecting  a  "lousy"  first 
quarter  as  customers,  worried  about  a 
recession,  hold  back  orders.  He'll  have 
to  dip  into  his  cash  reserves  to  cope, 
possibly  tapping  a  heretofore  un- 
touched line  of  credit. 


'01 
EST. 
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Learn  more  about  how  to  survive 
leaner  times.  Click  Online  Extras 
at  frontier.businessweek.com 


Making  an  Impression 

When  it  comes  to  advertising  on  the  Internet, 
entrepreneurs  are  leading  the  charge.  In  the 

fourth  quarter  of  2000,  small  companies  pur- 
chased 167  million  ad  impressions  (the  number 
of  times  an  ad  is  served  up  for  viewing),  ac- 
cording to  researcher  AdRelevance.  That's  more 
than  either  medium  or  large  outfits.  Entrepre- 
neurs also  tend  to  spend  less,  using  the  Web  to 
target  niche  audiences,  rather  than  purchasing 
pricey  banner  ads  on  big  portals. 


ENTREPRENEURS  LIKE  THE  LOW 
COST  OF  WEB  ADVERTISING 


I  I  I  I  I 

0  30        60        90         120      150      180 

►  Mil  LIONS  OF  AD  IMPRESSIONS 
Oata  AdRclcv.incc 


CURRENTS 


Credit  Crunch? 

Bankers  continue  to  treat  small  bu 
nesses  better  than  big  ones  as  tf 
tighten  up  on  loan  terms— but  nev 
theless,  it's  beginning  to  hurt.  A  cU 

look  at  Federal  Reserve  data  relea; 
last  month  shows  that  nearly  60%, 
all  domestic  banks  tightened  their  st, 
dards  on  commercial  and  industt 
loans  to  large  and  medium-size  com 
nies,  while  only  45%  clamped  down 
small  borrowers.  That's  odd,  consider 
small  companies  are  generally  cons 
ered  riskier. 

Hold  the  champagne,  though:  Ent 
preneurs  haven't  seen  similar  levels 
tightening  since  1990-91,  which  cc 
cided  with  a  disastrous  credit  crui 
for  small  business.  What's  mc 
bankers  are  increasing  their  "spread 
the  markup  they  charge  on  a  loan  o 
their  own  cost  of  funds— at  a  pace  i 
not  seen  in  a  decade.  Bankers 
they're  tightening  up  most  on  the  ri: 
est  loans,  with  the  results  showing 
in  demands  for  more  collateral 
stricter  covenants.  The  result?  Not  s 
prisingly,  the  bankers  say  demand 
loans  among  small  companies 
plunging. 

Rich  Man's  Burden 

Many  entrepreneurs  see  billionai 
like  Warren  E.  Buffett  and  Geo 
Soros  as  a  source  of  inspiration. 

the  nation's  leading  small-business 
by  is  less  than  inspired  by  the  mog] 
recent  position  on  the  estate  tax. 

Dozens  of  wealthy  Americans 
eluding  Buffett,  Soros,  William  H.  G^ 
Sr.,  and  David  Rockefeller— are  un 
Congress  to  reject  President  Georg 
Bush's  plans  to  eliminate  the  estate 
They  argue  that  axing  the  tax  will 
the  government  needed  revenue 
harm  philanthropic  causes. 

But  a  spokesman  for  the  600, Cl 
member  National  Federation  of  lr| 
pendent  Business,  which  favors  a 
peal  to  help  family  businesses,  sugg 
that  such  arguments  are  based  les< 
public  policy  than  on  personal  p 
tence.  "They're  feeling  guilty,"  says 
Blankenburg,  the  NFIB's  manage 
legislative  affairs.  "Perhaps  they  sb 
give  all  their  wealth  to  the  federal  i 
ernment  or  to  people  on  the  street1 
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Waffles  don't  care  what  you're  wearing. 


Business     Option  ssm: 

►      Free  Breakfast:  Room  Service  or  in  Restaurant* 

Add  up  to  2  Weekend  Nights  at  50%  off  the  Business  Options  Rate** 
2,000  Bonus  Priority  Club' Points  or  500  Bonus  Frequent  Flyer  Miles*** 
Upgrade  to  Club  Accommodation  or  Junior  Suite 

Don't  shower.  Don't  dress.  Just  relax  and  enjoy  a  complimentary  breakfast  the  right 

way  -  in  the  comfort  of  your  own  room.  After  all,  your  time  is  your  own  when 
you  choose  our  room  service  breakfast  Option.  Or  select  from  any  of  our  other 
Business  Options.  For  reservations,  contact  your  travel  professional  or  call  toll-free. 


INTER-CONTINENTAL 

HOTELS   AND    RESORTS 

www.interconti.com 
1-800-327-0200 


CROWN  E    PLAZA 


www.crowneplaza.com 
1-800-2CR0WNE 


North  America  •  Latin  America  •  Europe  •  Asia  Pacific  •  Middle  East  •  Africa 


Inter-Continental'  Hotels  and  Resorts 

NORTH  AMERICA 

AustinJX 

Cancun.Mexto 

Chicago,  IL 

Cleveland,  OH 

Cozumel,  Mexico 

Dallas.TX 

Guadalajara,  Mexico 

taapa,  Mexico  dl-mdusm  nvm 

los  Cabos,  Mexico  dl-indwne  itsort 

Mexico  City,  Mexico 

Miami,  Fl 

Monterrey,  Mexico 

Montreal,  Quebec,  Canada 

New  Orleans,  LA 

New  York,  NY 

Puerto  Vallaita,  Mexico  all-mcliiiite  resort 

San  Francisco,  CA 

San  Juan,  Puerto  Rico 

Toronto,  Ontario,  Canada 

Washington,  DC 

Crowne  Plaza'  Hotels  and  Resorts 

UNITED  STATES 
Akron,  OH 
Albany.NY 
Albuquerque,  NM 
Anaheim,  CA 
Ann  Arbor  Ml 
Atlanta,  GA 
Birmingham,  At 
Boston,  MA 
Cedar  Rapids,  IA 
Chicago,  II 
Cincinnati,  OH 
Columbus,  OH 
Dallas.TX 
Dayton,  OH 
Detroit,  Ml 
Grand  Rapids,  Ml 
Gleenville.SC 
Harrisbuig,PA 
Hartford,  0 
HiltonHeadlsland.SC 
Houston.TX 
Indianapolis,  IN 
Irvine,  CA 
Jackson,  MS 
Las  Vegas,  NV 
Los  Angeles,  CA 
Macon,  GA 
Madison,WI 
Miami,  FL 
Minneapolis,  MN 
Nashua,  NH 
New  York,  NY 
Omaha,  NE 
Orlando,  f  I 
PaloAlto.CA 
Pensacola.FL 
Philadelphia,  PA 
Phoenix,  AZ 
Pittsburgh,  PA 
Pittsfield,MA 

PorllandOR-lake  Oswego 
Providence,  Rl 
Redondo  Beach,  CA 
Richmond,  VA 
Rochester  NY 
San  Francisco,  CA 
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The  Health  Insurance  Malady 


The  smaller  the  business,  the  higher  the 
premiums.  Something  has  got  to  give 


FOR  ABOUT  FOUR  MONTHS  now, 
Eddie  Brame  hasn't  been  feeling  very 
well.  That's  because  last  November, 
the   owner   of  Printing   Services   of 
Greensboro  Inc.,  a  2 8 -person  producer 
of  corporate  brochures,  was  hit  with 
an  unexpected   21%  jump  in  his 
health-insurance  premiums — an  in- 
crease he  has  been  struggling  to 
cope  with  ever  since.  With  em- 
ployees already  picking  up  one- 
third  of  the  tab  for  individual  cov- 
erage and  two- thirds  for  family, 
passing  on  the  costs  isn't  an  option. 
So   Brame   has   whittled   the   bill 
down  a  few  percentage  points  by 
increasing  prescription-drug  copay- 
ments,  and  the  rest  is  coming  off 
the  bottom  line.  "If  I  face  a  similar 
increase  this  year,  I  may  be  forced  to 
do  something  drastic — like  drop  cov- 
erage altogether,"  he  frets. 

Brame  had  better  brace  himself. 
Health-insurance  costs  are  projected  to 
soar  in  2001 — and  once  again,  small 
businesses  will  feel  the  pain  most 
acutely.  Premiums  for  companies  with 
fewer  than  50  workers,  which  have 
risen  an  average  of  9%  over  the  past 
two  years,  are  expected  to  show  a 
jump  of  12%  this  year,  according  to  a 
survey  by  benefits  consulting  firm 
William  M.  Mercer  Inc.  The  major  cul- 
prit: skyrocketing  costs  for  prescrip- 
tion drugs,  up  18%  last  year. 

It's  enough  to  make  any  entrepre- 
neur queasy.  Even  worse,  entrepre- 
neurs will  be  hard-pressed  to  find  any 
wiggle  room.  After  years  of  increases, 
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With  lean  plans  and 
high  deductibles, 
small  companies 

can't  cut  much  more 


employers  are  loath  to  ask  employees 
to  contribute  more.  Last  year,  for  ex- 
ample, employee  deductibles  for  pre- 
ferred provider  organizations  (ppo)  al- 
ready were  about  40%  higher  for  small 
companies  than  for  big  ones.  And 
there  isn't  much  left  to  cut. 
Only  5  3%  of  companies  with 
fewer  than  50  employees  of- 
fered dental  coverage  last  year, 
compared  with  94%  for  those 
with  more  than  500,  according 
to  Mercer.  Nor  can  small  outfits 
tinker  with  their  plans  to  bring 
costs  down,  as  is  common  for 
large  companies.  "Small  busi 
nesses  often  have  to  accept  a 
standard  plan,"  says  Mike 
Matznick,  president  of  the  Na- 
tional Association  of  Health 
Underwriters. 


Current  economic  con- 
ditions make  things  tougher.  I 
With  the  economy  flat,  many  I 
entrepreneurs   are   struggling 
with  sales  and  funding  woes.  Yetl 
the  labor  market  remains  stub- 
bornly tight,  forcing  employers! 
to  continue  providing  health  ben- 
efits if  they  hope  to  retain  keyl 
employees.  "Many  small  compa- 
nies  have  no  choice  but  to  eat  the 
premium  increases,"  says  Willia 
Lindsay  III,  CEO  of  Benefit  Man- 
agement &  Design  Inc.,  a  Denve 
consulting  firm. 


Musical  Carriers.  So  entrepre 
neurs  are  grabbing  whatever  flex 
ibility  they  can.  For  Jim  French 
owner  of  French  Implement  Co.  i 
Charleston,  Mo.,  that  means  playin 
musical  carriers  to  keep  health  benefit: 
for  his  20-employee  farm-equipmem 
dealership.  In  each  of  the  past  five 
years,  French  has  switched  to  a  new 
health  plan  to  take  advantage  of  flue 
tuations  in  rates.  He's  not  the  onl) 
one  using  that  strategy.  Small  employ 
ers  change  plans  an  average  of  ever) 
18  months,  according  to  Nationa 
Small  Business  United,  a  Washington 
D.  C.-based  advocacy  group.  French  re 
cently  halved  an  expected  27%  jum] 
in  premiums  by  switching  ppo  plans 
and  by  doubling  the  deductible  tc 
$1,000.  But  with  many  insurers  pullinj 
out  of  the  small -business  market  alto 
gether,  he  worries  about  how  mud 
longer  he  can  use  this  approach.  "Few 
er  and  fewer  insurers  are  willing  tc 
write  us  a  policy,"  he  says. 

Don't  expect  relief  anytime  soon 
"The  hellish  premiums  of  the  last  fev 
years  are  likely  to  get  worse  befor 
they  get  better,"  says  John  Emling 
health-care  policy  specialist  at  the  Na 
tional  Federation  of  Independent  Busi 
ness.  Feeling  woozy?  Better  go  se 
your  doctor  while  you're  still  coverec 
-JOSHUA  KENDAL 
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For  more  on  coping  with  health 
care  costs,  click  Online  Extras  at 
frontier.businessweek.com 
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j'll  need  to  open  several  firewall 
rts  and  modify  the  packet  filtering 
the  4500  router  using  IOS  so 
ur  extranets  can  communicate 
th  our  e-servers  over  the  6  meg 
ctional  T3  line... 

II  with  me?" 
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3Com- 


Simple  sets  you  free. 


3Com's  New  Era  of  Business  Networking 

Roughly  translated:  Talk  to  3Com  about  the  new,  easy-to-understand 
networking  products.  Everything's  completely  compatible,  from 
SuperFast  Ethernet  Gigabit  connections  to  Internet  firewall  security. 
All  engineered  to  give  your  networking  the  boost  it  needs  to 
exploit  the  Internet  to  its  fullest.  For  more  information,  click 
3Com.com  or  talk  to  your  3Com  reseller.  Home.  Office.  Beyond. 
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PARTNERS:  PS 

introduced  Hall  lie 

and  Johnson  (righ 

and  provided  a  supf 

contract  as  a  "dowr 


Big  corporations  are  actively  helping  small, 
minority-owned  suppliers  join  forces 

by  Kimberly  Weisul  WOODROW  HALL,  49,  doesn't  take  anything 
he  has  achieved  for  granted— not  becoming  one  of  the  first  black 
engineers  at  Kaiser  Aluminum  Corp.  in  the  1970s,  not  building 
and  managing  a  packaging  plant  in  the  early  1990s,  and  certainly 
not  surviving  in  this  economic  environment  as  a  minority 
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Rising  Tide 

REVENUES  OF  MINORITY  ENTREPRENEURS 


•82 
A  BILLIONS 
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owner    of    a    small    business. 

That's  why  Hall — a  tall  and 
imposing  man  with  a  linebacker's 
build  and  the  confidence  of  a 
movie  star — has  been  working 
16  hours  a  day,  seven  days  a 
week,  trying  to  make  his  plastic- 
packaging  business,  Film  Fabri- 
cators Inc.,  a  success.  The  Atlanta 
company,  with  140  employees 
and  two  plants,  has  grown  to 
$25  million  in  sales  since  1993 — 
with  over  half  of  that  business  making  plastic  wrap 
for  Procter  &  Gamble  Co.  products  such  as  Charmin 
toilet  paper  and  Pampers  diapers.  (In  fact,  it  was  p&g 
that  encouraged  Hall  to  buy  his  first  plant.)  But 
growth  has  stalled.  As  Hall  knows  all  too  well,  big 
corporations  are  reducing  the  number  of  suppliers 
they  use  in  favor  of  bigger,  better-capitalized  play- 
ers, regardless  of  race.  Unless  Hall  expands  Film 
Fabricators'  capabilities  and  beefs  up  its  research 
and  development,  he  says  he  won't  have  a  very 
bright  future  with  p&g  or  anyone  else. 

Meanwhile,  in  Memphis,  another  black  entre- 
preneur, Robert  Johnson,  65,  owns  and  operates 
Johnson-Bryce  Corp.,  a  $25  million  manufacturer 
and  printer  of  plastic  bags  that  employs  80  people. 
Johnson  moves  slowly  and  speaks  quietly — as  low- 
key  and  unassuming  as  Hall  is  larger  than  life. 

Despite  their  differences,  Hall  and  Johnson  have 
much  in  common.  Like  Hall,  Johnson  rose  through 
the  ranks  of  Corporate  America.  He  was  a  vice- 


Corporate  Matchmakers 

Minority  suppliers  are  often  small  and  undercapitalized,  so  big 
companies  are  encouraging  them  to  form  joint  ventures  and 
other  alliances.  A  sampling: 

BANK  OF  AMERICA  Paid  half  the  salary  of  R.J.  Leeper,  a  black  en- 
trepreneur, to  work  at  F.N.  Thompson,  a  well-established  con- 
struction company,  and  learn  about  the  industry.  Leeper  went  on  to 
found  R.J.  Leeper  Construction,  now  a  Bank  of  America  supplier. 

DAIMLERCHRYSLER  Encouraged  International  Paper,  one  of  its 
major  suppliers,  to  form  a  joint  venture  with  Carlton  Highsmith,  a 
black  entrepreneur  and  CEO  of  Specialized  Packaging  Group,  to 
produce  packaging  for  automotive  parts. 

FORD  MOTOR  Helped  three  minority-owned  companies— Devon 
Contracting  Services,  Scion,  and  Gala  &  Associates— form  Tri-Tec  to 
provide  conveyor  systems  for  Ford. 

JOHNSON  CONTROLS  Encouraged  Del-Met,  an  injection-molding 
company,  to  partner  with  a  minority-owned  firm  to  manufacture 
interior  car  parts.  Del-Met  joined  with  a  black  entrepreneur, 
Michael  Cherry,  to  form  TKA  Plastics. 

PROCTER  &  GAMBLE  Asked  its  plastics  suppliers  to  bid  on  a  joint 
venture  with  Madras  Packaging,  a  minority-owned  company,  to 
make  bottles  for  Sunny  Delight.  Majority-owned  Plastitec  joined  with 
Madras  to  form  a  joint  venture  in  1998. 


president  for  merchandising — an 
the  highest-ranking  black  execu 
tive — at  Sears,  Roebuck  &  Cc 
when  he  retired  in  1990.  Lik 
Hall,  he  bought  a  packaging  plar 
with  the  support  of  a  big  com 
pany — in  his  case,  Frito-Lay  C 
The  snackmaker  even  helped  hin 
form  a  joint  venture  with  whit' 
owned  Bryce  Corp.  to  mak 
packaging  for  Dorito's  and  Lay 
potato  chips  so  he  could  have  ac 
cess  to  cutting-edge  research  and  technology.  Stil 
his  litde  company's  growth  is  plateauing  in  a  low 
margin,  cutthroat  industry.  And,  like  Hall,  Johnso 
is  overly  dependent  on  one  customer. 

Until  two  years  ago,  Hall  and  Johnson  had  ne\ 
er  met.  But  any  day  now,  they'll  be  closing  a  de 
to  merge  their  companies.  It  may  seem  like  a  mai 
riage  made  in  packaging  heaven,  but  it's  actually  th 
result  of  corporate,  not  divine,  intervention.  Th 
matchmaker?  Procter  &  Gamble,  which  announce 
the  merger  last  October  in  New  Orleans  at  the  ai 
nual  convention  of  the  National  Minority  Suppli* 
Development  Council,  a  trade  group  that  promot 
minority  contracting.  To  make  the  deal  happei 
p&g  arranged  an  expense-paid  trip  for  Hall 
Johnson  to  a  luxury  resort  near  Atlanta.  It  even  o 
fered  a  fat  dowry — a  $100  million,  three-year  coi 
tract  to  produce  packaging  for  five  p&g  brands, 
company  like  Film  Fabricators,  one  of  the  smalle 
in  their  industry,  was  just  not  going  to  be  able 
keep  up,"  says  Howard  D.  Elliott,  head  of  minorii 
supplier  development  for  p&g,  who  first  encou 
aged  Hall  to  contact  Johnson. 

Increasingly,  big  corporations  like  p&g,  concern 
about  reaching  their  federal  targets  for  contractu] 
business  to  minority  companies  and  eager  to  n 
good  corporate  citizens — are  encouraging  the  growl 
and  development  of  minority  suppliers,  particular 
in  manufacturing.  In  some  cases,  corporations  are  ii 
troducing  potential  partners  to  promote  joint  ventur 
or  helping  a  minority-owned  company  buy  a  pla 
from  a  nonminority  supplier  (table).  Often,  they' 
promising  lucrative  contracts  to  jump-start  the  dea 
Experts  say  the  merger  of  Film  Fabricators  ai 
Johnson-Bryce  takes  corporate  involvement  to 
new  level.  This  may  well  be  the  first  time  a  big  co 
poration  has  actually  led  two  small  minority  bus 
nesses  to  the  altar  for  a  full-fledged  merger.  Han 
et  R.  Michel,  president  of  the  National  Minori 
Supplier  Development  Council,  says  minority  cor 
panies  "have  been  told  so  often  they  have  to  mer 
or  do  joint  ventures,  and  nobody's  given  them 
playbook."  This  deal,  she  says,  "is  where  everyoi 
needs  to  go — especially  if  the  smallest  of  the  sm 
are  going  to  survive." 

Even  so,  arranged  marriages  are  risky.  In 
long  run,  will  they  result  in  businesses  that 
less  dependent  on  a  single  customer  or  affirm 
tive-action  programs?  Will  they  be  financially  soun 
Those  aren't  idle  questions.  When  the  deal  closi 
Hall  will  own  a  51%  stake  in  the  new   220-er 
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•ee  entity,  dubbed  the  Hall-Bryce  Alliance.  Hall 
buy  out  Johnson,  who  will  retire  after  a  year, 
e  Corp.  will  stay  on  as  Hall's  partner.  The 
■jer  will  enable  Hall  to  increase  dramatically 
variety  and  amount  of  packaging  his  company 
pump  out  for  p&g.  He'll  add  on  new  print 
esses  and  more  than  double  his  annual  rev- 
s,  to  $60  million.  But  despite  this  great  upside, 
also  be  saddled  with  $20  million  to  $30  mil- 
in  debt. 

BUSINESS  CREATION 

linority  entrepreneurs  in  manufacturing,  Hall 
Johnson  are  still  somewhat  rare.  To  be  sure, 
parries  owned  by  minorities  are  gaining  ground 
ft  page  19).  But  they  control  just  12%  of  the 
>n's  businesses,  even  though  all  minorities  to- 
sr  represent  28%  of  the  U.  S.  population.  And 
•'ast  majority  of  these  companies  are  still  small 
under-capitalized,  capturing  at  most  $2  bil- 
of  the  $85  billion  in  venture  capital  handed  out 
i  year.  Why  so  little?  Overt  racism  undoubtedly 
:  a  role,  but  there's  also  a  subde  interplay  be- 
n  race  and  equity.  Venture  capitalists  demand  a 
chunk  of  stock  in  return  for  their  financing — 
that  could  jeopardize  a  minority  company's 


classification  as  a  minority-owned  business.  The 
designation  is  crucial  when  litde  companies  bid 
direcdy  for  federal  business,  and  it's  also  important 
to  big  companies  like  p&g,  which  must  demon- 
strate to  the  Small  Business  Administration  that  they 
are  meeting  their  annual  targets  for  minority  par- 
ticipation in  their  contracts.  Under  old  guidelines 
from  the  National  Minority  Supplier  Development 
Council — whose  standards  are  widely  accepted  by 
private  industry  and  often  by  government — mi- 
norities needed  to  hold  51%  of  the  equity  for  a 
company  to  be  considered  minority-owned.  (Re- 
cently, the  council  passed  a  still-controversial 
"growth  initiative"  that  allows  firms  to  count  as  mi- 
nority-owned with  just  a  30%  equity  stake.) 

To  preserve  their  status,  many  minority-owned 
companies  must  rely  on  debt  financing — a  strategy 
that's  both  risky  to  execute  and  a  drag  on  profits, 
says  Steven  Rogers,  who  teaches  entrepreneurial  fi- 
nance at  the  Kellogg  Graduate  School  of  Manage- 
ment at  Northwestern  University.  "That  makes  it 
tough  to  grow  into  a  huge  company  because  you're 
so  focused  on  servicing  debt,"  he  says.  "A  company 
with  very  thin  margins  needs  to  miss  just  one  pay- 
ment to  really  start  floundering." 

When  it  comes  to  winning  contracts,  minority- 
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Behind  the  trend:  Big 
companies  must  meet 
federal  targets  for 
minority  contracts 


owned  businesses  also  lag  behind  woefully,  garnering 
just  3.4%  of  supply  dollars  from  corporate  purchas- 
ing, according  to  a  2000  survey  by  the  Center  for 
Advanced  Purchasing  Studies.  Out  of  convenience 
and  habit,  purchasing  managers  are  more  likely  to 
outsource  to  people  they  know,  notes  Film  Fabricators 
board  member  Andrew  Young,  ex-mayor  of  Atlanta 
and  U.S.  ambassador  to 
the  U.N.  Progress  has 
been  slow.  Michel  says 
that  10  years  ago,  2%  to 
3%  of  corporate-purchas- 
ing dollars  went  to  mi- 
nority businesses.  "We'd 
like  to  see  the  needle 
move  a  little  more  ag- 
gressively," she  says. 
Corporations  say  it's  difficult  to  find  minority 
suppliers  big  enough  to  handle  their  contracts,  es- 
pecially in  capital-intensive  industries.  That's  where 
most  of  the  corporate-sponsored  business  creation  has 
taken  place.  Bank  of  America  says  it  has  helped  cre- 
ate or  expand  six  minority-owned  companies  since 
1992,  while  Ford  Motor  Co.'s  director  of  minority- 
supplier  development,  Ray  Jensen,  says  his  company 
plays  midwife  to  three  or  four  new  companies  each 
year.  Jethro  Joseph,  DaimlerChrysler's  head  of  special 
supplier  relations,  says  his  company  doesn't  "force 
marriages"  because  of  the  risk  the  mergers  will  tank, 
but  instead  "actively  supports  minorities  who 
are  looking  to  buy  majority  companies." 


In  some  high-tech  industries,  such  as  telecoigea 
munications,  minority  entrepreneurs  are  more  pk  In 
tiful,  thanks  to  the  exodus  of  telecom  execs  of  pit 
races  to  startups.  But  corporations  still  have  to  wc  m 
to  bring  them  into  the  loop,  says  Jeannie  ill 
Diefenderfer,  senior  vice-president  for  corpor  \  i 
sourcing  at  Verizon  Communications.  "We  mi  16 
sure  we  don't  send  out  the  request  for  proposals  k 
the  same  old  list.  You  have  to  have  a  process  wh  i  pi 
you  scrub  the  list,  pay  attention,  and  make  sure  y  In 
include  newcomers."  i)p 

Granted,  there  is  a  PR  angle:  Companies  that  cc  d pt 
tract  minority  suppliers  can  burnish  their  put  Eg 
images.  But  there  are  social  goals  as  well.  Resea:  h! 
by  Timothy  Bates  at  Wayne  State  University  i  jj- 
others  shows  that  minority-owned  businesses,  w  m 
a  total  workforce  of  about  4  million,  tend  to  emp  p 
a  higher  percentage  of  minority  workers  than  r  8v  I 
jority-owned  companies  do.  That's  good  for  bi 
ness:  "If  we  buy  from  minority  suppliers,  they  \  m 
hire  minority  employees,  who  will  have  the  wh« 
withal  to  buy  our  products,"  says  DaimlerChrysli 
Joseph.  "We  look  at  it  as  a  never-ending  wheel. 

COME  TOGETHER 

An  engineer  by  training,  "Woody"  Hall  would  pr 
ably  have  never  become  an  entrepreneur  if  it  wer<  i 
for  p&g.  In   1990,  he  was  recruited  to  be  gem  j™ 
manager  of  an  Albany  (Ga.)  packaging  plant  serv   \ 
p&G.  Hall  did  so  well  getting  the  plant  started  \  L 
meeting  production  and  quality  goals  that,  in  '93, 


Three  Ways  to  a  Big  Deal 

In  1998,  Telecom  giant  SBC  Communi- 
cations was  soliciting  bids  for  a  $45 
million  contract  to  install  and  integrate 
its  telecommunications  equipment,  and 
Manny  Chavez  was  raring  to  go  after 
it.  But  the  CEO  of  Harvard  Technolo- 
gies, a  customizer  and  reseller  of  tele- 
com equipment,  realized  with  dismay 
that  his  100-person,  $30  million  com- 
pany was  simply  too  small  to  manage  a 
contract  of  that  size.  His  only  consola- 
tion: None  of  the  other  companies  at- 
tending SBC's  minority  supplier  confer- 
ence was  big  enough  either. 

Chavez  figured  that  if  he  could  team 
up  with  other  small,  minority-owned 
companies  to  go  after  the  contract,  they 
might  have  the  collective  muscle  to  do 
the  job.  Chavez  brought  the  idea  to  SBC 
execs,  who  cheered  him  on. 

With  just  four  weeks  to  get  a  pro- 
posal together,  Chavez  ordered  up  Dun 
&  Bradstreet  reports  that  weekend  on 
the  other  conference  participants.  He 
found  good  information  on  about  a 
dozen  and  hurriedly  set  up  meetings 
with  six.  Eventually,  Chavez  found  two 
promising  prospects:  Pacific  N-twork 
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ged  liim  to  start  his  own 
si i ass  Before  long,  Hall 
is  leveraging  a  $  1 5  million 
Dtrad  from  P&G  to  raise  $4 
lhon  to  buy  Film  Fabrica- 
•s,  a  little  Georgia  company 
it  fashioned  sheets  of  plas- 

film  into  bags.  To  boost 
,  production  capabilities, 
Jl  later  bought  a  Marengo 
1.)  plant  that  manufactures 

d  prints  film.  To  buy  it,  Hall  raised  $35  million  by 
ling  a  stake  in  his  company  to  Miami-based  H.  I.  G. 
pital.  Then  Hall  could  make  plastic  film  and  do 
jh-resolution  rotogravure  printing,  but  he  still 
uldn't  offer  the  cheaper  flexographic  printing, 
rich  has  lower-resolution. 
By  1998,  p&g,  which  accounted  for  roughly  80% 

Hall's  sales,  was  concerned  that  Film  Fabricators 
uldn't  provide  the  top-notch  technical  capabilities 

the  research  and  development  that  it  needed, 
t  it  didn't  want  to  lose  a  good  minority  supplier, 
her.  p&g's  Elliott  suggested  that  Hall  call  Robert 
:  mson,  who  had  proved  equally  successful  in 
[idling  large  orders  for  Frito-Lay.  By  combining 
i  s  two  companies,  he  suggested,  Film  Fabricators 
I  i  Johnson-Bryce  could  each  grow  stronger,  en- 
ticing their  chances  of  competing  against  big- 
',  better-financed  players.  When  Hall  first  called, 
inson  admits  he  was  "probably  rather  blase." 
;n  so,  Johnson  was  curious  enough  to  hear  Hall 


pply,  owned  by  Houston  L.  Williams,  who  is 
ick,  and  Cherokee  Nation  Industries,  whose 

0  is  Hiram  McFarland,  a  Native  American.  All 
ee  companies  had  between  $20  million  and 
3  million  in  revenues,  and  the  geography  was 
ht— Harvard  was  based  in  Texas,  Pacific  in  Cal- 
"nia,  and  Cherokee  in  Oklahoma.  Among  them, 
;y  could  cover  all  of  SBC's  territory. 

More  important,  says  Chavez,  the  three  CEOs 
t  they  could  trust  each  other.  They  joined  to 
m  Trilogy  Ventures  LLC,  which  went  on  to  win 

1  $45  million  contract  from  SBC.  Trilogy  has 
ce  grown  to  $75  mitlion  in  annual  revenues 
i  has  six  employees  of  its  own.  It  has  added  on 
stomers  like  Alcatel,  Lucent,  and  PairGain, 
lere's  a  lot  of  pressure  to  keep  the  growth 
ning  because  of  the  opportunity,"  says  Chavez. 
3rowth  requires  new  financing,  and  so  far,  Tril- 
ls funding  is  strictly  debt.  The  company  is  con- 
ering  equity  financing  but  won't  qualify  as  a 
nority  business  under  the  new  guidelines  of 
!  National  Minority  Supplier  Development  Coun- 

unless  the  minority  owners  retain  a  30%  stake, 
avez  hopes  that  eventually,  Trilogy  will  just  be 
own  as  a  good  company,  rather  than  a  minori- 
owned  one:  "Our  issue  is  performance  and 
ality  to  the  client.  That's  how  growth  is  formed." 
>ng  with  some  creative  teamwork. 


PERCENT  OF  PURCHASING 
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out.  They  met  several  times, 
first  at  Hall's  Georgia  plant, 
then  at  Johnson's  Memphis 
plant.  "Many  times  during 
the  process,  I  thought  it  was 
probably  not  a  good  thing," 
says  Johnson.  "You  know 
what  your  own  problems 
are,  but  you  don't  know 
exactly  what  theirs  are." 
Finally,  in  September, 
1999,  the  two  ceos  took  a  big  step — they  agreed  to 
spend  a  few  days  together.  P&G  picked  up  die  tab  and 
arranged  the  whole  thing,  p&g's  Elliott  was  there  to 
facilitate.  So  was  Gladys  Hankins,  a  human-relations 
specialist  widi  p&g.  The  venue:  Chateau  Elan  in  Brazel- 
ton,  Ga.,  a  posh  resort  with  a  world-famous  golf 
course.  As  it  turned  out,  the  executives  never  got  to 
enjoy  die  amenities.  "We  were  in  a  conference  room 
working  with  a  facilitator  for  two-and-a-half  days 
straight,"  recalls  Hall.  "We  had  meals  together.  It  was 
a  working,  bonding  type  of  effort." 

And  not  an  entirely  smooth  one.  "We  found 
there  were  some  major  differences,"  recalls  Hall, 
whose  strength,  observers  say,  is  as  a  salesman  and 
marketer.  For  starters,  Johnson  really  wanted  to  re- 
tire, but  it  was  clear  his  management  expertise 
would  be  needed,  at  least  in  the  beginning.  Finally, 
they  agreed  that  Johnson  could  retire  after  a  one- 
year  transition  period.  Another  problem  was  that 
Film  Fabricators  already  had  50%  of  p&g 's  business 
in  Pampers  packaging,  and  p&g  wasn't  going  to 
entrust  more  than  that  to  a  single  supplier.  That 
meant  other  product  lines  had  to  come  on  board.  In 
May,  2000,  p&g  finally  came  up  with  a  $100  mil- 
lion contract  for  Hall  and  Johnson,  pulling  togeth- 
er business  from  Pampers,  Luvs,  Bounty,  Charmin, 
and  Always.  That  clinched  the  deal. 

Once  finalized,  the  merger  will  catapult  Hall's 
Film  Fabricators  from  the  ranks  of  p&g's  smallest,  or 
Tier  3,  contractors,  into  the  midsize  Tier  2  group. 
To  join  the  largest  contractors  in  Tier  1,  Hall  will 
have  to  earn  $100  million  to  $200  million  in  an- 
nual revenues  and  be  able  to  handle  global  ac- 
counts. Hall  has  big  expectations.  He  thinks  rev- 
enues can  double  within  five  years,  and  he  is 
already  planning  to  add  15  jobs  and  $3  million  in 
equipment  to  Johnson's  Memphis  plant.  "Now, 
we're  playing  in  the  real  game,"  says  Hall.  "We've 
got  the  process  capability  and  the  scale  to  do  that." 
He  also  thinks  he  can  attract  other  big  customers 
who  will  view  his  contracts  with  p&g  and  Frito-Lay 
as  signs  of  stability. 

Hall  hopes  to  know  in  five  years  if  the  merger  is 
a  success.  Assuming  all  goes  well,  he'll  have  shed 
much  of  the  debt  used  to  buy  Johnson-Bryce,  and 
his  customers  will  consider  him  a  strategic  partner. 
In  that  case,  look  for  other  big  companies  to  start 
playing  matchmaker,  too. 
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For  more  on  the  challenges  facing 
minority  businesses,  click  Online  Extras 
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Broadband 

or  Bust 


For  many  small  businesses,  the 
shining  promise  of  high-speed 
access  still  seems  a  long  way  off 


THINGS  MOVE  SLOWLY  in  the  Hudson 
Valley  township  of  Schodack,  N.Y. 
There's  Gem  Farms  Buffalo,  which,  de- 
spite being  "your  one-stop  shopping 
source  for  all  your  buffalo  needs,"  sel- 
dom suffers  a  stampede  of  business. 
There's  Goold  Orchards,  which  has 
pressed  its  own  apples  for  90  years. 
And  there's  the  Internet:  It  tops  out  at 
56  kilobits  per  second. 

Fifteen  miles  south  in  Kinderhook, 
N.Y.,  whose  population  of  8,1 18  makes 
it  only  slightly  smaller  than  Schodack, 
things  are  different.  Businesses  there 
can  now  get  high-speed,  or  broadband, 
Internet  access,  allowing  them  to 
download  Web  content  50  times  faster 
than  their  nordiern  neighbors  can.  Con- 
vinced it  will  give  her  a  competitive 
edge,  Lynn  M.  Strunk,  owner  of  Lynn 
Strunk  Realty  Inc.,  is  getting  ready  to 
sign  up  for  the  new  digital  subscriber 
line  (dsl)  service.  "We  get  a  lot  of  our 
business  off  the  Internet,"  she  says. 

Welcome  to  most  of 
America,  a  maddening      by  Kevin 


patchwork  of  high-speed  and  low-speed 
Internet  access  areas.  Despite  the  inces- 
sant drone  of  Internet  service  providers 
promising  high-speed  Web  surfing, 
one-third  of  small  businesses  can't  tap 
into  the  newer  services.  Why?  Reaching 
every  nook  and  cranny  of  the  country 
is  expensive,  and  service  providers  are 
hesitant  to  install  expensive  equipment 
in  sparsely  populated  regions  where 
they  might  not  turn  a  profit. 

And  it  won't  get  better  for  12  to  18 
months,  until  new,  less  expensive  tech- 
nology enables  service  providers  to 
reach  more  small  businesses.  "We  find 
it  a  little  frustrating,"  says  Debra  Mil- 
stein,  office  manager  of  Piasecki  Steel 
Construction  Co.  in  Schodack.  Like  a 
lot  of  construction  companies  that  seek 
municipal  work  in  New  York  State,  Pi- 
asecki Steel  is  required  to  download 
bidding  information  over  die  Web.  Un- 
fortunately, Piasecki  Steel  can't  get  high- 
speed Internet  service  and  risks  losing 
out  to  rivals  who  can.  So, 
FergilSOn      reluctantly,  it  has  placed 


an  order  for  isdn  (integrated  service  digital  net- 
work), an  older  technology  that  offers  a  128  Kbps 
connection  at  best. 

But  even  that  will  have  to  wait  until  the  spring 
thaw,  when  Verizon  Communications  workers  will 
have  access  to  the  underground  telephone  lines 
connecting  Piasecki  Steel's  offices  to  the  world.  To 
make  matters  more  frustrating,  Piasecki  Steel  em- 
ployees who  live  just  miles  away,  in  places  such  as 
Kinderhook,  can  get  256  Kbps  dsl  service  in  their 
own  homes.  Such  selective  deployment  may  seem 
random  to  customers,  but  it  makes  sense  from  the 
providers'  point  of  view: 
Berkshire  Telephone  is 
based  in  Kinderhook  and 
serves    only    Columbia 
County,  in  upstate  New 
York.  Verizon,  through 
partnerships  with  other 
isps,  offers  dsl  service  in 
21  states  and  the  District 
of    Columbia.     Conse- 
quently, Schodack  is  low  on  the  list. 

About  600,000  businesses  now  have  dsl 
hookups,  says  Dave  Burstein,  editor  of  technology 
newsletter  dsl  Prime.  Competing  technologies — cable 
modems  and  wireless — together  number  their  non- 
home-based  small-business  subscribers  in  the  tens  of 
thousands.  While  getting  high-speed  access  has 
been  challenging,  choices  are  growing.  WorldCom, 
Sprint,  and  at&t  are  aggressively  rolling  out  fixed 
wireless  networks  and  have  dozens  of  cities  already 
up  and  running,  aol  Time  Warner,  AT&T,  Cox  Com- 
munications, and  other  cable  companies  have  been 


As  competition  heats 
up,  expect  deals 
such  as  free  modems 
or  installation 


widening  the  bandwidth  of  their  networks  to  ac 
commodate  heavy  Web  traffic.  And  telephone  com 
panies  have  been  testing  new  technologies  that  im 
prove  dsl's  speed,  make  it  cheaper  to  install,  an 
nearly  double  the  distance  of  its  signal. 

Which  broadband  technology  is  best  for  yot 
small  company?  It  depends  on  your  business,  yot 
budget,  and  your  location.  As  competing  servia 
enter  the  same  market,  you  can  expect  special  deal 
such  as  free  modems,  installation,  or  even  frc 
service  for  a  month  or  two. 

FIXED  WIRELESS 

Wireless  is  one  of  the  best  bets  for  small  busines 
es.  At  least  for  now.  This  medium — typically  calle 
fixed  wireless  because  data  are  sent  between  a  user 
computer  and  a  stationary  antenna — is  the  easie 
and  most  cost-effective  for  both  isps  and  users  to  ii 
stall.  While  not  as  powerful  as  dsl,  wireless  servi 
es  are  likely  to  show  up  first  in  many  regions,  pa 
ticularly  secondary  and  tertiary  cities  such 
Memphis,  Term.,  or  Fresno,  Calif.  For  Lauran  Jame 
owner  of  CyberTrain,  a  tiny  computer-trainii 
business  on  the  outskirts  of  Memphis,  WorldCo 
Lnc.'s  fixed  wireless  service  was  just  right.  "I  didr 
realize  how  slow  my  S6K  connection  was  until 
tried  this,"  says  James.  Since  November,  Cybe 
Train  has  paid  $150  a  month  to  connect  her  fo 
full-time  employees  and  as  many  as  ten  students 
the  Internet. 

Another  good  thing  about  fixed  wireless:  Wh 
it  could  take  months  to  get  your  dsl  hookup,  il 
take  just  a  day  or  two  to  get  your  fixed  wireless  i 
stalled  and  activated.  Expect  to  spend  $500  to  $1 
for  business  installations  and  equipment,  plus 
additional  $150  to  $200  in  monthly  charges. 

Fixed  wireless  does  have  its  drawbacks,  how« 
er.  To  work,  there  must  be  a  relatively  clear  "li 
of  sight"  between  the  antenna  mounted  on  t 
user's  rooftop  and  the  service  provider's  anteni 
sometimes  located  as  far  as  35  miles  away.  Al: 
while  users  can  download  Web  pages  at  a 
spectable  1  million  bits  per  second  (Mbps), 
loading  data  is  much  slower — 512  Kbps,  or  le 
So,  forget  trying  to  host  any  high-volume  e-co: 
merce  Web  sites.  "If  you're  strictly  looking 
high  speed — for  non-transaction-based  inforn 
tion — fixed  wireless  is  a  great  opportunity,"  s 
Curt  Williams,  broadband  services  products  m; 
ager  at  Sprint  Corp.  "If  you're  a  small  business  t 
needs  to  connect  to  suppliers,  I  would  lean  m< 
toward  dsl." 

DSL 

The  most  common  form  of  dsl,  known  as  '  as) 
metrical,"  or  adsl,  allows  users  to  download! 
much  as  7  Mbps  of  data  from  the  Web  and  uplfl 
as  much  as  640  Kbps.  For  that,  businesses  can 
pect  to  pay  about  $200  a  month,  plus  $150  for  | 
modem.  But  isps  that  offer  dsl  have  been  besiejj 
by  complaints  of  poor  customer  service  and  sll 
deployment.  On  Jan.  16,  Cohen  Milstein  HausfelJ 
Toll,  a  law  firm  in  Washington,  D.C.,  filed  a 
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action  lawsuit  against  Verizon,  claiming  that  the 
company  failed  to  provide  promised  dsl  service  to 
consumers  and  businesses.  Verizon  spokesman  Lar- 
ry Plumb  says  the  suit  is  without  merit  and  Verizon 
will  contest  it.  "We  stand  behind  DSL,"  he  adds. 

But  problems  with  DSL  providers  go  back  for 
years.  Chris  Hedrick,  founder  and  ceo  of 
Lguide.com,  an  online  computer-training  business 
with  offices  in  Tacoma  and  Olympia,  Wash.,  closed 
his  Olympia  site  after  getting  fed  up  with  U.  S. 
West  Inc.,  now  part  of  Qwest  Communications  In- 
ternational. "It  took  42  different  calls  to  get  our  dsl 
connected  in  Olympia,  and  I  knew  the  CEO,"  says 
Hedrick,  who  until  1999  served  as  technology  pol- 
icy advisor  to  Washington  Governor  Gary  Locke. 
Last  June,  Hedrick  consolidated  his  entire  operation 
in  Tacoma — which  operates  its  own  city-owned 
isp,  Click! Network. 

CABLE  MODEMS 

A  high-speed  cable  connection  offers  a  compelling 
alternative,  if  you  can  get  it.  Of  the  3.8  million  ca- 
ble modems  now  installed  nationwide,  fewer  than 
38,000  are  installed  in  businesses,  says  Michael  W. 
Harris,  founder  of  market  researcher  Kinetic  Strate- 
gies Inc.  in  Phoenix.  For  example,  Time  Warner  Ca- 
ble of  Maine,  one  of  the  cable  operator's  most 
prolific  cable  modem  installers,  has  installed  23,000 
cable  modems — just  2,000  of  those  in  businesses, 
including  1,600  with  50  or  less  employees. 

Cable  providers  typically  charge  $80  to  $225  a 
month  for  standard  business  connections  (1.5  Mbps 
or  less).  Premium  services — for  example,  a  dedi- 
cated line  that  provides  2  Mbps  uploading  and 
downloading — can  run  as  high  as  $1,000  a  month. 
While  cable  is  oft-criticized  for  being  less  reliable 
and  more  vulnerable  to  hackers  than  dsl,  some  in- 


dustry analysts  say  cable  is  now  superior  because 
recent  advances  in  technology. 

To  be  sure,  all  of  these  options  are  enticing  to 
speed-impaired,  but  if  you  still  can't  get  any 
them,  you  have  two  choices:  Wait  up  to  18  monlj 
for  an  internet  service  provider  to  find  you- 
move  your  business.  And  if  you  live  in  Schodad 
N.Y.,  you  may  want  to  consider  a  visit  to  Go 
Farms  Buffalo.  It'll  give  you  something  to  do  wh 
your  computer  is  connecting  to  the  Internet. 


II 


For  more  on  problems  getting  broadband 
service  for  small  business,  click  Online  Extr 
at  frontier.businessweek.com 


Fastest  Little  Town  in  the  West 


"It  has  really  just  been  wonderful," 
says  Michael  Morgan,  information-tech- 
nology manager  for  a  30-employee  chil- 
dren's clothing  manufacturer.  "The 
speed,  the  reliability— everything  is  bet- 
ter than  I  expected." 

Believe  it  or  not,  Morgan  is  praising 
his  high-speed  Internet  connection.  His 
employer,  Cottontail  Originals  Inc.,  is 
located  in  Stillwater,  Okla.,  population 
39,825.  Thanks  to  a  revenue-sharing 
partnership  between  the  city  and  Chick- 
asaw Telecom  he  ,  Stillwater  hosts  a  65- 
mile-long  fiber  loop  strung  between  its 
telephone  poles.  It  provides  a  staggering 
65  times  the  bandwidth  of  a  T-1  line. 

That's  more  bandwidth  than  any  com- 
pany in  Stillwater  really  needs.  But  be- 
cause of  the  fiber  loop,  small  business- 
es such  as  Cottontail  can  get  the 
equivalent  of  speedy  T-1  access  deliv- 
ered over  fiber  lines  for  about  $1,100  a 


month.  Not  cheap,  but  consider  the  al- 
ternatives: Before  the  loop  was  com- 
pleted in  late  1999,  Cottontail  was  pay- 
ing an  Oklahoma  City  provider  about 
$500 


extend  an  isdn  line. 
That  gave  it  a  paltry  one-twelfth  of  the 
bandwidth  it  has  now.  "Trying  to  manage 


30  e-mail  accounts  over  a  128K  [l 
isdn  line  is  kind  of  pitiful,"  says  Morg 
Since  Cottontail's  salespeople  are  on 
road  a  lot,  says  Morgan,  a  hi^ 
speed  connection  allows  them] 
send  and  receive  large  files  ir 
matter  of  minutes  instead  of  hoij 
For  businesses  that  can't  aff< 
or  don't  need,  so  much  bandwiq 
cheaper  broadband  alternatives 
cropping  up.  Chickasaw  has  sta 
ed  offering  fixed  wireless  sen] 
for  about  $80  a  month,  while  r| 
provider  Southwestern  Bell  bei 
offering  business  dsl  service 
about  $65  a  month.  And  ca| 
operator  Cox  Communications 
is  gearing  up  for  a  Stillwater 
out,  too.  As  competition  heats  up, 
ter  prices  will  undoubtedly  follow, 
that's  the  kind  of  change  worth  e-mai 
home  about.  -KIMBERLY  WEmI 
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Anywhere,  anytime, 


No  matter  where  you  are  in  the  world,  here  is  the  #1  seller  for  fast,  easy  access  to  any  remote 
computer.  If  your  job  takes  you  on  the  road,  pcAnywhere  lets  you  retrieve  information, 
transfer  files,  and  run  desktop  applications— as  if  you  were  back  in  your  office.  If  you're  trouble 
-shooting  systems  and  providing  helpdesk  support  for  mobile  users,  it  lets  you  quickly  and 
conveniently  resolve  user  problems  and  manage  mission-critical  workstations  servers  by  remote 
control— without  leaving  your  desk.  Helpdesk,  troubleshoot,  telecommute?  There's  no  better 
way.  pcAnywhere  9.2  now  Windows®  2000  certified! 

Visit  www.symantec.com/pca  or  see  your  local  retailer  for  pcAnywhere  9.2. 
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Showtime  at  Athene 


You've  got  to  audition  for  a  job  at 
this  Colorado  software  maker. 
And  not  everyone  gets  the  part 

BY  ROBIN  D.  SCHATZ 


IT'S  1 1:30  A.M.  at  Athene  Software  Inc. 
in  Boulder,  Colo.,  and  job  applicant  Carl 
Drews,  in  a  spanking  white  shirt  and 
striped  tie,  is  standing  in  front  of  a  con- 
ference room  jammed  with  employees 
clad  in  denim  and  plaid.  "Today,  I'm 
going  to  tell  you  about  the  weirdest 
day  of  my  life,"  he  announces.  Then, 
Drews  launches  into  a  slide  show  about 
his  1995  vacation  in  Sulawesi,  Indonesia. 
The  climax  comes  when  the  mild-man- 
nered software  engineer  describes  how 
he  got  stuck  for  a  few  terrifying  min- 
utes while  crawling  through  a  bur-  ■ 
ial  cave  full  of  grinning  skulls 

I'd  wager  that  this  is  the 
second-weirdest     day     of 
Drews'  life.  Why?  He's  au- 
ditioning for  a  job.  It's  not 
A   Chorus   Line — he    doesn't 
have  to  sing,  dance,  or  look 
good.  But  if  you  want  a  gig  at 
Athene,  you  do  have  to  perform, 
giving  a   15 -minute  presentation  on 
something — anything-— diat  you  choose. 

Since  its  founding  in  1997,  nearly 
every  one  of  Athene's  85  employees 
has  auditioned  as  one  of  the  final  steps 
in  the  hiring  process.  Chief  Executive 
Eric  Johnson,  a  serial  entrepreneur  on 
his  fifth  startup,  says  it's  a  good  way  to 
learn  what  the  person  is  really  like  and 
whether  they'll  fit  in.  "Your  software 
can  never  be  better  than  your  people," 
he  says. 

Bowling  Parties.  Granted,  these  days, 
every  ceo  likes  to  extol  the  virtues  of  a 
cohesive  and  caring  company  culture. 
But  I  get  the  feeling  Johnson  really 
means  it.  He  often  asks  prospective 
hires  what  constitutes  the  balance  in 
their  own  lives.  (For  him,  it's  God, 
family,  and  business,  but  there's  no 
right  answer.)  Johnson  says  he  fired 
one  manager,  in  part,  for  pushing 
himself  and  his  staff  too  hard. 

Athene's  employees  actually  seem  to 
like  being  together.  There  are  the  quar- 
terly bowling  outings  (they're  all  pretty 
bad  bowlers,  says  Johnson)  and  parties 


every  Friday.  And  some  have  a  standing 
7  a.m.  date  on  Saturdays  to  play  games 
such  as  Gazillionaire  over  the  Web.  Per- 
haps it's  not  surprising  that  this  $10 
million  company  makes  a  product  that's 
people-focused  too.  Athene's  software 


helps  its  clients  predict  which  customers 
are  most  likely  to  defect  and  suggests 
how  to  retain  them. 

Johnson  didn't  invent  the  idea  of 
auditions.  It  came  from  Peopleware:  Pro- 
ductive Projects  and  Teams  by  Tom  DeMar- 
co  and  Timothy  Lister  (Dorset  House 
Publishing),  which  says  to  build  good 
teams,  peers  should  help  do  die  hiring. 
All  employees  are  invited,  but  not  re- 
quired, to  attend  the  auditions,  and  as 
you  might  guess,  their  opinions  matter. 
Everyone  gets  to  question  the  wannabe 
and  to  comment  afterward  by  e-mail. 
Performances   have   run   the   gamut. 


Christoph  Wertz,  a  project  leader  f 
the  customer  integration  team,  put  1 
Lego  Mindstorms  robot  through 
paces.  Quality  assurance  manager 
Smith  played  the  congas.  And  mo 
than  one  geek  has  read  his  resun 
aloud.  "There  have  been  some  re 
stinkers,"  says  Tom  Minyard,  the  hirij 
manager  who  recruited  Drews. 

It's  true  auditions  discourage  sori 
potential  applicants,  but  they're  not  t] 
ones  the  company  really  wants,  sa 
Johnson.  Even  candidates  who  ha 
gotten  angry  durii 
auditions  or  frozi 
with  fear  might  g 
hired.  But  a  lousy  a 
dition  can  raise  co 
cerns.  "I  audition 
one  guy  where  ever 
body  came  back  ai 
said:  'Bad  guy,  Eli, 
I     recalls  Smith.  "He  h 

a  strange  way 
'  communicating." 
That's  not  the  ca 
with  Drews,  who  a 
pears  to  be  doing  ji 
fine.  We  leam  that 
once  climbed  Afric, 
Mount  Kilimanja 
and  has  built  hou; 
with  Habitat  for  H 
manity  in  Africa  a: 
Nicaragua — in  oth 
words,  he's  a  risk-tc 
er  with  a  social  co 
science.  As  Dre 
concludes  his  tale, 
relates  his  excelk 
adventure  to  softw; 
development:  "Y 
have  to  be  flexib 
You  might  get  stuck  somewhere  a 
have  to  back  up  and  do  some  redesigi 
Later  that  day,  the  reviews  tricl 
in,  and  they're  all  positive.  Johnsc 
for  one,  is  impressed  by  Drews's  e 
ergy  level  and  openness.  As  for  Dre\ 
the  audition  helped  him  get  to  knc 
the  staff — although  he  says  "it  wot 
be  a  bummer  to  go  through  all  tl 
and  not  get  hired."  Not  to  wor 
Drews  got  the  part. 
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Schatz,  a  small-business 
editor,  can  be  reached  at 
robin   schatzfabusinessweek.ee 


BusinessWeek  FRONTIER 


March  5,  ?fl 


Yes. 


Yes. 


, 


No. 


ReadyConference 

ReadyConference  is  everything  automated  teleconferencing  can 
be.  Simple.  Secure.  Loaded  with  features.  You'll  be  surprised  at  all 
that  it  offers.  Maybe  even  more  surprised  at  all  that  it  doesn't.  No 
reservations.  No  contracts.  No  monthly  fees.  No  strings.  You  pay 
for  the  minutes  you  use.  Period. 

Why  get  tied  up  with  a  conference  call  provider  that  doesn't  offer 
nearly  the  service  we  do?  Set  up  your  ReadyConference  account 
today  and  find  out  just  how  easy  on-demand  conferencing  can  be. 
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PremiereConferencing 

877-667-0185 

www.readyconference.com 


©  2000  Premiere  Conferencing  ReadyConference  is  a  service  mark  in  the  United  States  for  Premiere  Conferencing  and/or  its  offiliotes 
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THE  NEW  LINE 
TO  THE  POST  OFFICE. 


When  it  tomes  to  your  mail, 
"online"  beats  "in  line"  every  time. 

Business  has  never  moved  at  a  faster  pace.  So 

you've  streamlined  your  business  plan.  Added 

the  latest  computers.  Now,  it's 

time  to  rethink  the  mail. 

And  recover  more  valuable 

time.  Time  better  spent 

going  after  new  business.  Or 

maybe  cutting  your  day  down 

to  a  mere  nine  or  ten  hours. 

Everything  you  need 
except  the  Postmaster 
General's  portrait. 

Simply  Postage  lets  you  avoid  post 
office  trips  because  it  gives  you  your 
very  own  compact,  integrated  scale 
and  postage  meter.  One  that  plugs 
right  into  your  computer.  With  a  few 
simple  keyboard  commands,  you  can 
automatically  calculate  exact  postage  for 
First-Class",  Priority  Mail",  Express  Mail' 
and  international  mail.  Before  you  know  it, 
you're  downloading  and  printing  your  own 
postage  in  no  time.  Anytime.  Simply  Postage  will 
even  let  you  print  postage  when  the  computer's  off. 


Approved  by  the  U.S.  Postal  Service 


UNITED  STATES 
POSTAL  SERVICE,, 


Even  without  the  $25  free  postage  to 
offset  your  startup  tost,  you'd  still  save. 

Time  is  money.  And  the  more  time  you  spend  in  post 
offices,  the  less  you  spend  earning  profits.  And  that's  a 
shame.  Because  for  just  $49.95,  you  can  receive  the  Simpl 
Postage  software,  an  integrated  scale  and  meter,  a  user's 
guide,  plus,  as  an  added  incentive,  $25  postage 
absolutely  free  of  charge.  Simply  print 
as  much  postage  as  you  need  each 
month  for  the  low  price  of  just 
$14.95,  plus  the  actual  postage  you 
use.  Try  finding  a  phone  or  cable  bill 
these  days  that's  only  $14.95  a 
month.  Or  anything  else  at  that  pria 
as  good  as  your  very  own  post  office 
open  24/7,  that  could  pay  for  itself  in 
just  the  first  day! 


Simply  Postage. 
Now  there's  a  little 
post  offhe  in  every  offhe. 


ORDER  ONLINE  AT: 

www.simplypostage.tom 
or  tall  toll  free  1-877-499-3738 
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ORD'S  GAMBLE 
N  LUXURY 

i  it  make  its  portfolio  of  acquired  brands  work  together? 


Iver  the  past  decade,  Ford  Motor 
Co.  has  grown  fat  on  profits  from 
its  pickup  trucks  and  sport-utility 
vehicles.  Last  year,  those  trucks 
inted  for  80%  of  its  pretax  auto 
ngs  in  North  America.  But  now 
foreign  auto  makers  have  finally 
I  their  groove  with  light-truck  ve- 
i  that  are  truly  competitive,  those 
ngs  are  in  jeopardy.  Faced  with 

hot-selling  models  as  the  Toyota 
oia  and  the  bmw  X5,  Ford  could 
ts  share  of  the  light-truck  market 
y  as  much  as  10%  in  the  next  two 
;,  by  some  estimates. 
>w,  the  question  is:  Can  Ford  turn 
ables  on  BMW,  Mercedes-Benz,  and 
ta  Motor's  Lexus  division  through 
12  billion  investment  in  luxury 
is?  Ford  ceo  Jacques  A.  Nasser 
s  his  luxury-growth  strategy  is  a 
er.  "No  one  else  in  the  business 
uplicate  what  we've  done,"  he  says, 
ugh  a  series  of  acquisitions,  Ford 
milt  an  impressive  portfolio  of  lux- 
•rands — Jaguar,  Volvo,  Land  Rover, 
n  Martin,  and  Lincoln — and  hired 
*my  of  former  BMW  executives  to 
he  combined  operation.  The  man  at 
op  of  Ford's  Premier  Automotive 
p  is  Wolfgang  Reitzle,  the  charis- 
:  former  president  of  BMW,  whose 
s  group  vice-president  is  to  build 
's  luxury  brands  into  a  profit  ma- 

as  powerful  as  its  trucks. 

Reitzle  can  whip  Ford's  luxury 
is  into  shape,  the  auto  maker  may 
tting  on  a  gold  mine.  Fueled  by 


the  stock  market  gains  of  aging  baby 
boomers,  sales  of  those  autos  have  been 
growing  faster  than  the  rest  of  the 
market.  And  traditionally,  wealthy 
car  buyers  are  somewhat  insulated 
in  a  downturn.  Last  year,  Ford's  *^ 
luxury  brands  sold  915,000  vehicles 
worldwide,  putting  it  140,000  ve 
hides  ahead  of  BMW  and  about 
400,000  vehicles  behind  indus- 
try leader  Mercedes-Benz.  By 
2005,  Ford  wants  to  sell  1.3 
million  luxury  vehicles.  The 
company  doesn't  break  out 
financial  results  for  its  pre- 
mium group,  but  analysts 
estimate  that  the  unit  had 
revenues  of  $26.5  billion 
last  year  and  operating 
income  of  $1.3  billion, 
about  19%  of  Ford's  to- 
tal. Merrill,  Lynch  &  Co. 
analyst  John  Casesa  pre- 
dicts that  profit  margins 
for  the  group  could  more 
than  double,  from  3%  to 
8.3%,  in  five  years,  spurring 
a  27%  jump  in  Ford's  over- 
all earnings. 

But  Reitzle  faces  difficult 
challenges.    While    Ford's 
premium  brand  names  are 
strong,  all  are  underper- 
forming,     analysts     say. 
Reitzle  has  to  find  a  way 
to  boost  efficiency  by  shar- 
ing parts  and  factories 
and  to  broaden  each 


REACHING  OUT 

^Jaguar's  $30,000 

X-type,  which 

will  compete 

with  BMW's 

3-series, 

goes  on  sale 

this  summer 


marque's  vehicle  lineup  without  damag- 
ing the  brands'  venerable  images,  even 
as  rivals  step  up  their  own  offerings. 
And  he  has  to  act  fast.  "They're  in  a 
race  to  grow  their  luxury  portfolio  to 
offset  the  deterioration  that  will  ulti- 
mately come  in  trucks,"  says  Deutsche 
Banc  Alex.  Brown  analyst  Rod  Lache. 
"I  don't  know  if  they'll  win." 
ECLECTIC.  Reitzle  certainly  has  an  am- 
bitious game  plan.  Unlike  Mercedes  or 
BMW,  which  are  expanding  their  lineups 
under  a  single  brand,  Ford  will  cover 
the  luxury  segment  with  a  portfolio  of 
brands,  each  catering  to  a  different 
lifestyle  or  type  of  buyer.  Volvo,  for  in- 
stance, is  positioned  as  a  maker  of  safe 
family  cars,  while  Jaguar  connotes 
British  elegance,  and  Land  Rover 
caters  to  the  off-road  safari  set. 
Ford  argues  that  it  doesn't  have 
to  spend  money  developing  a 
Jaguar  suv,  for  instance,  because 
customers  can  opt  for  a 
Range  Rover  or  a  Lincoln 
Navigator  instead.  Says 
Victor  H.  Doolan,  execu- 
tive director  for  the  pre- 
mium auto  group:  "We 
I  don't  have  to  stretch  our 
B  brands  beyond  their  core 
I    values." 

The  key  to  Ford's  mul- 
ti-brand     strategy      is 
Reitzle's  goal  to  eventually 
sell  all  five  luxury  nameplates 
in  one  dealership.  The  dealer- 
)wner  would  operate  five  sepa- 
rate showrooms  under  one  roof, 
with  separate  sales  staffs  but 
combined  service  operations  and 
ack-office  functions.  Doolan  says 
the  idea  will  work  because  most 
luxury  car  buyers  own  three  or 
four  vehicles.  Ford,  he  says,  can 
"fill  all  the  needs  of  their  garage" 
at  a  single  dealership.  Construc- 
tion recently  began  near  Phoenix 
on    the    first    of 


REITZLE:  Ford's 
luxury  chief 
was  president 
of  BMW 


about  10  such 
dealerships  that 
are  scheduled  to 
open  in  the  next 
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IS  months.  Those  dealerships  will  in- 
clude a  quarter-mile  test  track  so  that 
while  an  owner's  car  is  being  serviced, 
the  customer  can  test-drive  another  lux- 
ury marque. 

Most  dealers  would  jump  at  the 
chance  to  own  a  megastore  selling  all  of 
Ford's  luxury  brands.  But  many  are 
worried  that  investing  in  such  a  dealer- 
ship, which  could  cost  up  to  $25  mil- 
lion, would  be  too  expensive.  "Most  of 
us  are  waiting  to  see  how  it  will  work," 
says  Harold  Kuhn,  owner  of  Park  Lin- 
coln Mercury  in  Detroit.  One  big  issue: 


firm  specializing  in  luxury-market  analy- 
sis, gives  this  example:  A  Jaguar  en- 
thusiast who  likes  sporty  cars  is  more 
likely  to  want  the  European  high-per- 
formance experience  of  a  BMW  or  Mer- 
cedes for  his  new  suv  than  a  Lincoln 
Navigator  or  Land  Rover.  With  rivals 
adding  suvs  and  entry-level  models  to 
their  lineups,  Ford  can  forget  about 
stealing  customers  from  European 
brands,  says  Jacobs.  "The  mistake 
they're  making,  in  a  very  crowded  mar- 
ket," Jacobs  says,  "is  that  you  just  can't 
manage  all  these  boutique  brands." 


FORDS  LUXURY  PORTFOLIO AND  HOW  IT  STACKS  UP 


Him  (since  1922)  Added  a 
small  sedan  and  an  SUV  to  stress 
"American  luxury." 

EZSMS1  (bought  1999)  Stylish  new 
S60  adds  to  safety  image. 

■MHifil;W  (bought  1989)  Big 
hopes  for  new,  moderately  priced 
X  type. 

■yjzimm'»;i  (bought  2000) 
Sharing  Ford  truck  platforms  is 
key  to  profits. 


ASTON  MARTIN 


(bought  1987) 
James  Bond's  car  costs  $150,000 
to  $220,000. 

Ford  has  to  persuade  dealers  of  differ- 
ent brands  to  sell  their  stores  to  other 
car  dealers  to  form  the  consolidated  lux- 
ury operations.  Already,  Ford  has  en- 
couraged Lincoln  Mercury  dealers  to 
sell  their  businesses  to  reduce  the  num- 
ber of  dealers  in  certain  regions. 

Some  critics  say  the  idea  won't  fly 
because  Ford's  premium  lineup  just 
can't  encompass  everything  luxury  own- 
ers want.  Susan  Jacobs,  president  of  Ja- 
cobs &  Associates,  a  Rutherford  (N.J.) 
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•ASTON  MARTIN  SOLD  830  CARS  IN  2000 

Data:  Standard  &  Poor's  DRI  estimates 

Reitzle  believes  that  by  carefully  de- 
ciding which  new  models  to  add  under 
each  brand  name,  collisions  between 
brands  can  be  avoided.  "You  can  only  do 
what  we're  doing  when  you  have  a 
brand  portfolio  that  is  complementary. 
Our  setup  is  unique,"  he  says. 

So  are  the  problems.  And  Reitzle  can't 
ignore  each  brand's  particular  issues  as 
he  pursues  his  integrated  luxury  strategy. 
Jaguar,  having  overcome  longstanding- 
quality  problems,  has  perhaps  the  most 


aggressive  growth  plans.  Its  sales  g 
about  25%  last  year,  to  87,000  units, 
the  addition  of  the  $45,000  S-typ 
sedan  built  on  the  same  platfom 
Ford's  Lincoln  LS  and  the  upcoming  I 
Thunderbird.  Jaguar  is  moving  fun 
downscale  with  the  $30,000  X-typ 
competitor  to  bmw's  3-series,  which  j 
on  sale  this  summer.  And  to  expanc 
market,  Jaguar  is  also  going  a 
younger  drivers  and  African-Amer 
purchasers  by  using  marketing  th; 
geared  toward  them.  But  the  low 
of  the  luxury  category  is  perhaps 
most  competitive  segment,  and  as. 
economy  softens,  it's  the  one  that  c 
be  subject  to  a  price  war. 
FIXER-UPPER.  Ford  also  has  to  fir 
way  to  make  Land  Rover  profit 
something  its  previous  owner,  l 
couldn't  do.  Land  Rover  isn't  as 
off  as  Jaguar  was  when  Ford 
chased  it  in  1989,  but  company  e 
estimate  that  it  will  take  as  Ion 
two  years  just  to  shore  up  the  Br 
auto  maker.  Long  term,  the  plan 
share  platforms  with  Ford's  truck 
lower  costs  and  improve  quality, 
now,  growth  will  come  from  the 
tion  of  lower-priced  models,  sue 
the  Freelander,  which  debuts  in 
U.  S.  later  this  year. 

Perhaps  the  toughest  challeng 
turning  around  Ford's  own  Lir 
brand.  Even  though  sales  climbe 
the  late  '90s  with  the  success  of  th< 
Lincoln  Navigator  suv,  the  brand 
eclipsed  by  faster-growing  import  i 
Mercedes  and  Lexus.  Ford  execs 
trying  to  reshape  Lincoln  around 
theme  "American  luxury."  This  sp 
the  $52,500  Lincoln  Blackwood,  an 
pickup  hybrid,  goes  on  sale.  And  w 
a  few  years,  Lincoln  will  add  an  ei 
level  sedan  and  a  compact  suv.  ] 
Lincolns  are  also  on  the  drawing  b 

Even  Volvo,  the  Swedish  carm 
known  for  its  boxy  sedans  and  waj 
is  beginning  to  introduce  more  st 
models,  such  as  the  new  S60  sedan 
on  sale.  Volvo  is  Ford's  biggest  lu 
brand,  selling  477,000  units  workh 
but  the  goal  is  to  boost  that  figm 
600,000  within  five  years.  More  in 
tant,  Volvo's  growth  is  key  to  F 
turnaround  efforts  in  Europe,  w 
Ford  can  stem  losses  by  building  V 
in  underutilized  Ford  factories. 

Building  the  Premier  Autorw 
Group  into  the  profit  machine  For 
visions  will  take  time.  "We  are  now 
10-year  journey,"  says  Reitzle.  Wi 
many  brands  under  its  belt,  Ffl 
hoping  for  a  comfortable  ride. 

By  Jocmn  Midler,  with  Da  ml  11] 

in  Detroit 
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Think  of  Kyocera  as  a  maker  of 


dot  components. 


com 


There's  a  lot  more  to  the  Internet  than 
dot  com.  Capacitors,  oscillators,  fiber  optic 
components,  semiconductor  fabrication 
parts  and  ceramic  IC  packages  for  a  start. 
Clamorous?  No,  but  they  are  essential  to 
the  technologies  that  make  the  Internet  so 
powerful.  As  a  world-leading  manufacturer 
of  these  components,  the  Kyocera  Croup 
has  helped  fuel  the  exponential  growth 
enjoyed  by  e-businesses  and  service 
providers.  By  supporting  those  businesses, 
our  components  help  make  the  Internet 
exciting  for  everyone. 

Our  components  are  marketed  under  the  Kyocera, 
AVX  and  Elco  brands. 

Pictured  is  the  Elco  series  6240  connector  —  One  of  the 
world's  most  advanced.  It's  an  essential  component  for 
connecting  arrays  of  circuits  that  allow  for  smaller,  more 
reliable,  more  flexible  electronics. 


www.kyocera.c 


SOFTWARE 

hen  usinternetworking  Inc.  was  launched 
in  April,  1998,  investors  swarmed  like  yel- 
low jackets  around  a  honeypot.  The  An- 
napolis (Md.)  outfit  was  a  new  kind  of 
company — dubbed  an  application  service 
provider — and  it  promised  to  transform 
the  way  software  had  been  used  by  cor- 
porations for  more  than  30  years.  Instead  of  selling  cus- 
tomers   large    and    complicated    packages,    usi    would 


tion-technology  spending — not 
nearly  enough  to  support  the 
horde  of  competitors.  Market 
researcher  Gartner  Group  Inc. 
predicts  that  60%  will  go  under 
in  the  next  year. 
TRUE  BELIEVERS.  By  all  rights, 
the  money  tap  should  have 
shut  down  for  asps.  But  it  just 
keeps  flowing.  That's  be- 
DV         I  M     IfCDCTCTTCD      cause  some  of  the  leaders 
D  I     Ul  ffl     RCIfulEI   ICIf      in  the  first  generation- 
including  usi — seem  to  be 


provide  them  with  instant  access  via  the  Web  to  the  software 
packages  from  such  established  software  makers  as  PeopleSoft 
Inc.  and  sap.  No  fuss,  no  muss.  To  venture  capitalists  and 
Wall  Street  investors,  it  seemed  like  a  blockbuster  idea. 
They  bet  nearly  $500  million  on  the  company. 

Unfortunately,  usi  was  almost  as  good  at  spending  money 
as  it  was  at  raising  it.  By  last  October,  only  $60  million  was 
left  and  the  company  was  burning  through  a  hair-raising 
$80  million  a  quarter,  usi's  stock,  which  had  once  topped  $73 
per  share,  had  skid- 
ded into  the  single 
digits.  The  fate  of  the 
company  rested  on 
winning  a  $50  million  loan  from  General  Electric  Capital 
Services  Inc.  It  got  it,  along  with  $270  million  in  additional 
private  financing  from  the  likes  of  Microsoft  Corp. 

usi  fives,  but  its  near-death  experience  is  symptomatic  of 
an  entire  industry  that  popped  up  in  its  wake.  Spurred  on  by 
analysts'  projections  that  the  asp  market  would  be  worth 
more  than  $6  billion  by  the  end  of  2001,  more  than  500  com- 
panies were  funded  with  a  mind-numbing  $10  billion  in  ven- 
ture capital.  The  analysts,  as  it  turns  out,  were  wildly  wrong. 
Concerns  about  the  security  of  company  secrets  and  the  re- 
liability of  the  Internet  scared  off  many  potential  customers. 
At  the  same  time,  the  asps  faced  huge  costs  for  building  data 

centers  and 
licensing  soft- 
ware pack- 
ages from 
publishers. 
The  result:  Their  money  started  running  out  before  rev- 
enues kicked  in.  High-profile  failures  include  Pandesic  LLC  and 
Red  Gorilla,  which  both  have  ceased  operations  in  the  past  six 
months,  leaving  more  than  100  customers  out  of  luck.  Melt- 
downs  like  these  put  potential  customers  on  notice  to  take 
precautions  when  lining  up  an  asp  (page  80). 

If  this  keeps  up,  the  potential  exists  for  techdom's  biggest 
belly  flop  since  the  pen-computing  fiasco  of  the  early  1990s. 
The  asp  market  is  expected  to  drum  up  only  $600  million  in 
sales  this  year,  according  to  IDC,  less  than  1%  of  all  informa- 

72  1-iusinessWeek  /  March  5,  2001 


Special  Report 


getting  their  acts  together  and 
a  new  generation  of  asps  is  be- 
ing born.  Rather  than  buying 
packages  from  established  soft- 
ware companies,  these  new 
contestants,  including  account- 
ing company  NetLedger  Inc., 
are  building  software  from  the 
ground  up  to  run  on  the  Web. 
That  makes  the  services  more 
efficient  for  them  to  run  and 
easier  for  customers  to  sign  up 
for  and  use.  In  the  fourth 
quarter  of  last  year,  well  after 
stocks  of  the  few  publicly  trad- 
ed asps  had  tanked  along  with 
the  rest  of  the  tech  industry, 
venture  capitalists  pumped  $1  billion  into  these  companif 
Crosspoint  Venture  Partners  in  December  announced  plans 
invest  $350  million  in  new  ASPs  that  target  specific  industrk 
from  groceries  to  banks.  It's  already  backing  14  such  u 
starts.  "This  is  the  real  future  of  software,"  says  Managir 
Partner  Rich  Shapero. 

Indeed,  plenty  of  people  still  believe  that  the  wave  of  tl 
future  is  offering  software  as  a  service  that's  delivered  ov\ 
the  Web.  Corporations  have  been  complaining  for  years  aboi 
the  expense  and  trouble  of  computing  systems.  They  have  I 


Application 
service 
providers 
promised  to 
transform  the 
way  business 
is  done.  What 
happened? 


i 


pay  millions  of  dollars  for  the  gear,  then 
pony  up  again  each  year  to  maintain 
and  update  it.  With  application  service 
providers  handling  these  tasks,  they  can 


Special  Report 


concentrate  on  running  their  business- 
es— and  simply  pay  the  asp  a  monthly 
fee.  Carey  Eisenhower,  Internet  mar- 
keting manager  for  the  Hershey  Direct 
Div.  of  Hershey  Foods  Corp.,  says  he's 
saving  at  least  20%  per  year  on  soft- 
ware-management costs  because  he's  a 
customer  of  usi.  There  is  an  added  plus: 
"We  didn't  have  the  expertise  to  build 
an  e-commerce  site,  usinternetworking 
did,"  says  Eisenhower. 

In  spite  of  the  early  glitches,  the  ba- 
sic asp  concept  is  compelling  for  soft- 
ware companies,  too.  Today,  they  de- 
pend on  selling  enough  software 
packages  each  quarter  to  meet  Wall 
Street's  expectations.  It's  not  unlike  the 
movie  business,  where  studios'  fortunes 
depend  on  at  least  one  megahit  a  year, 
creating  spikes  and  valleys  in  their  rev- 
enue streams.  By  delivering  software 
as  a  service,  their  revenues  should  be 
more  predictable.  And  when  new  tech- 
nology is  ready,  it  can  be  instantly  in- 
cluded in  the  software  and  piped  to  the 
customer.  While  the  first  round  of  mar- 
ket projections  were  way  off,  re- 
searchers still  see  a  sizable  opportunity: 
International  Data  Corp.,  for  instance, 
estimates  $7.3  billion  in  sales  in  2004. 
LOOMING  BATTLE.  Those  who  like  soft- 
ware dished  up  this  way  aren't  going  on 
faith  alone.  One  company,  VeriSign  Inc., 
shows  that  offering  up  software  as  a 
service  can  work  profitably.  VeriSign, 
which  sells  encryption  services  for  e- 
commerce  sites  and  corporate  commu- 
nications, posted  $474.8  million  in  rev- 


the  formula  right 
while  next-generation 
companies  pile  into  the 
market.  And  the  old 
behemoths?  Don't 
count  them  out.  They, 
too,  want  a  piece  of 
the  action.  "The  soft- 
ware business  is  going 
to  change  fundamen- 
tally in  the  next  three 
to  five  years,"  predicts 
Oracle  Corp.  Chief  Ex- 
ecutive Lawrence  J. 
Ellison.  "Oracle  is  go- 
ing to  be  ahead  of  that 
charge." 

Some  of  the  pio- 
neers now  seem  to  be 
on  the  right  track,  usi 
has  rounded  up  170 
customers,  and  its  rev- 
enues grew  208%  last 
year,  to  $109.5  million. 
Analysts  project  rev- 
enues this  year  around 
$165  million,  with  the 
break-even  point  com- 
ing in  the  third  or 
fourth  quarter.  The 
best  news  is  that  usi 
has  finished  building 
three  huge  data  cen- 
ters for  running  the 
software,  which  ana- 
lysts say  totaled  more 
than  $300  million.  Another  leader,  Corio 
Inc.,  reported  revenues  of  $43.6  million 
last  year,  up  650%.  Analysts  project  $75 
million  in  revenues  this  year  and  profits 
early  next  year.  Both  companies  are  now 
asking  customers  to  pay  part  of  the  cost 
of  software  licenses  up  front.  They  have 
skirted  problems  encountered  by  some  of 
the  asps  that  failed,  such  as  Pandesic, 
which  tried  to  make  money  off  of  fees 
based  on  its  customers'  e-commerce  sales. 


THE  FIRST  GENERATI 

The  early  ASPs  license  corporate  soj 
from  companies  like  SAP  and  then 
for  a  monthly  fee.  They  operate  out| 
centers  that  they  own  or  lease. 


THE     KEY     PLAYERS 


CORIO  Suffered  an  $83.7  million  operating  loss  I 
year  on  $43.6  million  in  revenues.  But  with  $150 
in  the  bank,  the  company  still 
has  life,  since  it  didn't  build  its 
own  data  centers.  Profitability  is 
expected  in  a  year. 
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USINTERNETWORKING  Looks  like  a  money  pit.  I  m 
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spent  almost  $500  million  in  three  years,  largely  on 
centers.  There's  light  at  the  end 
of  the  tunnel  now  that  the  data 
centers  are  nearly  complete.  Prof 
itability  is  expected  in  the  fall. 


PANDESIC  Dead  and  buried.  Despite  the  deep  po 
of  parent  companies  SAP  and  Intel,  Pandesic  was 
older  SAP  e-commerce  technolo 
gy  that  was  hard  to  use,  and  it 
never  landed  big-name  cus- 
tomers. Shuttered  in  January. 
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OOPS!  Money  ran  out  before 
revenues  kicked  in 


enues  last  year,  up  460%  from  a  year 
earlier.  Pro  forma  net  income  hit  $45.5 
million.  VeriSign  is  a  winner  because  it 
spotted  a  technology  needed  by  every 
company  doing  business  on  the  Net, 
then  beat  others  to  the  punch  by  offer- 
ing it  as  a  service.  "Some  companies 
may  fail.  But  there's  still  an  enormous 
amount  of  value  to  this  market,"  says 
analyst  William  Martorelli  of  Boston 
market  researcher  Hurwitz  Group. 

That  sets  the  stage  for  a  bruising 
battle  this  year.  With  piddling  revenue 
streams  to  be  had  in  the  short  run,  the 
early  asps  will  fight  desperately  to  get 


No  matter  how  well  they  tune  their 
engines,  though,  the  first  generation 
asps  will  have  a  tough  time  outper- 
forming the  newer  entrants.  The 
newbies  establish  one  super-reliable 
Web  site  that  all  their  customers  hook 
into — plugging  their  information  into 
simple  templates.  They  don't  have  to 
buy  a  new  set  of  server  computers  for 
each  individual  customer,  as  the  pio- 
neers do.  If  the  Young  Turks  get  it 
right,  the  economies  of  scale  could  pro- 
duce gross  profit  margins  topping 
90%— dramatically  better  than  the  70% 
average  among  traditional  software 


makers  and  the  15%  to  20%  marg 
that  early  ASPs  have  achieved,  say 
alysts.  Boasts  Marc  Benioff,  chairn 
of  sales-force-automation  ASP  sal 
force.com:  "We  are  going  to  kill  tra 
tional  software." 


Don't  think  that  big  software  com 
nies  will  oblige  Benioff.  Microsoft, 
instance,  is  betting  its  future  on  an 
line-service  strategy.  In  addition  to 
lowing  ASPs  to  rent  out  such  desk 
applications  as  Word,  Microsoft  is  bu 
ing  a  technology  foundation  upon  w' 
other  companies  can  build  their  servi 

With  a  market  as  embryonic  as  t| 
one,  it's  too  early  to  call  winners. 
Microsoft  of  the  asp  world  might 
even  be  alive  yet.  But,  already,  so 
of  the  contestants  are  promising.  A 
lysts  especially  like  VeriSign's  prospe 
since  it  has  a  proven  track  record  an 
dominant  75%  share  of  the  market 
Internet  encryption.  And  they're  k 
on  Exult  Inc.,  which  delivers  hum 
resources  software  (page  78). 

While  the  notion  of  software  as  a  BU 
vice  could  turn  the  traditional  packag 
software  world  upside  down,  the 
proach  has  deep  roots  in  computl 
For  decades,  companies  such  as  I 
have  run  other  people's  software  IV< 
their  data  centers  for  a  monthly  f 
When  the   Internet    came  along,  Wi 
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Companies  called  application  service  providers  sell  software  as 
a  service  that's  piped  to  customers  over  the  Net 


THE  NEW  GENERATION 

A  second  wave  of  software-rental  companies 
has  surfaced  over  the  past  year.  These  up- 
starts create  their  own  programs,  which  they 
rent  over  the  Net.  Most  are  still  private. 


THE  LUMBERING  GIANTS 

Traditional  software  companies  aren't  budg- 
ing an  inch  for  the  likes  of  Corio  and  Sales- 
force. com.  They're  aggressively  launching 
their  own  software-rental  services. 


THE     KEY     PLAYERS 


iSFORCE.COM  Barely  a  year  old,  it  already  has 

)0  companies  trying  its  sales-force-automation  service 

ie  and  1,700  paying  cus- 

•s.  But  its  biggest  customer 

jst  300  employees.  The 

jnge  is  to  reel  in  the  big  fish 
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THE     KEY     PLAYERS 


INTUIT  Two  years  into  the  company's  online  efforts, 

more  than  20%  of  Intuit's  revenues  are  coming  from 

Net  services.  Intuit's  whole 

shebang  of  accounting  and  tax 

software  is  offered  as  an  online 

service. 
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.EDGER.COM  Its  accounting  software  is  for  compa 
twith  less  than  100  employees.  It  has  3,000  paying 
timers  but  faces  serious 
>etition  from  Intuit,  which 
teated  a  rental  version  of 
jnting  package  QuickBooks. 
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ORACLE  The  database  giant  sells  its  e-business  suite — 
from  financials  to  procurement — over  the  Web.  Some  50 
companies  have  signed  up. 
Oracle  aims  to  have  half  its  rev- 
enues from  online  services  by 
2004. 


Outlook  0  Meter 


L0YEASE.COM  Provides  a  software  service  for  hu- 

resources  departments.  It  has  more  than  1,000  pay- 

ustomers.  Could  be 

led,  though,  if  HR  software 

PeopleSoft  remakes  its  pro- 

s  as  a  service. 
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PEOPLESOFT  It  has  barely  put  its  toe  in  the  water  by 
offering  its  regular  software  applications  over  the  Web — but 
none  have  been  created  as  a  ser 
vice.  It  has  30  customers  who 
get  their  licensed  software 
zapped  over  the  Net. 
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sting  companies  managed  sites  for 
is  of  thousands  of  companies,  usi's 
tovation  was  to  offer  the  full  array  of 
porate  applications — from  accounting 
materials  planning — as  services  de- 
ered  via  the  Web.  mc  dubbed  this 
application  service  provider. 
For  a  while,  the  computing  world  was 
ts  about  asps.  At  the  height  of  the 


mania,  in  the  fourth  quarter  of  1999, 
venture  capitalists  pumped  $2.5  billion 
into  these  companies.  That  was  half  of 
all  the  money  invested  in  new  software 
companies  that  quarter,  according  to 
McKenzie  Consulting. 

So  what  went  wrong?  The  biggest  ob- 
stacle has  been  inertia.  It's  just  plain 
hard  to  persuade  people  to  try  some- 


thing new.  In  interviews  with  more  than 
25  corporate  customers,  BusinessWeek 
found  balky  executives.  Corporate  IT  de- 
partments are  reluctant  to  give  up  con- 
trol over  their  computing  systems,  ceos 
are  worried  about  Net  security  and  fret 
about  handing  important  business  data 
over  to  another  company,  though  those 
fears  have  so  far  proven  to  be  unfounded. 

I  MISSING  LINK.  For  some,  the 
numbers  simply  don't  add  up.  "I 
just  don't  see  the  benefit,"  says 
Matthew  Abraham,  vice-presi- 
dent of  information  systems  at 
Norm  Thompson,  an  apparel  cat- 
Jalog  company  in  Portland,  Ore. 
Abraham  took  a  hard  look  at  the 
asp  services  of  both  usi  and 
I  Corio  because  he  didn't  want  to 
I  invest  in  the  equipment  and  per- 
I  sonnel  to  run  new  human-re- 
sources software  from  People- 
Soft.  His  conclusion:  He  would 
have  actually  spent  20%  more 
per  year  with  an  asp  than  if  he 
handled  everything  himself.  The 
asps  claim  they  would  have  been 
cheaper  partly  because  they  be- 
lieve Abraham  underestimates 
the  cost  of  building  and  operat- 
ing fail-safe  computing  systems 
like  the  ones  they  provide. 
When  asps  do  manage  to  land 
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BELLY  FLOP?  Techdom  hasn't 
seen  one  like  this  in  10  years 


customers,  sometimes  they  fail  to  de- 
liver the  goods.  Ben  Young,  owner  of 
Big  Blue  Hat,  a  Web-design  firm  in 
Greenville,  S.  C,  thought  he  had  found  a 
great  deal  when  he  signed  up  with 
Red  Gorilla  to  keep  track  of  his  bill- 
able hours  for  clients.  The  service  was 
cheap.  But  just  as  he  was  about  to  bill  a 


client  for  a  particularly  labor-intensive 
project,  Red  Gorilla  abruptly  shut  down 
because  it  ran  out  of  money.  "I  guess 
you  get  what  you  pay  for,"  he  says. 

Even  among  customers  who  get  sat- 
isfactory service,  there's  a  tendency  to 
move  cautiously.  At  Hershey,  for  exam- 
ple, just  one  tiny  portion  of  the  compa- 
ny, an  e-commerce  site  called  Hershey 
Direct,  has  gone  online  with  an  ASP. 


Special  Report 


The  rest  of  the  company's  computing 
systems  are  run  through  a  separate 
computing  division  that  sticks  to  run- 
ning software  the  old-fashioned  way. 

Now  asps  are  reconciled  to  slower 
growth  than  they  had  first  expected. 
That's  why  they're  focusing  on  prof- 
its. "The  market  is  much  different  than 
it  was  a  year  ago,"  says  usi  CEO  An- 
drew A.  Stern.  To  cut  costs,  usi  laid 
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off  11%  of  its  staff  in  January.  Now 
it's  asking  customers  to  pay  at  least 
20%  of  the  total  cost  of  a  contract  up 
front. 

While  usi  and  Corio  are  struggling 
to  get  on  a  winning  track,  they've  got  to 
be  wary  of  the  next  generation  of  asps 
who  are  coming  up  from  behind.  In  little 
more  than  a  year,  sales- 
force. com  has  landed 
1,700  paying  customers 
and  25,000  companies  are 
participating  in  free  try- 
outs.  NetLedger.com, 
which  provides  small- 
business  accounting  ser- 
vices, has  3,000  cus- 
tomers. It's  just  a  very 
different  proposition  than 
the  one  usi  and  Corio 
face.  Since  these  newbies 
build  their  technology 
themselves,  they  don't 
have  to  pay  a  software 
supplier  for  programs. 

It's  low-risk  for  cus- 
tomers, too.  While  sec- 
ond-generation asps  don't 
have  all  the  bells  and 
whistles  of  a  mature  soft- 
ware program  from 
PeopleSoft  or  sap,  they 
make  it  very  easy  for 
customers  to  sign  up  and 
use  the  services.  For 
NetLedger's  service,  the 
price  is  just  $9.95  a 
month  to  start.  A  corpo- 
rate customer  can  add  more  users  at 
any  time,  and  they  also  can  drop  them. 
"This  thing  saves  me  hours  or  days  of 
work,"  says  Michael  Block,  owner  of 
Block  Tax  in  Fort  Lauderdale,  Fla. 
GROWING  PAYROLL.  The  biggest  chal- 
lenge for  the  new  crop  of  asps  will  be 
attracting  big  customers.  NetLedger 
doesn't  even  try.  It's  meant  for  compa- 
nies with  less  than  100  employees. 
Salesforce  is  aiming  higher,  but  so  far 
its  largest  customer  has  just  300  users 
of  the  service.  Are  these  upstarts  going 
to  snatch  away  giant  business  software 
projects?  Not  yet.  "Maybe  in  a  few 
years  I  would  consider  working  with 
them,"  says  Nick  Amin,  vice-president 
of  information  systems  at  Cigna  Corp.  in 
Philadelphia.  "They  don't  have  all  the 
capabilities  that  I'd  need  at  this  point" — 
such  as  sophisticated  risk-analysis  tools. 
That's  already  starting  to  change.  The 
upstarts  are  quickly  adding  such  fea- 
tures as  sales  forecasting.  And  their 
deals    are    getting   bigger,    too.    Em- 


ployease,  an  Atlanta-based  human- 
sources  service,  has  seen  its  averd 
customer  size  increase  from  9(5  emph 
ees  to  441  employees  during  2000.  "I 
supporting  500  people  with  E 
ployease,"  says  Reed  Vickerman,  vi 
president  of  information  technology 
Copper  Mountain  Networks  Inc.  in  P 
Alto,  Calif.  "Adding  more  would  j 
be  a  matter  of  clicking  a  button." 

The  software  giants  can't  turn  or 
dime  like  the  upstarts,  but  they 
quickly  becoming  forces  to  reckon  wi 
The  furthest  along:  Intuit  Corp.,  the 
billion  maker  of  financial  and  tax  si 
ware  for  small  businesses  and  cc 
sumers.  Already,  Intuit  is  reaping  mc 
than  20%  of  its  revenues  from  onli 
services.  Every  piece  of  packaged  In 
it  software,  from  the  QuickBooks  i 

HOW  IT  WORKS 

Here's  a  step-by -step  on  how  to  use 

an  ASP.  NetLedger.com  customer 

Michael  Block,  owner  of  Block  Tax 

a  bookkeeping  and  tax-prepara 

lion  service,  started  using  the 

accounting  service  last  May. 


■ 


SIGN  UP  Block  finds  Net 
Ledger  Web  site  and  order: 
a  $9.95-per-month  online 
accounting  service.  Seventeen  of 
Block's  clients  also  have  signed 
up — each  paying  their  own  month 
ly  fee. 


MOVE  RECORDS  ONLINI 

Block  logs  onto  the  Net- 
Ledger  site,  points  his  cur 
sor  to  an  Intuit  QuickBooks  file  on 
his  computer,  and  the  NetLedger 
site  automatically  uploads  the 
bookkeeping  data.  Block  receives 
an  e-mail  alert  when  it's  done. 


CYBER  BOOKKEEPING  Block 

signs  on  to  the  site  with  a 
password.  He  works  on  his 
accounts  or  those  of  his 


S 


clients.  (Clients  can  limit  his  ac- 
cess.) He  and  a  client  look  at  the 
same  Web  page  and  talk  about  it 
over  the  phone.  Calculating  tools 
assure  accuracy.  The  data  is 
backed  up. 


DOING  RETURNS  NetLedger  does 
not  allow  for  online  filing 
of  tax  returns.  So  Block 
prints  out  bookkeeping 


1040 


data  and  manually  enters  it  into  a 
tax-preparation  program  from 
another  company.  NetLedger 
hopes  to  fix  this  problem  by  next 
year. 


ON  A  CLEAR  DAY,  YOU  CAN  SEE 


THE  FUTURE  OF  YOUR  BUSINESS 


Consulting  So  vices 
Financial  Planning 

I'rt/m in, mi i   Management 

Technology  Services 

International  Services 

hi/iii  malum  Integrity 

Assurance  Set  vices 


You  don't  need  a  I  rystal  I), til  to  sec  the  future  of  your  business.  You  just 
need  ,t  CPA.  Willi  their  insight,  knowledge  and  foresight,  CPAs  can  help 
you  a<  liicvc  top  |»i  lot  malice  in  a  rapidly  changing  business  environment. 
The)  sec  the  openings  others  overlook.  They  see  the  ones  to  avoid. 
So  you  (  an  (  leat  l\  see  what's  ahead  for  your  business. 
I  In  (  l'\   Nevei  underestimate  the  value.*" 


counting  program  to  TurboTax,  has  an 
online  counterpart. 

While  Intuit  has  the  jump  on  its 
brethren,  other  major  software  mak- 
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ers  vow  to  excel  at  delivering  their 
software  as  services.  Software  heavy- 
weights such  as  SAP,  Oracle,  and  Peo- 
pleSoft  have  a  distinct  advantage  over 
the  first-generation  asps  when  it  comes 
to  profit  margins.  They  don't  have  to 
buy  somebody  else's  software — they 
make  it  themselves.  In  the  past  year, 
Oracle  doubled,  to  100,  the  number  of 
customers  using  its  finance,  manufac- 
turing, and  customer-service  applica- 
tions online.  With  SAP,  16  asps  are 
hosting  its  applications  for  150  cus- 
tomers. In  early  February,  sap  said  it 
had  begun  selling  services  directly  to 
customers. 

Microsoft  is  going  at  this  market  a 
bit  differently.  While  it  offers  its  Office 
desktop  applications  to  customers 
through  a  handful  of  hosting  services, 
its  main  goal  is  to  provide  a  software 
platform  for  corporations  and  asps  to 
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INSURGENT  Salesforce's  Benioff  derides  traditional  software 


build  upon — the  so-called  .Net  technol- 
ogy. As  part  of  Microsoft's  $50  million 
investment  in  usi  last  fall,  the  upstart 
agreed  to  offer  customers  services 
based  on  Microsoft's  technology.  But 
Microsoft  faces  stiff  competition  from 
Sun  Microsystems  Inc.  and  Oracle, 
which  also  supply  foundation  technolo- 
gies for  Net  services.  Upstarts  such 


as  salesforce.com  and  NetLedger  b| 
their  systems  on  Sun's  heavy-dj 
Unix  operating  system  and  use  Ora 
databases.  Would  they  ever  retool  I 
Microsoft?  "No  way,"  says  NetLedJ 
CEO  Evan  Goldberg.  "We  don't  tr 
Microsoft  software  is  ready  for 
line  service." 

Making  the  transition  from  the  trd 


SMOKING  OUT  THE  SMART  BUYS 


Someday,  most  corporate  software  may  be  served  up 
to  the  world's  office  workers  from  far-flung  Web 
sites.  But  for  now,  picking  winners  among  applica- 
tion service  providers  that  have  gone  public  is  like  shop- 
ping for  property  on  a  volcanic  island:  What  looks  like 
prime  oceanfront  digs  one  day  could  be  turned  to  cinders 
by  flowing  lava  a  month  or  two  later.  In  two  years,  more 
than  15  asps  have  gone  public,  and  though  many  of  them 
enjoyed  some  popularity  with  investors  initially,  in  the 
past  year  they've  lost  an  average  of  83%  of  their  value. 
Still,  there  are  plenty  of  opportunities  for  investors. 


THE  UP-AND-COMERS 


PUBLIC 


it 


EXULT  Runs  human-resources  software.  With  customers  like  Bank  of  America 
may  have  staying  power.  Stock  is  at  $12,  up  18%  since  its  June,  2000,  IPO. 

VERISIGN  The  king  of  delivering  Web-site  security  as  a  service.  One  of  the  few 
ASPs  with  an  operating  profit.  Stock  is  at  $56,  down  78%  from  its  peak,  so  this 
could  be  a  buying  opportunity. 


NOT     YET     PUBLIC 


LOUDCLOUD  Web-browser  pioneer  Marc  Andreessen's  startup  manages  computer 
and  software  operations  for  e-businesses.  It  has  filed  to  go  public. 

JAMCRACKER  Combines  products  from  a  handful  of  software  makers  into  a  sin- 
gle offering  dished  out  over  the  Web.  It's  a  novel  approach,  but  with  the  first  cus- 
tomers announced  just  five  months  ago,  an  IPO  is  not  imminent. 


Chief  among  them  is  VeriSign  Inc.,  which  owns  about 
75%  of  the  market  for  Web-site  encryption  services.  Wit 
its  stock  down  78%  from  its  peak,  to  around  $56,  and  th 
company  generating  $46  million  in  profits  last  quarter 
before  merger-related  charges,  some  analysts  feel  it's  a 
good  time  to  buy.  Another  solid  citizen:  Exult  Inc.,  whic 
provides  human-resources  applications,  managing  every 
thing  from  payroll  to  benefits.  The  upstart  recently  inke 
a  10-year  deal  with  Bank  of  America,  helping  push  its 
stock  to  $12 — some  18%  above  its  June  IPO.  "We  like 
asps  that  handle  one  business  better  than  anyone  else," 
says  Merrill  Lynch  &  Co.  ana- 
lyst Bob  Stimson. 

Some  of  the  biggest  poten- 
tial winners  haven't  gone  pub- 
lic yet.  A  handful  of  the 
newest  asps  are  automating 
software  deployment  and  bet- 
ter integrating  applications 
that  weren't  built  to  work  to- 
gether. Upstarts  Jamcracker, 
Agilera  Inc.,  and  Loudcloud 
are  developing  "smart"  online 
software.  "Some  of  the  best 
companies  have  yet  to  come," 
says  CIBC  World  Markets  ana- 
lyst Stephen  .1.  Murphy.  Judg- 
ing by  what's  already  avail- 
able, that's  welcome  news. 

By  Ben  Elgin 
in  San  Mateo,  ( 'al\f, 
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tional  software  business  to  services 
won't  be  a  snap  for  the  established  gi- 
ants. They've  got  to  retool  their  tech- 
nologies to  run  smoothly  on  the  Web. 
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And  they've  got  to  tinker  with  their 
business  models  without  upsetting  quar- 
terly earnings — shifting  from  their  de- 
pendency on  huge,  up-front  license  pay- 
ments to  monthly  fees. 


Rather  than  mess  with  something 
that's  working  well,  some  of  the  estab- 
lished software  companies  are  opting 
out  of  the  asp  business — at  least,  for 
the  time  being.  Consider  Check  Point 
Software  Technologies  Ltd.,  which  sells 
firewall  software  that  protects  corpora- 
tions from  intrusions  by  thieves  or  hack- 
ers. It's  deeply  committed  to  a  network 
of  1,000  distributors  that  handled  90%  of 
its  $425  million  in  revenues  last  year. 
Offer  services  directly  to  customers? 
"We  could  never,  never  do  that,"  says 
Check  Point  ceo  Gil  Shwed. 


Shwed,  however,  may  be  in  the 
nority.  Most  established  companies 
gung-ho  for  offering  software  servic 
"If  software  companies  don't  do  thi 
maybe  not  today  but  somewhere  do^ 
the  line — they  are  going  to  die,"  s; 
Tim  Chou,  president  of  Oracle  Busin 
OnLine.  That  may  be  too  dire  a  p: 
diction.  However,  given  the  volatility 
the  software  business  these  days, 
makes  sense  for  them  to  at  least  hedj 
their  bets. 

With  Jay  Gree 
in  Seat 


HOW  TO  PROTECT  YOURSELF  IF  YOUR  ASP  GOES  AWOL 


It  didn't  seem  like  such  a  risky 
move  at  the  time  for  Michael  Os- 
born,  the  vice-president  for  sales 
and  technology  at  eVineyards.com, 
an  online  wine  shop.  Two  years  ago, 
he  hired  Pandesic,  a  joint  venture  of 
tech  giants  Intel  Corp.  and  sap,  to 
run  his  company's  e-commerce  sys- 
tems. He  was  "sure  sap  and  Intel 
would  never  let  it  go  under." 

Bad  bet.  They  did  exactly  that. 
Frustrated  by  their  inability  to  make 
money  off  the  service  for  small-  to 
medium-size  companies,  the  two  an- 
nounced Pandesic's  demise  last  July. 
They  didn't  abandon  customers 
overnight,  instead  giving  them  five 
months  to  find  a  new  supplier.  "We 
could  have  just  shut  it  down.  But  we 
didn't  do  that,"  says  Eric  Rubino, 
chief  operating  officer  of  sap  Ameri- 
ca Inc.  Still,  it  irks  Osborn.  "Was  it 


the  best  time  to  do  it,  right  before 
the  holidays?"  asks  Osborn.  "I  don't 
think  so." 

Only  a  few  Web-site  managers 
have  had  to  live  through  an  applica- 
tion service  provider  meltdown,  but 
Osborn  is  expected  to  have  plenty  of 
company  before  too  long.  Market  re- 
searchers expect  up  to  60%  of 
the  500  or  so  asps  to  fail 
within  the  next  year, 
your  asp  goes  out  of 
business,  you  could 
face  a  nightmare  of 
expenses,  lost  data, 
and,  potentially,  days 
without  crucial  comput 
ing  systems. 

If  you  haven't  signed  up  yet, 
think  hard  about  whether  it's  a  good 
idea.  If  you  decide  to  go  ahead,  pro- 
tect yourself.  For  starters,  pick  a 


SURVIVAL  TOOLS 

Here's  how  to  avoid  trouble  when  you  buy  software  delivered  over  the  Net 
by  an  application  service  provider. 

I    ^|  DO  A  BACKGROUND  CHECK  An  ASP  dishes  up  software  that 
J^H  is  vital  to  your  business,  so  make  sure  the  company  has  a 
l£- — I  track  record  for  reliability.  Does  it  have  enough  financial 
backing  to  stay  in  business?  If  your  ASP  goes  under,  it  could  take 
your  company  data  with  it. 


j=^T]  GET  A  SERVICE  GUARANTEE  A  high-quality  ASP  offers 
«/\|  contracts,  guaranteeing  speed  and  reliability  of  service. 

Customers  usually  pay  more  for  this,  but  it  may  be  worth  it.  In 


s 


some  cases,  the  ASP  will  refund  payments  if  it  fails  to  meet  obligations. 

PLAN  FOR  A  DISASTER  Prepare  for  the  worst.  That  means 
lining  up  an  alternative  ASP.  Consider  putting  something  in  your 
contract  requiring  the  ASP  to  transfer  your  company  data  to 
another  service  provider  if  it  runs  into  trouble. 

GET  INSURANCE  Yes,  there  is  such  a  thing.  In  2000,  insurers 
such  as  Lloyd's  of  London  began  offering  policies  to  deal  with 
ASP  issues  like  lost  data  and  computer  viruses.  Ask  your  ASP  if 
t  offers  insurance.  If  not,  get  a  policy  from  another  source. 


company  that's  well  funded  and 
headed  toward  profitability.  It's  prob- 
ably safest  to  go  with  an  asp  that's 
already  public,  since  you  can  see 
their  balance  sheet.  Get  a  guarantee 
of  service  in  writing — and  make  sure 
the  asp  is  on  the  hook  to  pay  a 
penalty  if  they're  not  up  to  snuff. 
As  the  ultimate  fallback,  have  a 
strategy  in  place,  including  financial 
insurance,  should  an  asp  tank.  "We're 
working  with  our  it  department ...  to 
back  us  up  if  there  are  any  prob- 
lems," says  Carey  Eisenhower,  Inter- 
net marketing  manager  of  Hershey 
Direct,  which  buys  services  from 
usinternetworking  Inc. 

The  warnings  came  too  late  for 
eVineyards.com's  Osborn.  He  ended 
up  O.  K.,  moving  over  to  Intel  Online 
Service  Group  Inc.  Unlike  Pandesic, 
Intel's  customers  buy  their  own  soft- 
ware, which  Intel  hosts  for  them  at 
its  data  centers.  It's  a  proven  strate 
gy.  sap  claims  to  have  learned  from 
the  Pandesic  flop,  too.  Let's  hope  so. 
Last  month,  it  started  its  own  asp. 

By  Jim  Kcrslctli'r 
in  San  Mateo,  Calif. 
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Want  to  give  your  business  a  competitive  advantage?  Move  to  a  bigger  office. 


access 
company  network 

:hedule  meetings 

update  calendar 

send  corporate 
e-mail 


The  Sprint  PCS  Wireless  WebSM  for  business  gives  your  employees  a  fast,  secure  connection 
to  your  company's  network,  even  when  they're  out  of  the  office.  With  their  wireless  Internet- 
ready  Sprint  PCS  Phone™  they  can  submit  reports,  place  orders,  send  and  receive  e-mail, 
even  access  Microsoft  Exchange  and  Siebel  eBusiness  Applications  -  all  in  real  time. 
Plus,  they'll  enjoy  crystal-clear  calls,  thanks  to  the  only  all-digital,  all-PCS  nationwide 
network  serving  more  than  300  major  metropolitan  areas  and  all  major  airports. 
To  start  making  your  business  more  productive,  call  1-888-214-1559  or  visit  sprintpcs.com. 


Sprint 


The  Sprint  PCS  Clear  Wireless  Workplace!  Because  business  can't  wait5 


Sprint  PCS 
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By  Anthony  Bianco 
and  Pamela  L.  Moore 

One  morning  last  May, 
G.  Richard  Thoman  ar- 
rived for  work  to  find  an  ur- 
gent summons  from  Paul  A.  Allaire, 
the  man  he  had  replaced  as  chief  execu- 
tive of  Xerox  Corp.  just  13  months  earlier. 
Allaire,  who  had  remained  as  chairman,  was  waiting 
next  door  in  his  office  at  Xerox  headquarters.  A  man  of 
few  words  even  on  happy  occasions,  Allaire  delivered 
the  bad  news  without  preamble.  He  said  that  Thoman's  col- 
leagues had  lost  confidence  in  him  and  that  the  next  afternoon 

the  board  would  announce 
his    resignation.    In    other 
words,  Thoman,  who  had  left 
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IBM  in  1997  to  join  Xerox  as  heir  apparent  to  Allaire,  would  be  out  of 
a  job  in  about  30  hours. 

Thoman  was  livid,  but  obligingly  fell  on  the  sword  Allaire 
handed  him.  Late  the  next  day,  after  the  board  had  announced 
Allaire's  reinstatement  as  CEO,  Thoman  sat  alone  in  a  Xerox 
conference  room  and  fielded  calls  from  the  press.  "The  board 
and  I  agreed  that  it  made  more  sense  to  implement  our 
strategy  with  an  internal  team,"  he  told  one  caller.  Actu- 
ally, he  could  only  guess  at  what  his  fellow  directors 
wanted.  Thoman  had  not  been  invited  to  the  board 
meeting  or  even  asked  to  defend  himself  by  speaker- 
phone.  He  had  been  fired  in  absentia,  the  bizarre 
but  perhaps  inevitable  outcome  of  a  ceo  suc- 
cession that  had  begun  so  promisingly  yet 
ended  in  utter  disaster  for  Allaire  and 
Xerox  no  less  than  for  Rick  Thoman. 

Xerox'  failures  to  com- 
mercialize  the   break- 
throughs made  in  its  fa- 
!  mous  Palo  Alto  Research 
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Center  (parc)  in  the  1970s  and  1980s— 
including  the  personal  computer — have 
been  thoroughly  documented.  It  is  also 
common  knowledge  that  over  the  past 
few  years  the  company  fumbled  the  digital  future  yet 
again  by  badly  underestimating  the  inkjet  printer,  a  de- 
ceptively humble  device  around  which  Hewlett-Packard 
Co.  has  built  a  profitable  division  larger  now  than  all  of 
Xerox.  What  is  not  well  understood — what  has  been  hidden  until 
now  behind  the  silence  of  its  participants — is  that  Xerox'  downfall 
was  also  rooted  in  executive-suite  discord  so  intractable  as  to 
amount  to  corporate  civil  war.  This  is  the  story  of  the  management 
fiasco  at  Xerox,  based  on  exclusive  interviews  with  Allaire, 
Thoman,  and  many  other  company  executives,  past  and  present. 

The  Inside  Story  of  the 

Management  Fiasco 
at  Xerox 

On  one  side  of  the  struggle  were  Thoman, 
the  perpetual  outsider,  and  a  small  coterie  of 
like-minded  executives,  mostly  newcomers  to 
the  company.  Pitted  against  them  were  Al- 
laire, the  consummate  Xerox  insider,  and 
most  of  the  senior  management  team  he 
had  assembled  since  he  was  first  named 
ceo  in  1990.  This  is  a  saga  in  which  nei- 
ther of  the  two  principal  antagonists  fits 
comfortably  into  the  role  of  villain.  Each 
man's  reach  exceeded  his  grasp  by  an  ulti- 
mately ruinous  margin,  but  neither  seems  to 
have  acted  from  venal  motives  or  indifference  to 
the  greater  good  of  the  company  and  its  share- 
holders. Allaire,  now  62,  and  Thoman,  56, 
shared  a  basic  belief  that  Xerox  needed  to 
reifwent  itself  to  succeed  in  the  Digital 
Age.  In  the  end,  though, 
each    would    blame    the 


BY  STAYING  ON,  ALLAIRE 
UNDERMINED  HIS  NEW  CEO 
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XEROX'  HISTORY: 
THE  HIGHS  AND  LOWS 

Once  synonymous  with 
corporate  success  and 
technological  innovation, 
Xerox  is  now  struggling  with 
losses  and  a  leaden  stock- 
not  to  mention  a  reputation 
for  fumbling  high-tech 
opportunities 
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1959  Launches  the  Xerox  914,  the 

first  automatic,  plain-paper  office 
copier — which  becomes  the  top-selling 
industrial  product  of  all  time. 

1961  Shares  list  on  the  New  York  Stock 
Exchange.  Xerox  becomes  one  of  the 
great  growth  stocks  of  the  go-go  era. 


1970  Opens  Palo  Alto  Research 
Center,  birthplace  of  the  person;  .. 
computer,  laser  printer,  and  Eth 
much  of  the  technology  goes 
unexploited  by  Xerox. 

1982  Visionary 
leader  David  T. 
Kearns  become 
CEO,  facing  a  <  ^ 
competitive  thr 
from  Japanese 
pioneering  low- 
copiers. 

1983  Begins  a  disastrous  foray 
financial  services  with  purchase  o 
&  Forster  insurance  group;  later  b 
brokerage  and  life-insurance  com|   - 


other  for  screwing  up  the  implementation  of  the  strategic  plan 
they  developed  together. 

Thoman  contends  that  he  never  had  the  authority  he  need- 
ed to  be  an  effective  leader  because  Xerox'  board,  dominated 
by  Allaire,  denied  him  the  crucial  prerogative  of  assembling  a 
full  management  team  of  his  own.  "The  analogy  to  my  expe- 
rience would  have  been  if  Lou  Gerstner  had  tried  to  turn 
around  ibm  with  John  Akers  still  there — and  without  his 
own  team,"  he  says.  However,  Allaire  insists  that  he  did 
nothing  to  impair  Thoman's  authority.  "There  can  only  be  one 
CEO,  and  I  respected  that,"  he  says,  adding  that  Thoman 
erred  in  forcing  a  pace  of  change  on  Xerox  that  it  simply 
could  not  withstand.  "The  problem  Rick  had 
was  he  did  not  connect  well 
enough  with  people  to  get  a 
good  feel  of  what  was  going 
on  in  the  organization  and 
what  was  and  wasn't  possible." 
ONCE-HOT  STOCK.  Less  than  two 
years  ago,  Xerox  looked  to  be  a  com- 
pany on  a  roll.  Earnings  were  rising 
smartly,  and  investors  were  bidding  up 
its  shares  in  a  market  enthralled  with  all 
things  tech.  Xerox  hit  a  record  high  of 
nearly  $64  a  share  in  May,  1999,  just 
three  weeks  after  Thoman  replaced 
Allaire  as  ceo.  Today,  the  stock 
trades  around  $7,  a  few  dol- 
lars above  the  price  at 
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XEROX  LOST  ITS 
HOLD  ON  COPIERS... 


which  it  listed  on  the  New  York  Stock  Exchange  in  1961. 
evisceration  of  $38  billion  in  shareholder  wealth  already  qi: 
ifies  Xerox  as  a  corporate  catastrophe  of  the  first  order.  A  If 
the  company's  woes  are  not  over  yet — not  by  a  long  shot. 
Xerox  posted  a  loss  of  $198  million  over  the  last  thi 
months  of  2000,  the  largest  quarterly  loss  in  a  decade, 
even  the  most  optimistic  forecast  (its  own),  the  company  \ 
not  edge  back  into  the  black  until  the  second  half  of  t 
year,  at  the  earliest.  With  $2.6  billion  in  debt  coming  c    iul 
this  year  and  a  $7  billion  bank  loan  looming  in  2002,  Xer  \i 
is  cutting  spending,  firing  workers,  and  trying  to  ra 
as  much  as  $4  billion  by  selling  off  assets.  Its  take  to  da 
$550  million. 

Anne  M.  Mulcahy,  a  popular  24-year  Xerox  vete 


...AND  FLUBBED 
DESKTOP  PRINTERS.! 


HEWLETT-PACKARD 
EPSON 
CANON 
LEXMARK 
XEROX 
OTHER 


,  *- 


.aunches 
digital 
;,  creating 
'e  new 
;  Paul  A. 
named 
xecutive. 

)ecides  to 

ancial 

S; 

ices  first 

ayoffs, 

ig  workforce 


MARCH,  2000 

Announces 
5,200  more 
layoffs. 

MAY,  2000 

Allaire  ousts 
Thoman  and 
returns  as  CEO. 

DECEMBER, 
2000  Reports 
largest  quarterly 
loss  under  Allaire. 
Stock  hits  $7. 

JANUARY,  2001  Announces  4,000 
layoffs.  Company  again  forced  to  deny 
it  has  plans  to  file  for  Chapter  11 
bankruptcy.  Leveraged  buyout  firms 
begin  serious  discussions  for  a 
minority  stake  in  Xerox. 


1995  Introduces 
digital  copier, 

opening  vast 
new  market  and 
creating  a 
$3  billion-a-year 
business.  But 
success  blinds  it 
to  threat  of 
desktop  printers. 


1997  Rick  Thoman  leaves  IBM  to 
become  president  and  COO. 

1998  Sells  Crum  &  Forster  at  huge 
loss;  slashes  an  additional  9,000  jobs, 
taking  $1  billion  write-off. 

1999  Shares  hit  peak  of  $64  as 
Thoman  is  named  CEO.  But  quick 
attempts  to  overhaul  hidebound 
culture  backfire.  Earnings  and  shares 
plummet.  U.S.  inkjet  printer  sales  hit 
$5.2  billion,  with  50%  controlled  by 
Hewlett-Packard.  Xerox  logs  2%  share. 


promoted  to  president  and  chief  operating  of- 
;r  when  Thoman  was  fired,  astonished  analysts  in  October 
conceding  that  Xerox  has  "an  unsustainable  business 
•del."  Mulcahy  later  backed  away  from  this  statement, 
ang  that  she  meant  only  that  the  company  needed  to  cut 
;rating  costs  and  redirect  investment  from  money-losing  to 
;h-margin  businesses.  Shrinking  Xerox  down  to  the  scale  of 
diminished  prospects  may  be  prudent  but  does  not  a  new, 
(tainable  business  model  make.  "I  hear  about  asset  sales, 
)ut  refinancing,  but  I  don't  hear  anyone  saying  convincingly, 
ire  is  our  future,'"  says  a  senior  Xerox  sales  executive. 
Tiat  I  see  is  a  retreat  back  into  the  comfort  zone  of  the 
y  things  used  to  be  before  Rick  Thoman." 
The  prevailing  view  is  that  the  company  will  avoid  the  hu- 


CAUSING  NET  INCOME 
TO  FALL  OFF  A  CLIFF... 


...AND  INVESTORS 
TO  FLEE  THE  STOCK 


Data:  Gartner/Dataquest.  company  reports,  CS  First  Boston,  Bloomberg  Financial  Markets 


miliation  of  Chapter  11  bankruptcy.  On  the  other  hand,  fi- 
nancial management  has  not  exactly  been  Xerox'  strong  suit 
of  late.  The  company  just  fired  13  employees  of  its  Mexican 
subsidiary,  accusing  them  of  doctoring  the  unit's  books  to 
make  its  performance  look  better  than  it  really  was.  Xerox 
took  write-offs  of  $119  million— a  hefty  sum  for  a  subsidiary 
with  revenues  of  $400  million.  The  company  maintains  that  no 
one  at  headquarters  was  complicit  in  the  abuses  and  that  its 
internal  audit  controls  are  adequate.  However,  Xerox  will 
not  have  the  last  word  on  these  issues.  The  Securities  &  Ex- 
change Commission  is  investigating,  and  Xerox  and  its  man- 
agement have  been  hit  with  at  least  11  shareholder  suits. 
BRAZIL  BROUHAHA.  Doubts  about  Chief  Financial  Officer  Bar- 
ry D.  Romeril's  stewardship  go  beyond  the  issue  of  Xerox'  ac- 
!■■■■■  counting  integrity.  In  1999,  the  company  lost 
13%,  or  $1  billion,  of  its  net  worth  because  of  for- 
eign-currency losses,  mostly  in  Brazil.  Analysts 
were  stunned  that  Xerox  would  have  left  such  a 
big  chunk  of  its  equity  exposed  to  the  vagaries  of 
the  notoriously  volatile  Brazilian  economy.  Xerox 
suffers  from  "a  clear  deficiency  in  financial  over- 
sight," contends  Richard  J.  Lane,  a  vice-president 
of  Moody's  Investors  Service,  which  downgraded 
Xerox  bonds  to  junk  status  last  year.  Adds  one 
stock  analyst:  "I  can't  believe  that  Romeril  is 
still  there."  Romeril  declined  to  be  interviewed. 
If  Thoman  had  had  his  way,  Romeril  would 
not  still  be  at  Xerox.  He  says  that  he  wanted  to 
replace  Romeril  but  was  told  by  Allaire  that  the 
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Allaire's  Xerox  has  been  far  better  at  proclaim  ik 


X* 

^^^^H^L     board   would   not    countenance   his  dis- 
^^^  ^^^      missal.  Allaire  disputes  this  but  dues 

^^^^^  ^^^^^^  acknowledge  that  all  was  not  well 
between  Thoman  and  Romeril.  "Clearly,  there  was  a  per- 
sonality conflict,"  he  says.  "Rick  had  lost  some  degree  of  con- 
fidence in  Barry  and  was  not  as  accepting  of  Barry's  advice 
as  Barry  thought  he  should  be."  By  late  1999,  Allaire  says, 
Romeril  had  agreed  to  remain  as  cfo  only  as  long  as  it  took 
to  find  a  replacement.  Thoman  drove  to  work  on  May  10  in- 
tending to  offer  the  cfo  job  to  a  man  he  had  interviewed 
several  times.  He  never  got  the  chance,  because  May  10  was 
the  day  Allaire  canned  him. 

Thoman  says  now  that  he  erred  in  not  insisting  that  Allaire 
also  step  down  as  chairman  when  he  transferred  the  CEO  ti- 
tle. It  wasn't  that  Allaire  bossed  Thoman  around.  The  two 


RICHARD  THOMAN 


Former  CEO, 
Xerox  Corp. 


Thoman  contends  he  never  had 
a  chance  to  be  effective.  "The 
analogy  to  my  experience  would 
have  been  if  Lou  Gerstner  had 
tried  to  turn  around  IBM  with 
John  Akers  still  there-and 
without  his  own  team" 


worked  out  an  arrangement  by  which  Allaire  would  be  per- 
mitted to  attend  top  management  meetings,  but  only  if  he 
promised  not  to  speak.  Although  Allaire  was  as  good  as  his 
word,  he  undermined  his  successor  by  his  mere  presence. 
Says  one  former  top  executive:  "I  knew  it  was  doomed  to  fail 
when  Rick  and  Paul  would  be  in  the  same  meeting  and  the 
line  of  eyes  around  the  table  would  keep  focusing  on  Paul 
even  though  Rick  was  doing  all  the  talking." 

The  irony,  no  doubt  a  bitter  one  for  all  concerned,  is  that 
Allaire  yearned  to  leave  Xerox  behind  and  take  full  retire- 
ment. But  duty — and  his  board — would  not  let  him.  "Even  be- 
fore the  transition,  Paul  thought  he  should  step  aside  and  be 

on  his  way,"  says 
Nicholas  J.  Nicholas 
Jr.,  a  former  CEO  of 
Time-Warner  Inc.  and 
a  longtime  Xerox  director.  "But  a  number  of  people  on  the 
board  wanted  him  to  stay  [as  chairman]  because  Rick  was  an 
outsider.  The  thinking  was,  'We  like  what  we  see  so  far  with 
Rick,  but  we'd  like  you  to  be  here,  just  in  case.'" 

Xerox'  bungled  CEO  succession  is  an  object  lesson  in  the 
difficulty  of  reinventing  an  old-line  company.  For  a  good  20 
years  now,  Xerox  executives  have  been  restructuring,  re- 
vamping, and  repositioning  virtually  nonstop.  But  in  the  last 
analysis,  Allaire's  Xerox  has  been  far  better  at  proclaiming 
the  need  for  change  than  actually  making  change.  "There 
was  always  a  huge  gap  between  the  visionary  aspirations  the 
company  nominally  was  pursuing  and  what  it  actually  drove 
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employees  to  do,"  says  a  former  senior  Xerox  executi    - 

There  was  a  time  when  Xerox  embodied  visionary  aspi 
tions  realized.  Throughout  the  1960s,  the  company  was  as  ] 
tent  a  symbol  of  the  transformational  power  of  technology 
novation  as  Apple  Computer  Inc.  and  Microsoft  Corp.  woi  ■'<■; 
be  later.  Xerox  is  descended  from  the  Haloid  Co.,  a  pho 
graphic  supply  company  founded  in  Rochester,  N.  Y.,  in  19 
Under  Joseph  C.  Wilson,  its  longtime  leader,  Haloid  spent 
years  and  virtually  all  of  its  income  to  develop  the  914,  t 
first  xerographic  copier.  Introduced  in  1959,  the  new  cop 
was  a  money  machine  nonpareil.  By  the  time  the  914  was 
tired  in  1973,  it  was  the  biggest-selling  industrial  product 
all  time,  and  Xerox  was  in  the  dictionary  as  a  synonym 
photocopy. 

Success  spoiled  Xerox,  in  a  sense.  To  sustain  its  raj 


growth,  it  needed  to  move  beyond  copiers,  but  what  co 


ever  measure  up  to  the  70%  gross  profit  margins  of  the  9 
Xerox  was  defined  as  "the  copier  company"  in  its  very  D 
blinding  it  to  the  enormous  commercial  potential  of  par 
many  innovations.  Attempts  to  buy  its  way  into  new  bi 
nesses  were  equally  unsuccessful.  Whether  it  was  mainfra 
computers  or  financial  services,  Xerox  tended  to  buy 
wrong  company  at  the  wrong  price  and  then  run  it  into 
ground.  Novelty  in  any  form  simply  was  no  match  for 
well-heeled  copier  bureaucracy — or  "Burox" — spawned 
the  phenomenal  success  of  the  914. 

CUT-PRICE  COMPETITION.  Burox  almost  was  the  death  of  Xei 
The  company's  xerography  patents  began  expiring  in  the  € 
ly  1970s,  and  its  95%  share  of  the  market  dwindled.  By  1£ 
its  portion  of  the  U.  S.  copier  business  had  declined  to  13% 
der  an  onslaught  of  cut-price  copiers  imported  from  Jap 
Through  sheer  force  of  personality,  CEO  David  Kearns,  a  fori 
I  km  marketing  executive,  inspired  the  Xeroid  masses  to  com 
to  elaborate  Japanese-style  programs  to  improve  product  q 
ity  and  pare  manufacturing  cost.  Rejuvenated,  Xerox 
claimed  lost  market  share  at  home  and  by  1990  was  & 
taking  business  away  from  Canon  and  Ricoh  in  Japan. 

In  keeping  with  Xerox  tradition,  Kearns  stepped  do 
as  CEO  in  1990,  when  he  turned  60,  and  yielded  to  Allaire. 
son  of  a  Massachusetts  vegetable  farmer  turned  quarry 
erator,  Allaire  had  joined  Xerox  in  1966  and  worked  his  v 
up  through  the  finance  and  administration  ranks.  Kearns 
mained  as  chairman,  but  not  for  long.  Just  nine  months  BJ 
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need  for  change  than  at  actually  making  change 


aire  became  ceo,  Keams  resigned  from  the  board  to  accept 
•  No. 2  spot  al  the  Education  Dept.  in  the  Bush  Adminis- 
tion.  "I  had  zero  involvement  in  Xerox  during  the  two 
its  I  was  in  Washington,"  Kearns  says  now.  "And  I  never 
nt  back  on  the  board." 

I  Tree  to  act  on  his  belief  that  Xerox  needed  new  blood,  Al- 
•e  remade  senior  management  with  executives  imported 
m  the  outside.  The  two  Allaire  recruits  who  would  rise  to 


PIERRE  DANON 


Former  President, 
Xerox  Europe 

In  a  rare  success 

at  executive  reshuffling, 

Thoman  managed 

to  promote  distribution 

chief  Danon  to  head 

of  European  operations 


highest  rank  were  Romeril,  formerly  finance  director  of 
tish  Telecommunications,  and  William  F.  Buehler,  an  affa- 

sales  executive  from  AT&T.  Allaire  developed  close  rela- 
lships  with  both  men,  especially  Buehler,  who  spent  so 
ch  time  with  the  boss  socially  that  they  were  presumed  in- 
i  the  company  to  be  best  friends.  Buehler,  who  recently  re- 
id,  declined  to  be  interviewed. 

'{earns  brought  Xerox  back  from  the  abyss  in  the  copier 
siness  only  to  jeopardize  its  future  anew  by  putting  the 
ipany  into  property  and  casualty  insurance  on  a  grand 
le.  By  the  time  Allaire  took  over,  Xerox'  balance  sheet 
I  been  crippled  by  billions  of  dollars  in  insurance  liabili- 
!.  This  time,  Allaire  saved  Xerox,  methodically  disen- 
gling  the  company  from  insurance  and  other  ftnancial-ser- 
;s  businesses.  He  also  got  Xerox'  stock  moving  again  with 
itreet-pleasing  mix  of  cost-cutting  and  new  product  in- 


troductions, including  the  first  digital  copier — Document 
Center.  With  great  fanfare,  Xerox  rebranded  itself  as  "The 
Document  Company"  in  1994,  signaling  its  ambition  to  move 
far  beyond  copiers  as  the  growth  of  desktop  computing 
stimulated  huge  increases  in  the  number  of  documents  being 
created. 

In  keeping  with  accepted  management  practice,  Allaire 
had  discussed  succession  prospects  with  his  board  a  couple 
times  a  year  since  the  early  1990s.  There  were  several  in- 
ternal candidates  for  a  time,  but  none  panned  out.  In  late 
1996,  the  board  decided  to  create  the  new  position  of  presi- 
dent and  chief  operating  officer  and  to  go  outside  to  fill  it  with 
someone  who  could  move  up  to  CEO  in  a  year  or  two. 
Through  the  executive-recruiting  firm  Ramsey  Beirne  Asso- 
ciates, Xerox  found  Thoman,  the  52-year-old  chief  financial  of- 
ficer of  IBM.  Says  Allaire:  "We  were  looking  for  a  change 
agent,  and  he  seemed  to  be  a  perfect  match." 
BEST  SHOT.  Thoman  had  spent  his  entire  business  career 
working  for  Louis  V.  Gerstner,  first  at  McKinsey  &  Co., 
then  American  Express  and  rjr  Nabisco.  At  IBM,  Thoman 
ranked  just  below  Gerstner  in  the  hierarchy  but  was  only  a 
few  years  younger  than  his  mentor,  whose  retirement  was 
not  imminent  in  any  event.  After  much  soul-searching, 
Thoman  concluded  that  joining  Xerox  might  be  his  best 
shot  at  becoming  CEO  of  a  major  company.  He  met  not  only 
with  Allaire  but  with  several  other  executives  and  directors, 
impressing  one  and  all  with  his  knowledge  and  intensity. 
"We  had  such  an  engaging  discussion,"  recalls  Nicholas. 
"Three  hours  went  by  like  that,"  he  adds,  snapping  his 
fingers. 

Thoman  boasted  a  gilt-edged  resume.  He  had  collected 
four  advanced  degrees  from  four  different  institutions  of 
higher  learning,  including  a  PhD  in  international  economics 
from  Tufts  University.  In  1992,  the  French  government  had 
awarded  Thoman,  a  devoted  Francophile,  the  Legion  of 
Honor  for  helping  build  American  tourism  in  France  as  an 
executive  of  American  Express.  His  breadth  of  business 
experience  also  set  him  apart  at  Xerox,  which  was  filled  with 
managers  who  had  joined  straight  from  college  and  never 
left.  Thoman  had  been  chief  of  corporate  strategy  at  AmEx, 
president  of  Nabisco  International,  and  the  leader  of  IBM's 
restructuring  of  its  personal-computer  operation.  Xerox 
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The  Problem 


The  Response 


The  Odds 


►  Xerox'  total  debt  is  $17 
billion,  including  a  $7  billion 
credit  line  it  exhausted  late  last 
year  after  it  was  unable  to  roll 
over  its  commercial  paper. 

►  $2.6  billion  in  debt  comes 
due  this  year,  including  $500 
million  in  March  and  another 
$900  million  in  the  second 
quarter. 

►  Cash  on  hand  is  only  $1.7 
billion,  up  from  a  razor-thin 
$154  million  in  September. 

►  Operations  historically 
consume  $700  million  to  $1.1 
billion  in  the  first  two  quarters. 


►  Management  says  that  by 
yearend  it  will  slash  annualized 
costs  by  $1  billion,  partly  through 
recently  announced  layoffs. 

►  Xerox  also  hopes  to  raise 

as  much  as  $4  billion  by  selling 
assets.  To  date,  it  has  raised 
only  $550  million,  by  selling  its 
operation  in  China. 

►  The  company  borrowed  $435 
million,  secured  by  European 
receivables,  from  GE  Capital. 

►  Xerox  is  trying  to  raise  $500 
million  in  equity  from  a  mer- 
chant bank,  according  to  people 
familiar  with  the  situation. 


Can  Xerox  avoid 
Chapter  11?  Moody's 
analyst  Richard  J. 
Lane  doesn't  expect 
a  filing,  at  least  in 
the  first  half  of  the 
year.  Still,  he  adds: 
"I  can't  rule  anything 
out."  Even  if  Xerox 
manages  to  limp 
through  2001,  it 
faces  larger 
challenges  next  year. 
That's  when  the 
$7  billion  it  tapped 
last  fall  comes  due. 
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"Xerox  is  totally  political,"  says  one  veteran,  "bul 
it's  hidden  behind  a  patina  of  fake  collegiality" 


shares  rose  $2  on  Thoman's  hiring 
in  June,  1997.  Dispensing  with  the  false  modesty  usually 
spooned  out  on  such  occasions,  Thoman  emphasized  that 
he  was  no  mere  Mr.  Fixit.  "I  see  myself  as  more  of  a 
leader,  someone  who  can  size  up  a  situation  and  act  on  it 
quickly,"  Xerox'  new  president  declared.  "I  came  to  Xerox  to 
be  chief  executive." 

Thoman  moved  into  Kearns's  old  office.  The  newcomer 
was  struck  by  the  hushed  formality  at  headquarters.  In 
1969,  Xerox  had  stripped  off  the  top  few  layers  of  executives 
from  its  bustling  base  in  Rochester  and  relocated  them  to  a 
three-story  building  on  a  hill  outside  Stamford,  Conn.  "I 
can't  emphasize  enough  how  mandarin  and 
isolated  the  headquarters  culture  became 
over  time,"  says  a  former  executive. 

At  once  cerebral  and  passionate,  Thoman 
is  the  corporate  equivalent  of  the  Wash- 
ington policy  wonk.  Longtime  colleagues 
say  he  is  someone  who  continually  walks 
around  with  a  hypothesis  in  his  head  that 
he  is  only  too  happy  to  share  with  anyone 
he  encounters,  regardless  of  corporate  sta- 
tion. Thoman  likes  nothing  more  than  free- 
wheeling, intellectually  charged  discussion. 
However,  he  can  at  times  become  over- 
bearingly blunt  in  his  criticism  and,  like 
Allaire,  is  all  but  incapable  of  small  talk  or 
water-cooler  bonhomie.  "Rick  can  seem 
haughty,"  says  a  former  Xerox  colleague 
generally  sympathetic  to  Thoman.  "He  is 
not  really  a  warm  person." 
BIG  DISADVANTAGE.  Inbred  Xerox  need- 
ed Thoman's  intellectual  energy  and  out- 
sider's perspective,  but  in  terms  of  per- 
sonality this  charm-challenged  brainiac  was  a  bad  fit,  as  he 
himself  realized.  "To  be  successful  at  Xerox,  you  have  to  be 
liked,"  he  says.  "While  everyone  likes  to  be  liked,  for  me  it 
was  more  important  to  get  things  done."  Executives  at  In- 
tel Corp.  were  famous  for  having  slanging  matches  and 
then  going  out  afterward  for  a  beer.  But  at  Xerox  you  had 
to  watch  your  tongue.  "Xerox  is  totally  political,  but  it's  hid- 
den behind  a  patina  of  fake  collegiality,"  says  one  battle- 
scarred  veteran. 

It  didn't  take  Thoman  long  to  start  violating  decorum.  One 
of  the  first  things  he  did  was  order  up  a  review  of  the  eco- 
nomics of  the  existing  Xerox  product  line.  He  was  presented 
with  charts  showing  that  Xerox  was  "world  class"  in  terms 

of  manufacturing  and 
development  costs. 
"My  response  was 
'How  do  you  know?'" 
he  recalls.  "They  told  me  they'd  get  back  to  me."  The  third 
time  he  got  this  answer,  he  put  his  foot  down.  It  turned  out 
that  staffers  had  relied  on  a  sampling  of  1994  market  data  so 
limited  as  to  exclude  most  of  Xerox'  Japanese  competitors. 
Thoman  ordered  them  back  to  the  drawing  board.  Weeks  lat- 
er, he  finally  was  presented  with  evidence  that  Xerox  had 
failed  to  maintain  its  hard-won  parity  with  the  Japanese. 
Says  Thoman:  "It  was  clear  to  me  that  we  were  at  a  large 
and  material  cost  disadvantage  against  the  Japanese  across 
the  copier  market." 

There  was  not  much  that  could  be  done  to  alter  the  un- 
derlying economics,  since  research  and  development  accounted 


for  two-thirds  of  total  product  costs.  But  the  new  presidj 
did  begin  agitating  for  sharp  reductions  in  Xerox'  bloated  pf 
roll  and  overhead,  which,  in  Thoman's  view,  left  the  compa 
dangerously  exposed  to  price-cutting  by  more  efficient  cc 
petitors.  Allaire,  who  had  engineered  a  major  cost-cutting 
ly  in  his  tenure,  recognized  the  need  for  further  cutbacks, 
swift,  preemptive  action  had  never  been  his  style.  InsteadJ 
different  Xerox  management  teams  spent  six  months  hash 
out  a  complex  restructuring  plan  finally  unveiled  in  Aj 
1998.  It  set  forth  150  different  initiatives  aimed  at  saving 
billion  a  year  in  cost  cuts  and  productivity  gains.  Sc 
9,000  jobs  were  to  be  eliminated,  10%  of  Xerox'  workfoJ 
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Vice-Chairman  and  CFO, 
Xerox  Corp. 

If  Thoman  had  had  his  way, 
Romeril  would  be  long  gone| 
from  Xerox,  but  on  the  day 
Thoman  intended  to  hand 
the  CFO's  job  to  someone 
else,  he  himself  was  fired 
by  Allaire 


Internal  tensions  were  rising  but  did  not  appear  to| 
hurting  Xerox'  performance.  Operating  income  was  bounc 
upward  in  regular  quarterly  increments,  while  revenues 
were  rising  at  a  double-digit  rate.  Allaire's  early  1990s  d| 
sion  to  reorient  the  company's  office-product  strategy  aroij 
digital  multifunction  machines  (copiers  that  also  scanr 
faxed,  and  printed)  seemed  about  to  pay  big  dividends. 
Thoman  was  uneasy  just  the  same.  For  the  time  being,  Xe 
had  no  competition  in  digital  copying,  but  the  Japanese  wc 
bring  their  own  digital  machines  to  market  soon  enough 
if  form  held,  would  probably  offer  comparable  quality  at  1 
er  cost.  Could  Xerox  sustain  its  revenue  growth  when  it 
longer  had  the  market  to  itself?  The  burgeoning  popularity 
the  inkjet  printer  posed  an  equally  dire  threat  to  Docur 
Center's  rosy  unit  sale  and  revenue  projections.  By  nl 
inkjet  sales  were  exploding  in  the  so-called  soho  (small  off 
home  office)  market,  which  Xerox  had  studiously  ignol 
for  years  in  maintaining  its  focus  on  high-margin,  high-| 
equipment. 

By  mid- 1998,  Thoman  had  concluded  that  Xerox  hac| 
make  changes  in  its  business  strategy  to  deliver  on  its 
phatic  promises  of  double-digit  revenue  growth.  He  wanted 
push  hard  into  color  and  take  on  mighty  HP  in  inkjet.  At  I 
same  time,  he  believed  that  Xerox'  direct-sales  force  had 
shift  emphasis  from  pushing  hardware  to  selling  "outl 
management  solutions."  As  Thoman  envisioned  it,   Xci 
best  long-term  growth  opportunity  lay  in  helping  big  COM 
nies  create  new  ways  to  use  documents  more  creatively 
efficiently.  In  practical  terms,  this  meant  signing  companies 
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Java  Developer 
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5  million 
downloads 

100  million 
smart  cards 


■ 


With  so  many  Java™ 
technology  develop- 
ers behind  us,  it's 
no  wonder  the  other 
guys  coughed  up 
the  ball.  And,  urn,  a 
few  million  dollars 
for  unsportsmanlike 
conduct.  Our  Java'" 
technology  -together  with  XML  -  is 
the  de  facto  standard  for  the  creation  of 
open  web  services.  Java™  is  the  original 
'Write  Once,  Run  Anywhere'™platform 
that  runs  on  just  about  every  device 
there  is  —  from  cell  phones  to  servers  — 
regardless  of  operating  system.  Today, 
2.5  million  developers  use  Java™  tech- 
nology to  create    everything   from 
enterprise  management  systems  to 
wireless  e-commerce  applications. 
And  as  the  Net  continues  its  expo- 
nential growth  (what  we  call  the  Net 
Effect),  Java™  technology  will  continue 
to  grow  as  the  unifying  platform  for  all 
network  services.  Now  that's  teamwork. 
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"Rick  had  clearly  lost  the  confidence  of  me,  the 
board,  and  his  extended  management  team" 


outsourcing  contracts  or  selling  them 
special  Xerox-written  software.  This,  in  turn,  required  turn- 
ing Xerox'  box-sellers  into  systems  consultants  and  reorga- 
nizing the  sales  force  around  industry  groups  rather  than  ge- 
ographic areas. 

Some  of  these  notions  had  been  circulating  through  Xerox 
for  years  but  had  been  acted  on  only  sporadically  because  of 
opposition  from  one  Burox  faction  or  another.  Thoman  artic- 
ulated his  vision  with  a  clarity  and  an  urgency  new  to  Xerox. 
If,  after  countless  management  meetings,  Thoman's  ideas 
eventually  prevailed,  it  was  because  Allaire  agreed  with  him, 


ANNE  MULCAHY 

President  and  COO, 
Xerox  Corp. 

Thoman  upset  the 
popular  Xerox 
veteran  by  press- 
ing for  the  removal 
of  her  brother,  Tom 
Dolan.  She 
became  president 
and  COO  when 
Thoman  was  fired 
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not  because  he  had  won  over  anything  close  to  a  majority  of 
his  colleagues.  Within  the  ranks,  opposition  was  steadily  build- 
ing, though  rarely  was  it  expressed  overtly.  Burox  had  always 
excelled  at  passive  resistance.  "I  kept  putting  groups  of  peo- 
ple in  rooms  to  work  on  fixing  a  problem,  but  it  wouldn't  get 
fixed  because  someone  would  disagree  and  the  issue  would  not 
be  settled,"  Thoman  says. 

Thoman's  frustrations  were  momentarily  forgotten  when  he 
was  named  CEO  at  Xerox'  annual  meeting  in  April,  1999.  "I'll 
always  remember  it  as  a  summit  moment,  a  wonderful  feeling 
of  arrival,"  says  Thoman.  The  happy  man  hardly  gave  Allaire's 
decision  to  remain  as  chairman  a  second  thought.  This  was  not 
his  only  mistake.  As  a  consolation  prize  for  Buehler  and 
Romeril,  Allaire  proposed  giving  each  a  seat  on  the  board  and 

the  title  of  vice-chair- 
man. Thoman  didn't 
like  the  idea  but  went 
along.  "I  felt  I  couldn't 
say  no.  I  really  thought  this  was  Paul's  way  of  making  sure 
everyone  felt  O.  K.  with  my  promotion.  Of  course,  it  straight- 
jacketed  my  ability  to  make  changes." 

Thoman  was  able  to  make  some  executive  changes.  He 
moved  the  company's  European  president  aside  to  make 
way  for  Pierre  Danon,  a  dashing  Frenchman  who  was  con- 
sidered Xerox'  most  aggressive  homegrown  executive.  He 
replaced  Danon  as  head  of  retail  distribution  with  James 
Firestone,  a  former  IBM  colleague.  He  brought  in  Michael 
Miron,  a  39-year-old  cellular-telephony  executive  as  head 
of  corporate  strategy.  When  the  head  of  Xerox'  outsourcing 
subsidiary  retired,  Thoman  recruited  Michael  A.  Ruffolo, 
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the  36-year-old  chief  information  officer  of  NCR.  These  d 
tal-savvy  executives  and  a  handful  of  other  senior  lead 
believed  in  Thoman's  change  agenda  but  did  not  come  cl 
to  changing  the  balance  of  power.  Says  one  ally,  who 
signed  even  before  Thoman's  dismissal:  "The  challenge 
changing  Xerox  was  so  profound  that  Rick  needed  eight 
nine  senior  people  pushing  hard  along  with  him  as  a  gri 
day  after  day." 
INVESTOR  FLIGHT.  In  the  third  quarter  of  1999,  Xe 
posted  an  11%  drop  in  income  instead  of  the  healthy  g 
predicted.  Investors  deserted  Xerox  in  droves,  slic 
nearly  25%  off  its  value  in  a  single  day.  It  was  ai 
everything  had  gone  wrong  at  once.  Document  Cen 
revenues  were  falling  behind  projections  as  lower-pri 
alternatives  cut  into  its  market  share.  The  heavy 
penses  of  entering  the  inkjet  business  were  really  start 
to  bite,  and  competitors  were  even  beginning  to  eat  a^ 
at  Xerox'  monopoly  in  high-end  digital  publishing. 
Brazilian  subsidiary,  long  the  company's  largest  sourc< 
profit  outside  the  U.S.,  was  reeling  from  colossal  < 
rency  translation  losses  and  soaring  interest  rates. 
North  America,  productivity  was  deteriorating  as 
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President,  Global 
Solutions  Group 


As  Thoman  planned  the 
restructuring  of  the  sale 
force,  Dolan  objected  so 
vehemently  that  Thomar 
no  longer  trusted  him  to 
carry  through 


sales  force  braced  for  the  reorganization  scheduled 
begin  in  January. 

Xerox'  business  woes  brought  the  simmering  tensions 
tween  Thoman  and  other  executives  to  a  boil.  By  all 
counts,  there  wasn't  a  lot  of  yelling  and  screaming.  Bui 
Buehler  and  Romeril  complained  with  increasing  veheme 
to  Allaire,  the  fissures  within  top  management  became 
parent  to  the  board.  Says  one  director:  "Sure,  we  w 
alarmed — alarmed  as  an  eight-alarm  bell."  Thoman  sot 
his  relations  with  Mulcahy,  who  had  tried  to  bridge 
growing  divide  between  the  CEO  and  his  vice-chairmen, 
clashing  with  her  brother,  Tom  Dolan,  who  was  the  compa 
head  of  North  American  sales,  reporting  to  Buehler.  D( 
disagreed  with  so  many  aspects  of  the  sales-force  rest: 
turing  that  Thoman  pressed  to  have  him  transferred  to  a 
vital  job.  "Rick's  clash  with  Tom  hurt  Rick  hugely  ' 
Anne,"  says  a  former  executive  close  to  her. 

In  mid-December,  Allaire  circulated  a  memo  to  sei 
management  affirming  his  support  of  Thoman.  The  DOM 
"unanimously  supportive  of  Rick"  despite  the  "clearly 
appointing  performance  of  the  company,"  he  wrote.  Bel 
the  scenes,  though,  Romeril,  Buehler,  and  other  execul 
were  coming  to  Allaire  and  threatening  to  resign  un 
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Thoman  was  removed.  In  the  first  quarter  of  2000,  Xerox  ac- 
tually exceeded  the  Street's  expectations,  modest  though 
they  were.  But  the  die  was  cast.  "There  was  no  last  straw, 
no  flash  of  lightning,  no  thunder,"  Allaire  says.  "Rick  had 

clearly  lost  the  confi- 
dence of  me,  the 
board,  and  his  extend- 
ed management  team. 
When  that  happens,  you  have  to  make  a  change." 

There  seems  little  doubt  that  Thoman  did  lack  feel  for  the 
human  and  political  realities  of  "the  Xerox  family"  he  had 
only  recently  joined.  And  he  shares  responsibility  for  the 
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crippling  strategic  error  of  spending  heavily  to  belatej 
challenge  HP  at  a  time  when  Xerox  would  have  been  bet 
off  husbanding  its  cash.  On  the  other  hand,  digital  mart 
wait  for  no  old-line  company.  It  is  likely  that  the  pace| 
change  that  Thoman  tried  to  dictate  was  in  fact  the  pace 
rox  needed  to  play  in  the  Digital  Age.  "The  lesson  of  Xei 
is  that  halfway  measures  don't  work,"  says  a  former  exel 
tive.  "If  you  bring  in  a  change  agent,  then  let  him  ma 
change — or  don't  even  start."  Xerox  probably  will  survive! 
might  even  return  to  solid  profitability.  But  its  hopes  of  [ 
coming  an  important  player  in  the  "office  of  the  futu| 
probably  have  been  dashed  for  good. 


COMMENTARY 


By  Louis  Lavelle 

SHHH!  YOU'LL  WAKE  THE  BOARD 


When  a  once-great  company  like 
Xerox  Corp.  is  brought  to  the 
brink,  an  obvious  question 
arises:  Where  was  the  board?  At 
Xerox,  the  directors  appear  to  have 
been  asleep  at  the  wheel. 

The  most  critical  job  of  any  cor- 
porate board  is  finding  a  ceo  succes- 
sor and  ensuring  an  orderly  transi- 
tion. Here,  the  failure  of  Xerox' 
board  couldn't  be  more        m  u  u  u  u 
glaring.  Just  three 
years  after  G.  Richard 
Thoman  was  recruited 
from  IBM,  the  Xerox 
ceo  was  unceremoni- 
ously fired.  "There's 
no  question  the  board 
shares  responsibility  for 
the  fact  that  the  transi- 
tion was  not  a  good 
one,"  says  Nicholas  J. 
Nicholas  Jr.,  the  only 
director  who  would 
comment. 

BAD  RECIPE.  During 
Thoman's  troubled 
tenure,  the  board 
seemed  to  harbor  an  un- 
spoken allegiance  to  a 
former  ceo,  standing  by  while  re- 
tired ceo  Paul  A.  Allaire,  who  re- 
mained as  chairman,  overshadowed 
his  successor.  Experts  are  divided 
on  whether  outgoing  ceos  should 
stay  on.  But  it's  clear  in  Allaire's 
case  that  his  influence  continued  to 
permeate  management  as  well  as 
the  board.  John  M.  Nash,  founder  of 
the  National  Association  of  Corpo- 
rate Directors,  says  that's  a  recipe 
for  failure:  "You  have  just  replaced 
me  as  ceo,  and  now  I'm  looking 
over  your  shoulder.  What  kind  of 
pressure  are  you  under?" 

The  board's  failure  on  succession 
was  compounded  by  a  host  of  gover- 
nance problems.  Experts  point  first 
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to  the  board's  composition.  In  addi- 
tion to  lacking  directors  with  tech- 
nology credentials,  Xerox  has  too 
many  insiders,  critics  say.  Including 
Vernon  E.  Jordan  Jr.,  whose  law 
firm  was  retained  by  Xerox  in  1999, 
insiders  account  for  5  of  15  seats. 
Jordan,  who  now  works  at  Lazard 
Freres  &  Co.,  remains  of  counsel  at 
his  old  firm.  Xerox  maintains  that 


WHERE  WERE  THEY? 


Poor  governance  at  Xerox  may  have 
made  the  copier  giant's  problems  even 
worse.  Here  are  a  few  of  the  flaws: 

TOO  MANY  INSIDERS  Five  of  the  board's  15 
members  are  insiders,  too  many,  some  governance 


says  the  added  responsibilities  did 
not  hurt  attendance.  Indeed,  Jordanl 
showed  up  for  83%  of  last  year's 
meetings.  But  attendance  isn't  the 
issue.  Experts  recommend  that  di- 
rectors limit  themselves  to  five 
boards  and  that  ceos  limit  them- 
selves to  two.  "They  cannot  be  a 
good  director  of  all  the  other  compal 
nies  and  do  their  jobs,"  says  Paul  D| 
Lapides,  a  governance 
expert  at  Kennesaw 
State  University.  "That's| 
just  too  much."  The  is- 
sue is  especially  critical 
at  Xerox,  experts  say, 
because  the  problems 
there  demand  the  full  at| 
tention  of  officers. 


experts  sav  Equally  troubling  is 

" -         the  fact  that  many  of 

NOT  ENOUGH  STOCK  Five  board  members  own  fewer 
than  15,000  Xerox  shares,  an  equity  stake  considered 
paltry  for  directors  of  an  $18.6  billion  company. 


STRETCHED  TOO  THIN  Seven  directors  sit  on  five  or 
more  boards.  Among  them:  CEO  Paul  A.  Allaire  (5) 
and  Vernon  E.  Jordan  Jr.  (11). 

Data:  Company  Proxy,  News  Release 


Jordan  is  independent  and  that  its 
board  mirrors  the  average  board, 
which  includes  3  insiders  out  of  11 
directors  (27%).  But  some  peer  com- 
panies score  much  better:  Only  17% 
of  IBM  directors  and  15%  of  East- 
man Kodak  Co.  directors  are  insid- 
ers. Director  ties  to  Xerox  may 
have  prevented  them  from  heading 
off  the  management  fiasco. 

Clearly,  many  were  too  busy.  Sev- 
en directors — including  Allaire — sit 
on  five  or  more  boards  each.  Xerox 
President  and  Chief  Operating  Offi- 
cer Anne  M.  Mulcahy,  who  joined 
the  board  after  Thoman's  ouster,  sits 
on  four  boards.  Jordan,  with  11 
board  seats,  is  the  busiest.  Xerox 


Xerox'  independent  di- 
rectors have  minuscule 
equity  stakes.  Five  of 
the  10  own  fewer  than 
15,000  shares  outright. 
Xerox  says  directors 
have  an  indirect  interes 
in  thousands  more 
through  deferred-com- 
pensation programs.  But  even  tak- 
ing those  into  account,  three  direc- 
tors have  stakes  well  below  the 
$100,000  governance  experts  consid- 
er the  bare  minimum. 

Few  boards  would  tolerate  the 
kinds  of  shortcomings  Xerox  is  un- 
willing to  acknowledge.  Indeed,  man 
put  strict  limits  on  the  number  of  ad 
ditional  directorships  and  require 
board  members  to  hold  substantia] 
stakes.  Why?  To  focus  attention  on 
the  business  at  hand.  For  Xenix,  it 
seems,  that  has  never  been  more  ur- 
gently needed — or  in  shorter  supply. 


Lavelle  covers  management  frof\ 
New  York. 


MPG  5  >/45  F;'  J:  E  566mi  CQ2  Vz  NOX  V10 

all  figures  based  on  EPA  estimates  —  city/hwy  mileage  —  actual  results  may  vary  —  compared  to  conventional  gasoline  engines 
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Energy 


Monitor       «««««-  MT 

"II   ENGINE 
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Engineers  tend  to  get  bored  working  on  cupholders. 

t's  what  happens  when  you  throw  out  the  drawing  board.  The  world's  first  production 
to  combine  a  super-efficient  gasoline  engine  with  an  advanced  electric  motor  that 
5r  needs  to  be  plugged  in.  Introducing  Prius,  powered  by  the  revolutionary  Toyota 
rid  System.  A  breakthrough  in  environmental  engineering  that  reduces  smog-forming 
SSions  by  up  to  90%*  without  compromising  performance.  The  amazing  Toyota  Prius. 
electric.  Part  gasoline.  Pure  genius. 

ting  at  $19-995-  Delivery,  processing  and  handling  fee  $485.  Total  msrp  $20,480* 
tthe  new  Prius  at  www.toyota.com/prius  or  call  8oo-go-toyota. 


®  TOYOTA  PRIUS 


genius 


W  measurements  of  hydrocarbons  and  ox,des  of  nitrogen"Based  on  manufacturer's  suggested  retail  price  Exdudes  taxes,  license. 


title  and  other  optional  or  regionally  required  equipment  Actual  dealer  price  may  vary  ©2000  Toyota  Motor  Sales.  U  S  A,  Inc 


Entertainment 


HOLLYWOOD 


JOE  ROTH  PLAYS 
LETS  MAKE  A  DEAL 

His  new  movie  studio  has  majority  control  and  minority  risk 

If  ever  anyone  has  learned  the 
Hollywood  lesson  of  using  other 
people's  money,  it's  Joe  Roth. 
Back  in  1986,  before  he  ran  movie 
studios  for  Rupert  Murdoch  and 
Michael  D.  Eisner,  Roth  faced  the 
loss  of  his  Brentwood  (Calif.)  home 
after  pledging  the  house  to  help  fi- 
nance a  $6.5  million  film  called 
Stone  Boy.  When  Stone  Boy 
tanked,  Roth  managed  to  save  his 
house  only  by  using  $500,000  he 
got  for  a  future  directing  gig.  Still, 
Roth  has  said,  he  was  traumatized 
by  the  experience. 

Not  to  worry.  Today,  Roth's  new 
Revolution  Studios  is  getting  its 
start  with  the  heftiest  financial  back- 
ing a  Hollywood  studio  has  amassed 
since  DreamWorks  SKG   raised  $900 
million  in  equity  in  1995.  Roth  has 
$250  million  just  to  make  films,  with 
investments  from  Sony  Pictures  En- 
tertainment, Murdoch's  Fox  studio, 
and  Starz  Encore  Group. 
SWEET  DEAL.   It's  the  first  time 
Starz,  a  pay-TV  service  controlled 
by  cable  titan  John  Malone,  has  helped  fi- 
nance a  studio.  This  year,  Revolution  is 
expected  to  release  six  films,  starting  on 
Mar.  30  with  the  teen  comedy  Tomcats. 
With  his  investors'  money,  plus  some  ad- 
vances from  foreign  distributors  in  Japan 
and  Germany,  Roth  is  in  the  enviable 
position  of  paying  for  roughly  25%  of  his 
films'  costs  but  owning  65%  of  each  film 
he  produces,  sources  say. 

Revolution  aims  to  rewrite  the 
decades-old  Hollywood  rule  that  says 
no  one  but  the  stars  get  rich  by  making 
movies.  Revolution  will  own  no  real  es- 
tate, maintain  a  skeleton  staff  of  25, 
and  go  light  on  high-priced  deals  with 


Roberts  and  Roth 


stars  and  producers.  Still, 

the  stars  are  signing  up, 

mostly  because  they  owe 

Roth  for  earlier  megadeals. 

On    board    so    far:    Bruce   The  Star  will  be 

Willis,  Adam  Sandler,  and   appearing  in  the 

Julia  Roberts,  whose  long-  n,      ,u    .u 

time  agent,   Elaine   Gold-   new  film  that  he 

smith-Thomas,  is  an  equity   is  directing 

partner  in  Revolution. 

What's  equity  in  Revolution  worth? 
Hard  to  say,  since  without  the  cash  flow 
generated  by  libraries  of  older  films,  stu- 
dios rarely  are  profitable.  And  Roth  has  a 
history  of  leaving  his  production  compa- 
nies, as  he  did  before  landing  top  jobs  at 


Fox  studio  and  Walt  Disney  Co.  S| 
Revolution's  calculus  is  compelling:  S(  I 
is  putting  up  40%  of  the  cost  of  makin  I 
film,  plus  all  fast-escalating  market! 
costs.  That's  a  better  deal  for  Sony  til 
making  all  of  its  own  movies  or  rely| 
on  higher-priced  producers.  Starz 
Fox  jumped  in  to  be  able  to  secun 
steady  flow  of  films  on  TV. 

Sony  figures  it  will  make  back 
money  on  the  12.5%  of  revenues  it 
off  the  top  for  distribution.  What's  m 
for  Sony,  Roth's  connections  will  b: 
talent  it  might  not  have  gotten  ot 
wise,  including  Bruce  Willis,  wh 
making  the  $75  million  action  film  ca 
Man  of  War  for  release  next  y 
Roth's  business  plan  calls  for  hi 
make  films  $10  million  below  the  in 
try's  $52  million  average. 
HIT  MAN.  Roth,  who  resigned  as 
ney's  studio  chairman  in  January,  2i 
has  had  a  string  of  hits.  At  Fox, 
found  Home  Alone  in  a  Warner  B 
dustbin.  Disney  had  Hollywood's 
market   share   during  his  five  y 
there,  with  such  winners  as  The 
terboy.  But  he  frequently  oversp 
especially  on  marketing,  letting  fi 
such  as  The  Insider  and  Beloved  ray 
Disney's  earnings. 

Even  if  he  keeps  costs  down, 
long  will  Roth  be  around  to  keep 
experiment  going?  Rumors  persist 
he  wants  to  take  over  Sony's  studi 
early  2002,  when  his  noncompete 
tract  with  Disney  exp 
and  Sony  Chairman  J 
Calley,  70,  is  expected  to 
tire.  Roth  isn't  talking, 
now,  he's  parked  in  Las 
gas,  directing  his  first 
in     11     years:     Ameri 
Sweetheart,  starring 
Crystal  and  Catherine  Z 
Jones,  with  a  tiny  part 
*1W  Roberts.  With  all  plaj 

giving  up  a  chunk  of  t. 
salaries,  it's  said  to  be  c 
ing  in  at  $45  million — cheap,  conside: 
the  lineup.  Sure,  Revolution's  mod 
attractive.  But  do  you  need  Joe  R 
star-filled  Rolodex  to  make  it  work 
By  Ronald  Grove 
Los  Ana 


HOW  HE  SPREADS 
THE  RISK 

In  return  for  backing, 
Roth's  Revolution 
Studios  gives  up 
pieces  of  the  pie 


SONY  PICTURES  ENTERTAINMENT 

Investing  $75  million  for 

a  7.5%  stake  in  Revolution  and 

paying  40%  of  each 

film's  cost,  plus  all  marketing 

expenses,  gets  it  theatrical  and 

video  rights* 


STARZ  ENCORE  GROUP 

It  invested  $150  million 
for  a  16%  stake.  To  secure  ex- 
clusive pay-TV  rights,  it  is  also 
paying  advances  for  each  film, 
based  on  anticipated  box- 
office  revenues. 


FOX  TV 

A  $25  million  investment  up| 
front  gave  it  a  2.5%  stake, 
will  pay  advances  on  each  fill 
based  on  anticipated  revenuj 
giving  it  the  rights  to  show 
movies  on  Fox  TV  outlets. 


'Except  in  Germany  and  Japan,     u.ii.i  n.uh  v.mrit  i 
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inside  Lycos  you'll  now  find  a  microsoft 
and  intel  e-commerce  solution- 

because  Lycos  knows  that  if  their  sites 

go  downi  millions  of  people  will  still  be  searching-i 

they'll  just  be  searching  somewhere  else. 


become  one  of  the  most  visited  and  diverse  hubs  on  the  Internet-, 

need  a  Ueb  solution  you  can  rely  on-  After  all-,  if  your  music-, 
pping-,  games-,  sports  or  finance  sites  can't  handle  the  hits-,  people 
1  just  find  some  other  place  that  can.  That's  why  the  Lycos  Network 
se  to  trust  their  T  billion  page-views  a  month  to  the  Hicrosoft 
solution  platform  and  Intel-based  servers- 


some  of  the  thousands  of  other  companies  who  have  turnes  to 


Microsoft     intel 


i c r o s 0 f t  ar:   Intel  :  s  available  a:  .„..n:;-;s;-'; 
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Marketing 


BEVERAGES 


GROWN-UP  DRINKS 
FOR  TENDER  TASTE  BUDS 

Smirnoff's  parent  places  a  big  bet  on  its  fruity  beer  alternative 


When  Smirnoff  Ice  first  showed  up 
in  nightclubs  in  Austin,  Tex.,  last 
year,  it  looked  like  just  another 
entry  in  the  ever-changing  group  of 
fruity,  low-alcohol  drinks  aimed  at  young 
adults  with  a  sweet  tooth.  But  backed  by 
a  local  TV-ad  blitz  and  heavy  bar  promo- 
tions, the  clear,  citrusy  beverage  blew 
off  the  shelves  during  the  field  test,  sell- 
ing at  volumes  approaching  those  of  im- 
port-beer kings  Corona  and  Heineken. 
"It's  been  so  huge  you  could  write  a  book 
on  it,"  exults  Howard  Wilson,  field  sales 
manager  at  Austin  wholesaler  Capitol 
Beverage  Corp. 

That's  welcome  news  for  Smirnoffs 
marketer,  London-based  Diageo  PLC.  A 
succession  of  turnaround  efforts  have 
barely  moved  the  needle  on  sales  of  ven- 
erable Smirnoff  Vodka.  In  1999,  ship- 
ments in  the  U.  S.  edged  up  a  scant  1%, 
according  to  Impact  Databank.  Mean- 
while, rival  upstarts  like  Skyy,  Absolut, 
and  Finlandia  have  scored  with  younger 
consumers,  achieving  consistent  double- 
digit  sales  gains. 

Smirnoff  Ice  could  be  a  potent  weapon 
to  change  all  that:  Its  sweet  taste  and 
boisterous,  beer-style  ads  may  be  just 
the  thing  to  attract  consumers  who  grew 
up  on  fruit  drinks  and  soda  pops  and  are 
now  reaching  legal  drinking  age.  These 
young  adults  "want  the  panache  of  drink- 
ing alcohol  but  are  not  ready  to  go  out 
and  have  an  Abso- 
lut or  Chivas  Re- 
gal on  the  rocks," 
says  Stephen  Fish- 
er, president  of  Sea- 
gram Beverage  Co, 
PERCEPTIONS.  To  reach 
them,  beverage  makers 
have  been  tossing  out 
an  array  of  new  brands 
with    quirky    monikers 
like  Mike's  Hard  Lemon- 
ade, Rick's  Spiked  Lemon- 
ade, and  Hard  E  (for  "en- 
ergy"), along  with  packaging 
covered  with  graffiti-style 
lettering  and  colorful  charac- 
ters. Most,  including  Ice,  em- 
ploy the  same  malt  base  as  beer, 
but  go  out  of  their  way  to  foster 
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a  perception  that  they  are  different. 

So  far,  none  has  found  a  durable  place 
in  the  mass  market,  but  then,  none  has 
enjoyed  a  megabudget  launch  since  Coors 
Brewing  Co.'s  big-ticket  Zima  kickoff 
failed  to  meet  expectations  nearly  a 
decade  ago.  Like  Coors,  Diageo 
is  thinking  big:  It's  bankrolling  Ice's  roll- 
out with  $50  million  in 
marketing  support  just 
in  the  first  six  months 
of  this  year.  TV  ads 
from  agency  J.  Walter 
Thompson  show  a  guy 
spraying  his  fishing 
buddy  with  honey  to 
distract  a  bear  that's 
ambled  into  their 
campsite.  That  way,  he 
gets  to  keep  a  cooler 
full  of  Ice  for  himself 
and  the  two  young 
women  the  guys  have 
met  in  the  woods. 
"Smooth  move,"  the 
tag  line  approves. 

The  ad's  tone  may 


"ALTERNABEVS": 

WHAT  THE  MAJOR 

PLAYERS  ARE  UP  TO 


ANHEUSER-BUSCH 


TEQUIZA  lager  beer  flavored  with  lime 
and  tequila  (5%  alcohol  by  volume) 

"DOC"  OTIS'  HARD  LEMON  malt- 
based  lemonade  (5%  alcohol) 


SEAGRAM  BEVERAGE 


RICK'S  SPIKED  LEMONADE  malt 
based  lemonade  (5%  alcohol) 


BOSTON  BEER 


BODEAN'S  TWISTED  TEA 

tea-and-lemon-flavored 
malt  beverage  (5%  alcohol) 


be  a  far  cry  from  the  urbane  sophisti 
tion  often  used  in  booze  marketing,  1 
these  aren't  urbane  consumers  being  t 
geted.  Indeed,  Diageo  chose  to  marl 
the  new  brand  through  its  beer  ui 
Guinness  Bass  Import,  not  its  spirits  u 
Still,  Ice —  which  contains  no  vodka- 
counting  on  the  recognition  and  herit; 
of  the  150-year-old  Smirnoff  trademark 
set  it  apart  from  rivals.  And  there's 
ready  buzz  about  ready-to-drink,  low 
cohol  versions  of  other  Diageo  brai 
such  as  Malibu  rum  and  Jose  Cuei 
tequila.  "We've  made  no  secret  that 
intend  to  have  further  ready-to-dr 
beverages,"  says  Guinness  Bass  pr< 
dent  Tim  Kelly. 

In  some  ways  it's  a  risky  game.  Tj 
the  TV  ads.  Having  a  low-alcohol  v 
sion  of  Smirnoff  may  circumvent 
strictions    on    liqi 
commercials,  thoi 
Kelly  denies  that's 
strategy.  Still,  pi 
for   an   introduct 
blowout  on  the  Su 
Bowl     ran     agro 
when  broadcaster 
turned  down  Diag 
bid  for  a  national 
The    marketer 
able  to  do  an  end 
via  local  buys  in 
markets,  but  obti 
ing  national  airti 
remains  tough, 
while  Diageo  ins 
it's  being  careful 
target  its  ads  to  ac 
viewers — and  it's 
ing  a  healthy  do] 
of  responsible-dri 
ing       messa 
to  boot — sc 
critics  feel 
called  alcop 
inherently 
appealing  to 
derage  drinke 
Retailers,  thoi 
have  warmed  to 
and  some  say  it's 
ready  giving  a  lift 
the  vodka  brand.  In 
Texas  test,  "Ice  has 
creased  Smirnoff  Vo 
sales,"    reports    Ci 
Cage,    assistant    v 
president  of  bar  opi 
ions     at     Dallas-ba 
restaurant  chain  Dav 
Buster's  Inc.  If  the  patt 
continues,  Ice  could  bec< 
a  win-win  deal  for  Diagei 
By  Gerry  Khermo 

m  New 


cut   steak. 
1997 


Utility 
ITipany 
that   pays 
n  t  i  o  n  . 
'001 


■ 


thi 


na^f  Dh^penS    Wflen    PeoPje. care    enough    to    reinvent    ordinary  CvaLiim 

ngs?    Progress.    A   new    utility    company,    for    instance.  CXGIOtl, 


could   be   faster,   smarter.   It   could' give  you    idea 
well    as   energy.   Is    such   a    thing   possible?   Yes. 

exeloncorp.com 


Welcome  change. 


Social  Issues 
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HEALTH  CARE 


A  SHOT  IN  THE  ARM 

FOR  AMERICA'S  UNINSURED? 

An  unusual  coalition  of  interest  groups  is  tackling  the  problem 


The  millions  of  Americans 
who  lack  health  insurance 
may  be  about  to  get  some 
first  aid.  Their  plight  had  tak- 
en a  backseat  in  Washington 
as  the  roaring  economy  drove 
down  the  ranks  of  the  unin- 
sured in  1999  by  1.7  million, 
to  42.5  million — the  first  de- 
cline in  12  years.  But,  of 
course,  the  problem  never 
went  away. 

Now,  behind  the  scenes, 
powerful  interest  groups  have 
been  quietly  converging 
around  a  range  of  remedies 
and,  in  the  process,  making  at 
least  a  partial  solution  a  polit- 
ical possibility.  What's  push- 
ing the  afl-cio  and  liberal 
groups  such  as  Families  USA 
and  the  Consumers  Union  to 
the  center  is  the  realization 
that  there's  little  chance  of 
getting  what  they  really 
want — national  health  insur- 
ance or  broad  subsidies  for 
the  uninsured — from  a  Re- 
publican President  and  a  di- 
vided Congress.  At  the  same 
time,  the  medical  Establish- 
ment, including  hospitals,  in- 


uninsured.  Top  officials  from  these  loi 
standing  political  foes  have  even  tat 
national  tours  together  to  push  th 
proposals. 

That  alliance  gave  the  issue  e\ 
more  momentum.  Between  Election  E 
and  Jan.  10,  the  Robert  Wood  John; 
Foundation,  a  nonprofit  group  active 
health-care  issues,  sponsored  seven 
gional  conferences  on  the  uninsui 
problem.  Co-sponsors  included  not  o 
the  Strange  Bedfellows  partners 
also  an  array  of  medical  j 
fessionals,  from  doctors 
nurses  to  low-wage  heal 
care  workers.  Even  the 
Chamber  of  Commerce,  wh 
abhors  public-program  exp 
sions,  participated,  although 
disagrees  with  the  Strai 
Bedfellows'  plans. 
MAKING  A  DENT.  There's  als 
flurry  of  renewed  interest 
Congress.  In  the  next  1 
weeks,  Senators  James  M 
fords  (R-Vt.)  and  John  Bre; 
(D-La.)  plan  to  reintrod 
their  ti 
CHICAGO 
CLINIC:  Some 
Jf2.5  million 
Americans 
have  no  health 


credit  proj 
als  from 
year.  Sena 
Edward 
Kennedy 
insurance  Mass.),  al 

with  Sen; 
Olympia  Snowe  (R-Me.), 
try  to  expand  the  schip  j 
gram.  Another  key  gop  pla 
is  new  Health  &  Human 
vices  (hhs)  Secretary  Ton 
Thompson,  who  as  governo 
Wisconsin  expanded  his  ste 
schip  to  cover  low-income 
ents,  in  addition  to  the 
surers,  and  business  groups,      - — ""*r~" — "         — -       ■■■■  income  kids  for  whom  it 

worry  that  resurgent  health     ►  Extend  the  State  Children's  Health  Insurance  Pro-       designed. 


HELP  MAY  BE  ON  THE  WAY 

Consumer  groups  are  finding  common  ground 
with  business  and  health  associations  on 
a  policy  for  the  uninsured.  Here's  the  plan: 

►  Offer  tax  credits  for  businesses  that  pay  more  of 
low-wage  workers'  insurance  premiums 

►  Expand  Medicaid  to  more  low-income  families 


costs  and  a  faltering  economy 
could  cause  a  new  rash  of  in- 
surance cutoffs.  The  resulting 
outcry,  they  fear,  could  goad  Congress  to 
enact  broad  government  programs,  es- 
pecially  if   Democrats   retake   either 
house  in  2002. 

CONSENSUS.  So  the  two  camps  find 
themselves  approaching  common  ground. 
The  liberal  groups  are  willing  to  go 
along  with  modest  solutions  such  as  tax 
credits,  which  stand  a  good  chance  of 
being  tacked  on  to  President  Bush's  tax- 
cut  bill  or  to  a  patients'  bill  of  rights. 
And  the  business  groups  are  cautiously 
embracing  an  expansion  of  government 
programs  such  as  Medicaid  and  the 
State  Children's  Health  Insurance  Pro- 
gram (schip),  which  may  soon  come  up 
in  Congress.  "It's  possible  that  Medicaid 


gram  to  low-income  parents 


Data:  BusinessWeek 

and  schip  expansions  will  be  the  price 
the  gop  pays  for  the  tax  cuts,"  says 
Gail  Wilensky,  who  advised  Bush  on 
health  policy  during  his  campaign. 

The  new  consensus  began  to  emerge 
after  the  election.  Families  usa  joined 
with  the  Health  Insurance  Association 
of  America  (hiaa),  the  health  insurer 
trade  group,  and  the  American  Hospital 
Assn.  to  push  a  tax-credit  plan  (table). 
The  idea:  a  break  for  employers  that 
choose  to  pay  a  larger  share  of  med- 
ical premiums  for  low-wage  workers 
than  they  do  for  higher-wage  ones.  Dub- 
bing their  plan  the  "Strange  Bedfel- 
lows" proposal,  the  two  groups  also  back 
expansion  of  Medicaid  and  SCHIP  to  the 


The  Administration  maj 
along  with  some  of  th 
ideas.  A  tax  credit  to  help 
poor  buy  insurance  would  be  a  pf 
cally  smart  addition  to  a  tax-cut  bill 
Democrats  attack  as  benefiting  mc 
the  wealthy,  notes  Thomas  A.  Sc 
president  of  the  Federation  of  Amer 
Hospitals  and  a  Bush  adviser  on 
hhs  transition  team.  And  Treasury  I 
retary  Paul  H.  O'Neill  has  previoi 
supported  tax  credits  for  the  uninsu 
All  the  proposals  on  the  table  w 
solve  the  problem  of  the  uninsured 
best,  they  might  shrink  the  mils  I 
few  million,  experts  say.  But  that  w< 
still  put  a  decent  dent  in  a  problem 
once  seemed  too  difficult  to  solve. 

By  Phoebe  Eliopoi   it 
in  Washinc 
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STILL  WAITING  FOR  HIGH- 
SPEED INTERNET  ACCESS? 


t  JUST  LOOK  UP 


Tired  Of  waiting  for  broadband?  StarBand,  is  here  now.  StarBand  is  the 
first  company  to  deliver  two-way.  high-speed  Internet  access  via  satellite  to 
consumers.  It's  always  on  and  it's  available  virtually  everywhere.  If  you  can 
see  the  southern  sky.  you  can  get  StarBand.  Just  look  up_. 

Get  StarBand.  Internet  service  today. 

Go  towww.StarBand.com  or  call  1-800-4StarBand! 


Ci 


STARBAND. 

www.StarBand.com 


Developments  to  Watch 


BY  JOHN  CAREY 


About  5,500  scientists,  teachers,  and  journalists  met  in  San 
Francisco  on  Feb.  15-20  for  the  annual  meeting  of  the  Amer- 
ican Association  for  the  Advancement  of  Science.  At  the 
huge  general  science  gathering,  researchers  addressed  every- 
thing from  shrinking  glaciers  and  the  effects  of  stress  on 
the  brain  to  quantum  computing  and  the  scientific  investiga- 
tion of  urine.  John  Carey  reports  a  few  of  the  latest  findings: 


ITS  A  BUGS  LIFE 
FIGHTING  £.  COLI 
IN  CATTLE 

ONE  OF  THE  DEADLIEST  BUGS 

found  in  food  or  drinking  wa- 
ter is  a  bacterium  called  E. 
coli  0157:H7.  Most  strains  of 
E.  coli  are  harmless.  But  the 
0157  type  sickens  60.000 
Americans  a  year.  Since  out- 
breaks are  often  caused  by 
contaminated  cattle  or  ma- 
nure, the  problem  could  be 
reduced  by  eliminating  the 
microbe  from  the  animals. 

One  clever  approach:  enlist- 
ing other  bacteria  in  the  fight 
against  their  deadly  relative. 
Michael  P.  Doyle  of  the  Uni- 
versity of  Georgia  began  by 
isolating  "friendly"  E.  coli 
bugs  from  the  stomachs  of 


cattle.  Some  of  them,  he 
found,  secrete  substances  ca- 
pable of  killing  the  0157  strain. 
So  he  put  them  to  the  test. 
He  gave  20  steers  big  doses  of 
0157.  Then  he  sprayed  good 
bugs  on  the  feed  given  to  half 
of  the  steers. 

The  results  were  impres- 
sive. In  the  animals  which 
got  both  strains,  the  good 
bugs  quickly  outcompeted  the 
bad  ones.  Within  30  days, 
0157  had  vanished  from  the 
manure  of  all  10  steers  and 
from  the  guts  of  9  of  the  10 
animals.  Says  Doyle:  "This  is 
the  most  promising  practical 
approach"  to  tackling  the  E. 
coli  0157  problem  in  animals. 
The  university  has  patented 
the  scheme,  and  Alpharma 
Inc.  in  Fort  Lee,  N.J.,  is 
commercializing  the  bugs. 


A  FISH  STORY: 
HOW  RESERVES 
FOSTER  MARINE  LIFE 

THANKS  TO  OVERFISHING, 
habitat  loss,  and  pollution, 
populations  of  fish  and  other 
marine  creatures  are  plung- 
ing— with  serious  conse- 
quences for  the  oceans 
and  those  who  eat 
marine  life.  One 
proposal  has 
been  to  set 
up  reserves 
where  fishing 
is  banned. 
The  hope  is 
that  species 
will  rebound  in 
the  protected 
areas  and  repopu- 
late  nearby  fishing 
grounds.  But  without  proof, 
it's  been  difficult  to  persuade 
governments  and  fishermen  to 
allow  reserves  to  be  created. 
Now  the  proof  is  in.  A 
study  of  more  than  80  re- 


serves reveals  that  the 
amount  of  marine  life  they 
harbor  can  triple  in  as  little 
as  two  or  three  years,  re- 
ports ecologist  Robert  R. 
Warner  of  the  University  of 
California  at  Santa  Barbara. 
Equally  important,  catches  in 
nearby  unprotected  areas 
improve  sharply,  which  en- 
ables fishermen  to 
more  than  make 
up  for  the  loss 
of  some  fishing 
grounds  to 
reserves. 
Researchers 
showed  that 
the  best  ap- 
proach is  net- 
works of  small 
reserves. 

The  new 
results  have  begun 
DROPPING  to  turn  fisher- 
SARDINES  man  into  strong 
,NTOB,NS  backers,  says 
Galium  Roberts,  a  conserva- 
tion biologist  at  Harvard 
University. 


MAKING  SOLAR  CELLS  ON  THE  CHEAP 


ELECTRICITY  FROM  THE  SUN  HAS  BEEN  LONG  ON  PROMISE 

but  short  on  results.  The  central  problem?  Semiconduct- 
ing materials  that  efficiently  turn  the  sun's  rays  into  a 
flow  of  electrons  are  expensive  to  make.  But  new  ap- 
proaches using  "nano"  particles — measuring  only  a  few 
billionths  of  a  meter — offer  hope  of  breaking  the  logjam. 

At  the  University  of  California  at  Berkeley,  Paul  A. 
Alivisatos  has  been  able  to  embed  tiny  crystals  of  semi- 
conducting cadmium  selenide  in  a  polymer.  When  light 
strikes,  electrons  flow  from  crystal  to  crystal.  The  ap- 
proach is  far  cheaper  than  the  usual  method  of  building 
devices  on  a  chip.  To  increase  efficiency,  the  trick  is  to 
make  the  crystals  in  clever  shapes,  Alivisatos  says.  The 
first  devices  contained  short  rods,  and  were  about  2%  ef 
ficient.  Longer  rods  gave  better  results.  Then,  he  devel 
oped  a  way  to  create  crystals  with  four  arms,  so  that  th 
arms  lined  up.  This  new  shape  makes  it  easier  for  the 
electrons  to  flow  and  could  boost  efficiency  to  over  20% 
comparable  to  far  more  expensive  existing  solar  cells. 


LIFE  EXPECTANCY 
PAST  85? 
NOT  LIKELY 

TEN      YEARS      AGO,      PUBLIC 

health  expert  S.  Jay  Olshan- 
sky  made  the  controversial 
claim  that  humans  aren't  des- 
tined to  become  a  race  of 
Methuselahs.  Based  on  trends 
in  death  rates,  the  professor 
at  the  University  of  Illinois  at 
Chicago  and  his  colleagues 
concluded  that  the  average 
life  expectancy  at  birth,  now 
about  76  years,  won't  rise 
past  85.  Way  too  pessimistic, 
retorted  other  scientists. 

Rather  than  responding 
immediately,  Olshansky  wait- 
ed for  10  more  years  of  data. 
Now  he  says  his  original  con- 
clusion has  withstood  the  test 
of  time.  Armed  with  fresh  in- 


formation, Olshansky  cal 
lates  that  life  expectancy 
birth  will  reach  85  years 
about     the     year    2033 
France,  2035  in  Japan,  i 
2182  in  the  U.S.  Don't 
pect  much  beyond  that, 
warns:  "The  rise  in  life 
pectancy  in  the  future  will 
measured  in  days,  weeks,  ; 
months,  not  decades." 

Several  other  scienti 
share  Olshansky's  vl 
Leonard  Hayflick  of  the  L 
versity  of  California  at  i 
Francisco,  says  that  gv 
our  current  understanding 
aging,  "superlongevity  is  a 
ply  not  possible."  Even 
medicine  were  somehow 
eradicate  cancer,  heart  ( 
ease,  stroke,  and  other  kill 
he   figures,    life   expect  a 

would  only  increase  by 

years. 
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500  Stocks.  11  Industries.  One  way  to  see  them  all. 


Now  you  can  get  a  complete 
overview  of  the  market,  stock 
by  stock  and  sector  by  sec- 
tor. Fidelity.com  now  features 
SmartMoney.com's  Map  of 
the  Market.  It's  color  coded, 
to  show  you  what  the  market 
thinks  is  hot,  cold  or  somewhere 
in  between.  Then  with  one  click, 
you    can    access    information 


about  each  stock  —  breaking 
news,  rating  changes,  quotes, 
earnings  estimates  —  you 
name  it. 

Map  of  the  Market  is  just  one 
more  innovative  way  we  help 
guide  you  to  smarter  trading 
decisions.  For  more  information, 
visit  Fidelity.com/research  today 
and  see  yourself  succeeding. 
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FideNty.com 


My  Fidelity  I  Accounts  &  Trade    Quotes  &  Research    Planning  &  Retirement  I  Products  &  Services  I  Customer  Service 


Map  of  the  Market 
@  Fidelity.com 

•  View  the  performance  of  more  than  500  stocks  in  a  single  glance 

•  See  what's  hot  and  what's  not 

•  Discover  which  sectors  are  most  active 


I 
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Fidelity  investments* 


1-800-FIDELITY    Fidelity.com/Research 


i  of  the  Market  is  a  product  of  SmartMoney.com.  SmartMoney.com  is  an  independent  company  not  affiliated  with  Fidelity  Investments, 
■lity  Brokerage  Services,  Member  NYSE,  SIPC 
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SUING  THE  STREET 
OVER  BUM  ADVICE 

The  tech  meltdown  has  investors  and  companies  out  for  blood 


tar 


Former  AT&T  manager  Jim  Luzzi 
considers  himself  a  Wall  Street  ca- 
sualty. Last  April,  he  invested  his 
life  savings  of  $295,000  in  the  $10.6 
billion  initial  public  offering  of  at&t's 
wireless  unit.  From  the  prospectus,  he 
understood  that  along  with  AT&T  itself,  it 
was  racking  up  revenues.  But  on  May  2, 
five  days  after  the  IPO,  AT&T's  disap- 
pointing first-quarter  results  deep-sixed 
the  tracking  stock  below  its  $29.50  of- 
fering price.  Luzzi  lost  roughly  a  third 
of  his  savings. 

Now,  Luzzi  and  other  investors  want 
to  make  Wall  Street  and  AT&T  pay.  In  a 
pending  class  action  filed  in  December, 
they  allege  that  lead  underwriters — 
Goldman  Sachs,  Merrill  Lynch,  and  Sa- 
lomon Smith  Barney — were  negligent 
because  they  failed  to  disclose  problems 
such  as  the  loss  of  major  long-distance 
service  contracts.  The  banks  and  AT&T 
declined  to  comment. 

Investors  have  lost  $3  trillion  in  the 
stock  market  since  last  March  and 
are  striking  back.  They  are  suing 
investment  banks  for  everything 
from  allegedly  botching  trades  to 
suckering  them  into  overhyped 
IPOs.  Corporations,  too,  are  going 
after  their  bankers  for  doling  out 
bad  advice.  "A  rising  market  rais- 
es all  ships  and  hides  a  multitude 
of  sins,"  says  John  Halebian,  a 
partner  at  New  York  law  firm 
Wechsler,  Harwood,  Halebian  & 
Feffer  LLP,  which  specializes  in 
class  actions.  "When  the  mar- 
ket is  not  rising,  then  a  lot 
of  things  get  exposed." 
HIGHER  AWARDS?  Investment 
banks,  law  firms,  and  regula- 
tory agencies  are  all  bracing 
for  an  upsurge  in  lawsuits.      -o&j 
Already,  in  January,  there    { 
was  a  19%  jump  in  the  num- 
ber of  new  arbitration  cases 
filed  with  the  National  Associa- 
tion of  Securities  Dealers.  "In  a  mar- 
ketplace  with   a   lot   of  volume   and 
volatility,  there  will  naturally  be  more 
suits  against  underwriters,"  says  a  se- 
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nior  lawyer  at  one  investment  bank. 

To  be  sure,  market  corrections  have 
spurred  flurries  of  lawsuits  before.  Many 
were  resolved  without  a  trial,  since  "un- 
derwriters are  not  liable  if  they  have 
conducted  a  reasonable  investigation  [of 
an  issuer],"  says  Robert  F.  Wise  Jr., 
partner  at  Davis,  Polk  &  Wardwell, 
which  represents  investment  banks. 

But  this  time  around,  damage  awards 
may  be  higher.  "The  amount  investors 
have  lost  in  larger  ipos  is  greater  than 
ever,"  says  Jim  Newman,  publisher  of 
the  newsletter  Securities  Class  Action- 
Alert.  Worse,  investment  banks  can't 


rely  on  hard-pressed  issuers  to  foot 
tlement  bills  as  much  as  before.  "   m 
concern  is  that  investors  will  lool   . 
the  deep  pockets,"  says  Wise. 

With  as  much  as  $26  billion  in  an 
revenues,  investment  banks  are  a  pr  Bli 
target.  So  far,  the  banks  haven't  net 
to  disclose  legal  expenses  in  their  ft 
cial  reports  because  they  were  so  sr 
Also,  they  have  felt  protected  by 
Private  Securities  Litigation  Reform 
passed  by  Congress  in  1995  to  curb  < 
actions.  But  the  act  is  encouraging  fori 
vestors  and  their  lawyers  to  laser  ii 
more  troublesome  cases  with  hi|    t\ 


"A  rising  market 
raises  all  ships 
and  hides  a 
multitude  of  sins" 


hkes.  such  as  alleging  viola- 
ma  of  accounting  or  due-dili- 
lce  principles.  "Investors  no 
.ger  sue  simply  because  of 
lock-price  drop,"  says  Mark 
•Hand,  a  partner  at  law  firm 
fford,  Chance,  Rogers  & 
•lis  I. I.e.  The  result:  Settle- 
nts  are  typically  17%  higher 
en  underwriters  are  co-de- 
dants,  says  research  outfit 
tional  Economic  Research 
Bociates. 

Some     legal     precedents 
re  already  gone  against  the 
•eet.  The  Portland  (Ore.) 
S.  District  Court  recently 
ifirmed  a  nasi)  award  to 
investors  of  $1.8  million 
damages  from  a  subsidiary 
Fiserv  Inc.,  which  cleared 
des  for  now-defunct  bro- 
*  Duke  &  Co.  Fiserv  is 
lling  an  appeal.  "We  still 
i  nk  the  decision  is  wrong," 
t  'a  Fiserv  General  Counsel 
arles  W.  Sprague.  For  now, 
•ugh,    the    ruling   sets    a 
.entially  expensive  stan- 
di for  those  securities  firms 
•h  as   Bear  Stearns  Cos. 
.t  argue  they  are  not  re- 
msible  for  their  clients'  actions. 
lAT  PLAN?  Investors  are  especially 
m  to  seek  revenge  against  the  Wall 
eet  wizards  who  stoked  an  IPO  fren- 
through  early  2000.  Litigants  are  al- 
ing  that  startups  such  as  Internet- 
»ed    application    service    provider 
htler.com  and  its  underwriters,  Gold- 
n  Sachs,  Credit  Suisse  First  Boston, 
I  sg  Cowen  Securities  Corp.,  failed  to 
rn  them  in  the  prospectus  that  the 
npany  did  not  even  have  a  formal 
liness      plan.      In     a     statement, 
')rder.com's  parent  company,  Trilogy 
tware  Inc.,  said  it  considers  itself 
!  of  many  high-tech  companies  tar- 
ed by  plaintiffs  because  of  the  tech 
vnturn.  Other  investors  allege  that 
apanies  such  as  Turkish  mobile-phone 


MAKING  WALL  STREET  PAY 


PLAINTIFF  DEFENDANT 

INVESTORS 

Merrill  Lynch,  Goldman  Sachs, 
Salomon  Smith  Barney 

INVESTORS 

Goldman  Sachs,  Morgan  Stanley, 
CSFB,  Deutsche  Bank,  UBS 

INVESTORS 

CSFB 


DUKE  &  CO. CUSTOMERS 

Fiserv  Correspondent  Services 


COMPLAINT 


LOG  ON  AMERICA 
CSFB 


6REENVILLE  CASINO 
CSFB 


Negligence  in  underwriting 
$10.6  billion  AT&T  Wireless  IPO 


Negligence  in  underwriting 
$1.7  billion  IPO  of  Turkish  mobile- 
phone  operator  Turkcell. 

Making  false  and  misleading 
statements  and  other  misconduct 
in  the  $132  million  VA  Linux  IPO. 

Fraudulent  acts  of  broker-dealer. 
District  court  held  clearer  Fiserv 
liable  and  confirmed  NASD  award 
of  $1.8  million  in  damages. 

Bad  advice  in  arranging  financing. 
Conflict  of  interest  in  advising  Log  On 
to  buy  $47  million  in  Nortel  services. 
Seeks  $750  million  in  damages. 

Bad  advice  and  fee-gouging  in 
merger-related  mortgage  deal. 
Seeks  $550  million  in  damages. 


Data:  BusinessWeek,  Securities  Class  Action  Alert, 
and  company  reports 

operator  Turkcell  Iletisim  Hizmetleri 
and  its  advisers,  including  Goldman 
Sachs  and  others,  misled  them  by  seri- 
ously misrepresenting  the  rate  at  which 
the  company  was  losing  customers,  ac- 
cording to  a  suit  filed  in  December. 
Turkcell  could  not  be  reached  for  com- 
ment. Its  legal  counsel  and  bankers  de- 
clined to  comment. 

The  way  banks  handled  ipos  is  under 
attack,  too.  For  instance,  a  class  action 
filed  in  January  against  computer  sys- 
tems provider  VA  Linux 
/^S        Systems   Inc.  and  its 
lead  underwriter,  csfb, 
alleges     that     csfb 
failed  to  disclose  com- 
missions and  manip- 


ulated the  market  by  allocat- 
ing shares  to  customers  who 
agreed  to  buy  Linux  shares 
in  the  aftermarket  at  set 
prices,  csfb  and  va  Linux  de- 
clined to  comment  on  the 
case,  which  may  be  the  first 
of  many.  "We're  doing  a  lot 
of  investigation  into  other 
similar  situations,"  says 
Melvyn  I.  Weiss,  senior  part- 
ner at  New  York  law  firm 
Milberg  Weiss  Bershad 
Hynes  &  Lerach  LLP. 

Meanwhile,  a  May,  1997, 
ruling  by  the  Ninth  Circuit 
Federal  Court  in  Pasedena, 
Calif.,  has  opened  the  flood- 
gates to  suits  by  companies 
against  their  investment 
bankers  and  other  advisers. 
These  advisers  have  a  fidu- 
ciary duty  to  act  in  the  best 
interests  of  corporate  clients 
in  transactions  such  as  merg- 
ers— an  obligation  they 
weren't  explicitly  saddled 
with  before.  Subsequently, 
clothing  chain  Merry  Go 
Round  sued  Ernst  &  Young 
for  its  handling  of  the  retail- 
er's restructuring.  The  case 
was  settled  out  of  court  in  April,  1999, 
with  e&y  coughing  up  $185  million.  E&Y 
said  it  could  not  comment. 

Similar  cases  are  starting  to  pop  up. 
On  Jan.  12,  phone  and  Internet  company 
Log  On  America  Inc.  filed  a  suit  alleging 
that  csfb  advised  it  not  only  to  accept 
financing  that  diluted  Log  On's  stock 
price  but  also  to  buy  $47  million  in  ser- 
vices from  Nortel  Networks  Corp.,  an- 
other CSFB  client.  Log  On's  stock  has 
since  cratered,  in  part  because  of  CSFB's 
advice,  says  ceo  David  R.  Paolo. 
Greenville  Casino  Partners  is  suing 
csfb's  commercial-mortgage  unit  for 
$550  million  for  allegedly  failing  to 
arrange  a  promised  $36.2  million  loan 
in  a  timely  fashion.  The  delays,  and 
higher  fees,  left  Greenville  without 
enough  working  capital  to  run  its  busi- 
ness, the  suit  states.  Two  of  the  compa- 
ny's three  casinos  are  being  foreclosed. 
"We  believe  these  cases  have  no  merit, 
and  we  will  continue  to  defend  ourselves 
vigorously,"  says  a  csfb  spokesman. 

Of  course,  Wall  Street  has  never 
forced  advice  on  anyone.  And  compa- 
nies' financial  staffs  are  paid  to  sift 
through  sales  pitches,  good  and  bad. 
"You  have  to  be  skeptical,"  says  at- 
torney M.  Breen  Haire  at  Cravath, 
Swaine  &  Moore.  But  even  if  chief 
financial  officers  and  individual  investors 
put  too  much  faith  in  the  Street's  sages, 
they're  still  out  for  their  pound  of  flesh. 
By  Emily  Thornton,  with 
Heatlier  Timmons,  in  New  York 
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THE  TECH  SLUMP'S 
NEXT  VICTIM? 

Outsourcing  has  kept  some  outfits  aloft.  But  look  out  below 

Look  quickly  and  you  might  glimpse 
the  last  tech  stocks  still  standing. 
The  shares  are  those  of  electron- 
ics contract  manufacturers — compa- 
nies that  have  grown  dramatical 
ly    by    catering   to    the    out 
sourcing  desires  of  brand- 
name   gear  vendors   from 
Cisco  to  Dell  to  Motorola, 
They  prominently  include 
Solectron,  Flextronics, 
and    Celestica.    Their 
stocks  have  held  up  so 
far,  but  they  look  as 
if  they  may  be  the 
next  dominoes  to  fall. 
The  issues  gained 
10%    during   the    12 
months  through  Jan- 
uary— while  technolo- 
gy stocks  in  general 
lost  an  average  of  33%, 
according  to  ubs  War 
burg.  The  group  was  one 
of  only  two  winners  out  of 
12  tech  categories.  Celestica 
Inc.  was  up  76%.  Flextronics 
International  Ltd.  stock  was  up 
60% — and  on  Feb.  1  the  company 
issued  $1  billion  in  new  shares. 
UNSAFE  HAVEN.  But  a  closer  look  shows 
the  stocks  in  peril,  even  if  the  out- 
sourcing trend  is  destined  to  survive  in 
the  long  term.  The  problem  is  that  de- 
spite their  growth  rates,  the  companies' 
financial  results  are  unimpressive:  flat 
or  heading  down.  And  in  at  least  one 
case — Flextronics,  the  second-biggest 
and  fastest-growing  such  compa- 
ny— details  in  financial  reports  to 
the  Securities  &  Exchange  Com- 
mission show  weaker  results  than 
described  in  press  releases  and  sta- 
tistics posted  on  the  Internet. 

Up  to  now,  Wall  Street  and  the 
companies  were  successfully  selling 
the  shares  as  a  recession  haven.  The 
rationale:  In  tougher  times,  the  com- 
panies would  pick  up  even  more  fac- 
tories and  contracts  as  their  cus- 
tomers swore  off  the  fixed  costs  and 
capital  required  to  manufacture. 
Flextronics  and  Celestica  have 
snapped  up  factories,  turbocharging 


tic 

they  tried  to  be  more  "virtual."  Fl 
tronics'  factory  space  now  occupies  1 
million  square  feet,  up  from  1.5  mill 
three  years  ago 

The  growth  has  supported  the  shai 
giving  the  companies  the  funds  to  1 
more  factories.  In  2000,  Wall  Str 
underwrote  $13  billion  of  stocks  i   m 
bonds  largely  to  finance  additional  c 
tract  business.  The  story  played  w 
casting  the  companies  as  corporate  n    U 
ifestations  of  the  trend  toward  spec   m,< 
ization  of  labor  and  higher  productiv   fA 

But  the  image  is  better  than  rea 
Inventories  are  turning  over  more  si    ri« 
ly  than  several  quarters  ago.  Supj   f 
edly  the  problem  is  being  fixed, 
some  companies  have  expan 
so  fast  they  are  having  ti   sai 
ble  keeping  track  of  suppi 
Executives  at  chip  supp    i 
Altera  said  in  a  recent  ( 


ON  A  PRECIPICE 


Despite  high 
growth  rates, 
Flextronics' 
bottom  line  is 
unimpressive 


fin 
... 


their  revenue  and  earnings  growth  as 
much  as  60%  year-to-year.  The  industry 
is  projected  to  grow  to  $149  billion  in 
2003,  from  $88  billion  in  2000,  notes  ubs. 
Customers  sold  off  $9.4  billion  of  facilities 
in  2000,  up  from  $2.6  billion  in  1999,  as 

STILL  BEATING  THE  NASDAQ 


ference  call  with  anal;   m 

that  contract  manufac    M 

I  ers  couldn't  tell  them  1    Inu 

many  of  their  products  v,   k  h 

stocked  at  their  factories 

information      syst 

weren't  being  updated  fast  eno 

keep  up  with  plant  acquisiti 

Net  profit  margins  for  the  industry,  al    j[ 

3%  to  5%,  have  been  wavering,  eve: 

business  boomed  at  a  time  when  the    j 

dustry  should  have  delivered  higher 

erating  rates  and  economies  of  scale. 

turns  on  assets,  generally  about  8%,    | 

under  pressure  as  capital  pours  in.  "( 

tract  manufacturing  is  a  terrible  b 

ness  because  the  returns  on  capital 

fairly  low,  given  all  the  risks  the 

taken  on,"  says  David  W.  Tic 

short-seller  and  manager  of  Pru 

Bear  Fund. 

To  be  sure,  the  companies 
knowledge  that  growth  alone  w 
ultimately  satisfy  investors.  For 
ample,  Celestica  tells  emploj    ■ 
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Data;  Bloomberg  Financial  Markets 

that  a  key  financial  goal  is  imp 
ing  returns  on  invested  capital 
Meanwhile,  opinions  of  the  sfa 
are  turning  down.  Analysts  are 
ting  earnings  estimates.  The  wc 
that  the  tech  slump  will  hurt  in 
next  couple  of  quarters  regard 
of  the  outsourcing  trend.   In 
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ee  days  after  an  earnings  warning 

m  customer  Nortel  Networks  Corp., 

estica  shares  fell  2(5%,  to  $52.45,  or 

lines  estimated  2001  earnings. 

investors  looking  for  reassurance  will 

1  little  evidence  that  the  revenue 

wth  will  be  sustained.  Flextronics' 

J  in  January  to  operate  factories  for 

csson's  handset  business,  for  example, 

■s  not  include  revenue  guarantees, 

mling  to  filings  with  the  sec.  In  any 

e,  such  deals  are  not  likely  to  be  lu- 

tive  because  contract  manufacturers 

1  tend  to  be  offered  only  the  low- 

rgin,  capital-intensive  leftovers. 

Another  threat  is  all  the  capital  Wall 

eet  has  funneled  into  the  industry.  It 

fueled  competition  and  set  the  stage 

price-cutting.  That  may  help  explain 

f  profit  margins  haven't  climbed. 

'AILS.  Most  disconcerting,  Flextron- 

financial  reporting  is  at  best  incon- 

ent  and  can  lead  to  disappointment. 

s  company  said  in  its  Jan.  18  press 

'3se  that  in  the  December  quarter  it 

earned  26(2  a  share — a  penny  bet- 

than  analysts'  estimates  and  up  73% 

n  a  year  before.  But  the  bottom  line 

,he  10-Q  quarterly  report  filed  later 

ft  the  sec  was  only  14(2.  Why  was  it 

lower?  Two-fifths  of  the  difference 

;  goodwill  amortization  and  one-time 

uisition  costs,  such  as  fees  for  pro- 

ionals.  But  three-fifths,  or  7(2  a  share, 

classified  as  cost  of  sales  in  the  10-Q. 

!  costs  included  laying  off  employees 

writing  down  redundant  inventories 

assets  to  integrate  the  new  opera- 

s.  Investors  wouldn't  know  those  de- 

t  just  by  reading  the  press  release.  If 

xtronics  had  shown  those  expenses 

»sts  of  sales,  it  would  have  reported 

a  share,  and  the  operating  profit 

•gin  would  have  slipped  to  3.8%,  down 

n  4.2%  a  year  earlier.  Instead,  the 

ipany  said  it  achieved  a  5%  operating 

•gin,  its  long-term  goal.  It  was  the 

d  quarter  in  a  row  Flextronics  took 

rges  tied  to  acquisitions. 

Tiomas  J.  Smach,  Flextronics  vice- 

sident  for  finance,  says  its  reporting 

ne.  "I  don't  think  our  presentation  is 

different  from  most  companies." 

;  press  releases  are  written  for  Wall 

Jet  analysts  who  disregard  acquisi- 

■-related  expenses,  he  says. 

lextronics  ceo  Michael  E.  Marks  said 

ds  January  earnings  conference  that 

silver  lining  in  the  tech  downturn  is 

)  equipment  makers  will  ask  him  to 

more  of  their  manufacturing.  "The 

(line  of  opportunities  for  us  is  stronger 

l  it  has  ever  been,  and  our  bias  to- 

"d  next  year  is  increasingly  positive," 

said.  The  question  is  how  long  in- 

x>rs  will  keep  handing  Marks  and  his 

HTS  the  money  to  do  what  his  cus- 

ers  don't  want  to  do  themselves. 

By  David  Henry  in  New  York 


COMMENTARY 


By  Pallavi  Gogoi 


BEHIND  NASDAQ'S  HISSY  FIT 


At  first  blush,  it  would  seem  like  a 
$1.2  billion-revenue  gorilla  swat- 
ting at  a  pesky  $70  million  flea. 
After  all,  the  Nasdaq  Stock  Market 
handles  2  billion  shares  daily  com- 
pared with  Chicago-based  Archipelago 
LLC's  paltry  100  million  shares.  So 
why  is  Nasdaq  wringing  its  hands?  It 
even  fired  off  a  letter  on  Jan.  22  to 
the  Securities  &  Exchange  Commis- 
sion lambasting  Archipelago's  propos- 
al to  become  a  stock  exchange  as  "an- 
ticompetitive," and  questioned  the 
upstart's  ability  to  guarantee  liquidity. 

I   * 


Turns  out  this  little 
flea  may  have  a  pretty 
big  bite.  It's  among  a 
number  of  electronic 
communications  net- 
works (ecns)  that  have 
plans  to  become  real 
exchanges  and  mount 
what  could  be  the 

biggest  challenge  to  Nasdaq  since  it 
was  itself  the  feisty  upstart  30  years 
ago.  Widely  used  by  online  broker- 
ages and  some  institutions  for  their 
speed  and  low  transactional  costs, 
ecns  are  electronic  engines  that 
match  buyers  and  sellers  of  stock. 
Archipelago,  which  could  be  the  first 
to  get  sec  clearance  to  become  an 
exchange  as  early  as  March,  has  the 
wherewithal  to  pull  it  off,  being 
backed  by  such  heavy-hitters  as 
Goldman  Sachs,  Merrill  Lynch,  J.  P. 


Morgan  Chase,  E*Trade  Group,  and 
Instinet.  "If  Morgan  and  Goldman 
push  trades  to  this  exchange  to  save 
costs  and  exchange  fees,  it  will  be  a 
force  to  be  reckoned  with,"  says 
Stephen  McKenna,  a  partner  at 
PriceWaterhouseCoopers  LLP. 

Already,  Archipelago  and  a  clutch 
of  fellow  ecns  have  grown  over  the 
past  four  years  to  now  equal  35%  of 
Nasdaq's  volume.  Along  with  Archi- 
pelago, the  others — Island  ecn  Inc. 
and  NexTrade  Holdings  Inc. — are 
quickly  moving  to  get  regulatory 
clearance  to  start  exchanges.  As  ex- 
changes, ecns  will  have  faster,  direct 
access  to  the  National  Market  Sys- 
tem that  links  all  the  stock  ex- 
changes, and  their  quotations  will  be 
displayed  nationwide  alongside  those 
of  other  exchanges,  including  the  Big 
Board.  They  will  also  be  able  to  prof- 
it from  selling  stock  price  data  and 
collecting  listing  fees,  and  won't  be 
regulated  by  the  NASD,  Nasdaq's  par- 
ent. No  question,  they  could  draw 
away  a  hefty  share  from  Nasdaq,  the 
New  York  Stock  Exchange,  and  even 
futures  and  options  markets. 
BUYING  TIME.  If  the  ECNs  achieve  ex- 
change status,  it  will  force  down 
trading  costs  even  more — a  boon  for 
investors.  And  hot  competition  will 
bring  better  service  and  more  inno- 
vation. "We'll  offer  many  more  prod- 
ucts in  the  pipeline — single-stock  fu- 
tures, options,  convertibles,  you 
name  it,"  says  Archipelago  ceo  Ger- 
ald D.  Putnam,  noting 
that  they  will  initially  of- 
fer NYSE,  Nasdaq,  and 
amex  securities. 

The  regulators  need  to 

Nasdaq  s  volume  and  brush  ^^  Nasdaq's  carp- 
now  they  Want  to  ing  and  move  quickly  to 
become  exchanges      clear  these  new  ex" 

changes.  ecns  have  revo- 
lutionized trading  by  bringing  down 
costs  from  as  much  as  7(2  a  share  to 
as  little  as  a  half-cent  and  by  helping 
to  reduce  bid-ask  spreads. 

Nasdaq's  complaint  against  ecns  is 
just  a  time-buying  move.  It  plans  to 
launch  its  own  ecn  early  next  year, 
the  SuperMontage  trading  system. 
It's  fine  that  Nasdaq  is  moving  to  in- 
novate. But  its  rivals  ought  to  be  al- 
lowed to  do  the  same. 


AT  ARCHIPELAGO 


Electronic  networks 
already  equal  35%  of 


Gogoi  covers  markets  from  Chicago. 
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Management 


BUSINESS  SCHOOLS 

BRAIN  DRAIN 

AT  THE  B-SCHOOLS 

Why  they're  scrambling  to  find  qualified  faculty 


John  W.  Payne  recently  finished  a 
five-year  strategic  plan  for  Duke 
University's  J.  B. 
Fuqua   School   of 
Business.  The  dep- 
uty   dean's    No.  1   » 
goal:   Expand  the 
school,  starting  with 
adding  nearly  30  fac 
ulty  members  to  its 
68-person  roster  by 
That's  ambitious  for 
B-school  nowadays,  a 
mits  Payne:  "If  we  d( 
it  by  2006,  even,  I'd 
throw  a  party." 

Indeed,  the  job 
of  finding  B-school 
profs  isn't  getting 
any  easier.   The 
biggest  obstacle? 
As  faculty  open- 
ings expand,  the 
number  of  new 
PhDs  in  business 
and    management 

is  nearly  flat.  In  the  most  recent  survey 
of  earned  doctorates,  conducted  each 
year  by  the  National  Opinion  Research 
Center,  the  number  of  business-oriented 
PhDs  has  grown  a  meager  3.5%  over 
the  past  decade,  while  fields  like  biology 
and  history  have  grown  36%  and  88% 
respectively. 

HIGH  STAKES.  In  1999,  the  most  recent 
year  studied,  1,104  PhDs  were  awarded 
in  business  fields — and  only  half  of  these 
new  doctorate-holders  headed  for  a  ca- 
reer in  academia.  That's  not  nearly 
enough  to  meet  demand,  say  many  B- 
school  deans.  "The  pool  is  getting  small- 
er so  we're  all  competing  harder — it 
creates  some  tension,"  says  Awi  Fed- 
ergruen,  senior  vice-dean  at  Columbia 
University  Graduate  School  of  Busi- 
ness, which  has  12  vacant  positions  and 
plans  to  expand. 

Indeed,  about  250  positions  are  now 
vacant  at  BushiessWeek's  Top  30  busi- 
ness schools.  Add  in  the  second  tier  of  20 
schools,  and  that  number  soars  past  400. 
Beyond  the  top  schools,  more  than  300 
accredited  B-schools  in  the  U.  S.  need  to 
stay  staffed.  The  stakes  are  high:  A  top- 


notch    fac- 
ulty is  key  to  drawing 
corporate  support,  re- 
search  funds,   and    top 
applicants. 

On  top  of  dwindling  PhDs,  faculty  are 
being  lured  away  by  big  salaries  at  con- 
sulting firms,  think  tanks,  and  even  other 
B-schools.  "We're  getting  into  a  sort  of 
worldwide  free  agency,"  says  Edward  A. 
Snyder,  dean  of  University  of  Virginia's 
Darden  Graduate  School  of  Business  Ad- 
ministration. With  sev- 
eral schools  competing 
for  the  same  people, 
B-schools  are  learning 
about  the  war  for  tal- 
ent the  hard  way. 

Just  ask  Nancy 
Rothbard,  an  assistant 
professor  of  manage- 
ment at  University  of 
Pennsylvania's  Whar- 
ton School.  The  1998 
PhD  had  interviews  at 
13  schools  and  got  of- 
fers from  seven  when 
she  hit  the  job  market 
in  2000  after  a  two- 
year  fellowship.  "There 
are  so  many  choices 
now,  it's  a  little  over- 
whelming."   Just     to 


PhD  DROUGHT? 

The  overall  growth  of  PhDs  in  business 

and  management  doesn't  mirror  other 

fields  over  the  past  decade 
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snter 

snare  someone  like  Rothbard  means 
fering  a  salary  upwards  of  $130,000, 
including  research  support  and  ot 
perks.  That's  nearly  double  the  start 
salary  of,  say,  a  history  PhD. 

When  faculty  positions  don't  get  fil 
B-school  professors  are  often  askec 
teach  extra  classes,  leaving  less  t 
for  research,  a  must-have  for  achie\ 
tenure.  "We  spend  a  lot  of  time  recr 
ing — time  we  could  spend  doing  w   I 
we're  here  to  do,"  says  Ci 
R.  Fox,  an  associate  profes 
of    management    at    Fuc  I 
where  many  professors  h  i 
pitched  in  during    j 
school's  expansion  | 
One    solution    | 
schools:    Hire    PI  I 
from  outside  the  b  I 
ness  and  managen  ■ 
fields,  such  as  so  I 
sciences  PhDs,  so  I 
thing     B-schools 
back    in    the    gro  I 
spurt  of  the  1970s.  S  I 
arrangements  take  t  I 
to  pay  off,  though.  C  I 
cedes  Richard  Schma  I 
see,  dean  of  Massachus  I 
Institute  of  Technolo  I 
Sloan  School  of  Managen  I 
We  and  others  end  up  hi  I 
people  who  don't  know  a  lot  about  1 1 
ness."  At  MIT,  these  faculty  members  | 
light  course  loads  in  their  first  four  y 
or  more,  leaving  them  time  to  h 
about  business — and  about  teaching  M 
Some  schools  are  also  hiring  practi 
business  professionals.  But  these  non  | 
demies  don't  satisfy  the  research 
mands  of  academia.  And  deans  are  v  | 
of  bulking  up  with  nontraditional  fac 
who  tend  to  teach  popular  hand: 
courses,  leaving  the  esoteric  fare 
tenured  faculty- 
vide  that  can  dan 
academic  discourse 
create  faculty  rift:- 
But  paying  big 
aries  for  stars,  lu 
execs,  and  waiting  I 
crossover    faculU  | 
find     their    busii 
sense  probably  < 
be  enough  to  be 
faculty  rosters.  Tt 
the  near-empty 
pipeline,  B-school  1  | 
ere  need  t<>  reach 

into  the  pool  of  mi  k 
graduates  ;ind 
them  hooked  t-arlfl 
the  study  of  busin  I 
By  Jennifer  .l/<p  \ 
in  New 
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helped  thousands  of  companies  like  yours  turn  their  ideas  into  reality,  and  open  up  new  sources  of  revenue. 
f  you  want  to  make  the  jump  into  e-business  with  confidence,  ask  for  our  fact-filled  e-Business  Success  Kit. 
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SHOULD  YOU 

TAKE  CHARGE  OF 

YOUR  KIDS' 

EDUGATIOH? 


The  ABCs 
=9  of  Home- 
Schooling 


An  industry  is  growing  to 
service  learn-at-homes 

BY  SUSAN  B.  GARLAND 

ike  most  kids,  Dawn  Barry's  three 

1\  children — ages  11,  8,  and  6 — are 
y\  learning  math,  geography,  and  poetry. 
I  But  they're  doing  it  in  a  "home-school 
I  room"  in  the  basement  of  the  family 
I  home  in  New  Hartford,  Conn.,  where 
J  Barry  helps  them  plow  through  a 
homemade  curriculum.  Academically,  they're  do- 
ing well,  she  contends,  judging  by  the  levels  of 
the  reading  and  math  texts  she's  using.  "It  has 
been  ingrained  in  us  that  education  can  take 
place  only  in  schools  and  that  teachers  are  the 
experts,"  says  Barry.  "It's  not  that 
complicated  and  mysterious." 

Once  dominated  by  the  Christian 
Right,  the  home-schooling  movement 
is  gaining  mainstream  adherents  like  Barry  every 
year.  The  U.S.  Education  Dept.  estimates  that 
more  than  1  million  children  are  being  taught  at 
home.  As  home-schooling's  popularity  has  grown, 
so  has  an  industry  of  Web  sites,  curriculum  ma- 
terials, online  courses,  and  enrichment  classes 
that  cater  to  the  home-education  family. 

These  families,  according  to  a  1998  survey  of 
parents  of  more  than  20,000  home-schooled  stu- 
dents grades  K-12,  tend  to  have  higher-than-av- 
erage  income.  Most  of  the  instruction  is  done 
by  the  mothers,  nearly  half  of  whom  have  at 
least  a  college  degree  and  the  majority  of  whom 
don't  work  outside  the  home,  says  the  study  by 
Lawrence  Rudner,  who  directs  a  federally  fund- 
ed education  information  clearinghouse  at  the 
University  of  Maryland.  He  conducted  the  survey 
for  the  Home  School  Legal  Defense  Assn. 


Education 


Parents  decide  to  home-school  for  many 
sons.  Some  view  it  as  a  way  to  tailor  educi 
to  a  child's  needs,  whether  it's  accelerating  r 
ing  for  a  gifted  child  or  honing  math  skills 
struggling  one.  Some  worry  about  the  nega    -< 
social  influences  in  schools.  Peg  and  Jerry  M 
of  Cazenovia,  N.  Y.,  wanted  to  develop  stro 
ties  with  their  three  children.  The  two 
ones  eventually  went  to  public  school  as  tee 
they  could  get  a  taste  of  competition  before 
entered  college. 

Whatever  the  motivation,  home-schoolin 

a  huge  undertaking.  Parents  must  devote 

siderable  time  to  planning  as 

as  teaching.  Freed  from  the 

mands  of  an  outside  institution, 

temptation  to  slack  off  is  ever 


in 

im] 
Tht 
A 
w 
H 
m 
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sent.  And  spending  nearly  every  waking  hou 
gether  can  fray  the  nerves  of  the  closest  fai 
Some  educators  worry  that  many  chil 
may  not  be  prepared  for  the  world  outsidt 
regular  school,  kids  are  confronted  with 
learn  to  handle  difficult  social  situations, 
many  home-schoolers  could  spend  long  stret 
without  other  kids.  Those  who  eventually  g 
school  are  often  awkward  socially,  says 
Houston,  executive  director  of  the  American 
sociation  of  School  Administrators.  "They're 
used  to  the  social  context,  and  it  takes  a  whi 
adjust."  But  Gregory  Cizek,  now  an  assoc 
professor  at  the  University  of  North  Carol 
School  of  Education,  says  parents  often  are 
sitive  to  the  charge  that  their  children  may 
be  well  socialized.  As  a  result,  "they  make 
their  kids  get  a  wealth  of  social  experienc 


pa  Help  fo. 

Home-Schoolers 


www.homeschool.com 

Basic  information,  resources  guides,  and 
links  to  state  support  groups 
www.home-ed-magazine.com 
Home  Education  Magazine,  with  articles, 
discussion  groups,  and  links 


www.homeschoolteenscolle 
Curriculum  advice  for  teens : 
tion  on  college  admissions  pi 
www.hsc.org 

HomeSchool  Assn.  of  Califorr 
links  to  other  home-school  si 
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s  ( Jizek,  who  as  an  asso-   HARD  AT  WORK:  Ash 

»  professor  at  the  Uni-   ley,  Jaclyn,  and 
•sity    of  Toledo    in    the   Kelsey  (with  Dawn) 
•Os  visited   hundreds  of  ~ 
ne-schooling  families  as  part  of  an  Ohio  law 
t  home-schoolers  be  evaluated  by  a  certified 
cher. 

MNG  FINE.  Take  Sarah  Moore,  Peg  and  Jerry's 
year-old  daughter,  who's  in  school  for  the  first 
ie.  The  eighth-grader  says  she  "fit  in  right 
ay."  Although  she  enjoyed  home-schooling, 
:'s  glad  to  be  in  school  "because  I  want  to  be 
und  kids  my  age."  Sarah  says  it  took  her  a 
irt  time  to  catch  up  in  science,  but  she  was 
ad  in  math  and  English.  Rudner's  study  found 
ne-schoolers  did  well  on  achievement  tests, 
(ring  in  the  62nd  to  92nd  percentile,  depending 
grade  level  and  subject. 

if  you're  considering  home-schooling,  visit 
oe  of  the  related  Web  sites  (table)  or  buy 
!  of  the  how-to  books  on  the  subject.  Next,  call 
.ome-school  support  group  in  your  state.  Par- 
.s  have  created  local  organizations  that  act  as 
inding  boards  on  the  law,  curriculum  options, 
i  other  issues.  Home-schooling  is  legal  in 
jry  state,  but  regulations  and  paperwork  vary. 
Dozens  of  companies  (including  The  McGraw- 
1  Companies,  publisher  of  BusinessWeek)  sell 
tbooks,  workbooks,  and  educational  software 
ectly  to  parents,  and  some  are  developed 
icifically  for  home-schoolers.  Others,  such  as 
!  private  Calvert  School  in  Baltimore,  have  a 
ne-schooling  branch  that  provides  a  curriculum 
grade  level.  ChildU  of  Weston,  Fla.,  offers  a 
f-paced  online  program  for  students  in  the 
first  to  eighth  grades. 


a.org 

iool  Legal  Defense  Assn. 
lining  state  laws  and  list- 
support  groups 


Kids  log  on  daily  for 
interactive  lessons, 
and  can  call  teachers 
if  they  have  any 
problems. 

At    the    Barry 
household,  the  girls 


work  every  morning  on  spelling,  math,  and 
handwriting.  The  two  older  ones,  Ashley,  11, 
and  Jaclyn,  8,  work  on  their  own,  while 
Dawn  helps  Kelsey,  6.  They  also  must  spend 
at  least  one  hour  a  day  reading,  usually  from 
a  list  of  classics  their  mom  found  on  the  In- 
ternet. After  lunch,  they  work  on  a  project. 
Ashley  has  been  immersing  herself  in  Japan- 
ese culture.  They  may  spend  an  afternoon 
with  other  home-school  families  on  a  science 
project,  or  in  a  writers'  cooperative,  where 
parents  take  turns  conducting  lessons,  from 
letter-writing  to  poetry.  Volunteer  work  is 
part  of  their  curriculum,  so  the  girls  visit  a 
local  senior  center  once  a  month  to  help  the 
residents  with  art  projects.  They  also  fit  in 
piano  lessons,  team  sports,  and  Girl  Scouts. 
Those  who  home-school  their  teens  often 
seek  help  outside  the  home.  In  many  cases, 
families  chip  in  for  a  tutor  for  difficult  sub- 
jects, such  as  physics.  Some  private  schools 
accept  students  for  some  courses  such  as 
calculus.  And  a  growing  number  of  students 
are  turning  to  the  Web  as  more  high-school- 
level  online  courses  become  available. 

Since  most  home-schooled  teens  don't  get 
transcripts,  colleges  seek  other  proof  of  learn- 
ing. Harvard  University  admissions  officer 
Julia  Hunter,  who  has  found  home-schooled 
—  applicants  to  be  competitive  with  other  stu- 
dents, considers  test  scores,  extracurricular  ac- 
tivities, and  interviews.  Says  Cafi  Cohen,  author 
of  Home-schooling:  The  Teen  Years:  "You  have  to 
find  out  what  [the  schools]  want  early,  and  then 
adapt  your  program." 

Cohen's  son,  Jeffrey,  says  he  began  home- 
schooling  in  the  seventh 
grade  because  he  believed 
school  wasn't  teaching  him 
enough.  He  knew  by  eighth 
grade  he  wanted  to  go  to  the 
U.S.  Air  Force  Academy.  He 
learned  electronics  with  an 
amateur  radio  club,  took  an 
aerospace  course  with  the 
civil  air  patrol,  studied 
physics  and  calculus  at  the 
University  of  Denver,  and 
got  his  flying  license  at  17.  An  academy  graduate, 
he  is  now  a  lieutenant  flying  F-16s. 

Home-schooling,  says  the  pilot,  "takes  a  lot 
of  self-discipline  on  the  part  of  the  student  and 
the  parent."  But  for  parents  who  have  the  time, 
enthusiasm,  and  patience,  educating  a  child  at 
home  is  a  growing  alternative  to  the  one-size-fits- 
all  public-school  system.  D 


Some  experts 
worry  that 
home-schooled 
kids  won't  get 
socialized,  but 
parents  usually 
ensure  they  get  a 
wealth  of 
experience 


HELPING  Dawn  Barry 
and  her  daughters  at  a 
senior  center 
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It's  Not  All  in  the 


Market  timers'  results 
haven't  been  so  great 


BY  CAROL  MARIE  CROPPER 

By  Howard  Winell's  reckoning,  2000  was 
a  great  year  for  trading  stocks.  Clients 
who  followed  the  advice  in  his  Winell  Re- 
port newsletter  would  have  scored  a  46% 
gain,  including  profits  from  short  sales, 
compared  with  the  10.1%  loss  in  the  Stan- 
dard &  Poor's  500-stock  index.  Now,  1998 
and  1999 — those  were  the  lean  years.  While  in- 
vestors who  bought  and  held  the  s&P  reaped 
26.7%  that  first  year,  19.5%  the  next,  anyone  re- 
lying on  Winell's  calls  lost  almost  34%  in  1998,  an 
additional  18%  in  '99. 

Winell  is  a  market  timer,  a  breed  of 
adviser  reviled  by  the  managers 
whose  mutual  funds  they  leap  in  and 
out  of,  and  scorned  by  B-school  pro- 
fessors who  say  it's  impossible  to  do  what  they 
claim.  While  the  investing  Establishment  counsels 
stashing  your  money  in  promising  stocks  and 
mutual  funds,  then  riding  the  inevitable  waves  to 
long-term  returns,  timers  such  as  Winell  think 
they  can  spot  those  waves  and  minimize  losses 
by  getting  in  and  out  of  the  water.  They  rely  on 
technical  signs  such  as  whether  stocks  are  trad- 
ing near  their  lows  or  an  index  sinks  beneath  a 
certain  moving  average. 

If  such  a  strategy  ever  works,  last  year  should 
have  been  the  year.  Timers  admit  they're  likely 
to  fall  behind  in  an  up  market,  when  money 
moved  to  the  sidelines  simply  misses  out  on 
gains.  But  a  down  year  like  2000,  with  the  Nas- 


Stocks 


daq  plunging  39%  and  with  lots  of  dips 
crests,  is  a  market  timer's  raison  d'etre.  Tl 
yanking  money  out  of  stocks  is  more  apt  to 
vent  losses — and  to  yield  profits  when  sel| 
on  the  rallies. 

So  how  did  timers  do  in  this  ocean  of  pote 
profit?  Not  too  well.  According  to  Jim  Schn  t 
whose  Timer  Digest  tracks  buy  and  sell  ( I 
from  about  100  timer  newsletters,  only  65*2  I 
those  he  follows  beat  the  S&P.  In  their  kin  I 
market,  the  timers  couldn't  even  match  the    I 
formance  of  the  domestic  stock  funds  tram 
by  Morningstar.  More  than  69%  of  the  I'm 
beat  the  s&P.  (Looking  back  to 
other  down  year,  71%  of  Schm 
timers  beat  the  s&p  in  1990,  comp; 
with  only  41%  of  the  mutual  func 
And  doing  it  on  paper  may  be  easier 
with  real  dollars.   Data  from   MoniReam 
Newsletter,  which  tracks  money  managers 
use  market  timing  to  invest,  show  that  a 
40%  beat  the  s&P  in  the  first  nine  month 
2000.  They  may  have  done  better  for  the  j 
but  the  newsletter  has  not  yet  tabulated  all 
results.  Another  newsletter  that  tracks  n 
agers,  America's  Best  Timers,  says  42%  of| 
146  timers  they  tracked  beat  the  S&P  last  y 
Also,  remember  last  year's  timer  perform 
came  after  a  decade  strewn  with  wildly  up  y< 
when  timers  would  have  been  expected  to 
derperform  the  average.  In  the  bull  market  y 
of  1997-99,  the  percentage  of  timers  who  beat 
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••*»   Greetings  from  the  Internet 


>  > 


hey, 


^i  r"i  *-i  -i    i—» 


it    s    me    again    ...tomorrow    is     not    good    . 
and    Wednesday    is    totally    out    of    the 
question. 


how    about     eventually? 


does    eventually    tiJOTk 

for    you? 


>>your    data 


That's  your  crazy  data,  telling  you  how  unpredictable  travel  on  the  Internet  can  be.  Well,  Internap  has  said 
rough.  We've  created  an  intelligent  Overlay  Network  that  sees  the  entire  Internet  as  one.  This  "virtual 
•ackbone"  avoids  the  gross  inefficiencies  data  typically  encounters  as  it  travels  the  Internet.  We  keep  data  on  the 
»stest,  most  reliable  path  it  can  take.  And  data's  pretty  happy  about  it.  To  learn  more,  visit  www.internap.com 


%^INTERNAP 


m  Internap  Network  Services  Corporation  Internap.  the  Internap  logo  and  The  Intelligent  WaV  Through  The  Interne,  are  trademarks  o,  registered  trademarks  ol  Internap  Network  Services  Corporation  ^  intelligent  Way  thfOUgh  the  Internet 
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2000  was  the  kind  of  volatile  year  in  which  timing  strategists  should  have 
succeeded.  Overall,  though,  their  performance  was  worse  than  stock  funds 


s&p  was  in  the  single  digits,  Schmidt  says.  Over 
at  MoniResearch,  only  4%  beat  the  index  in 
1999.  Not  one  of  37  managers  followed  in  1995 — 
a  particularly  exuberant  year  for  the  s&p — came 
out  on  top,  according  to  Steve  Shellans,  editor  of 
MoniResearch.  And  that's  not  even  considering 
the  tax  consequences  of  moving  in  and  out  of 
stock  funds  perhaps  8  to  12  times  a  year  (al- 
though much  of  such  trading  is  done  in  tax-de- 
ferred retirement  accounts). 

Those  who  focus  only  on  returns  are  missing 
the  point,  argues  Roger  Schreiner,  president  of 
Schreiner  Capital  Management,  who  manages 
$125  million.  For  the  typically  older  clients 
who  rely  on  him,  avoiding  a  sharp  drop, 
at  an  age  when  they  may  not  have 


How  Good  Were 
the  Good  Times? 


TIMER                                                        ;    NEWSLETTER 

2000  RETURN 

HOWARD  WINELL                    j   The  Winell  Report 

46.2% 

STEVEN  CHECK                      j   The  Blue  Chip  Investor 

28.9 

RICHARD  DAUGHTY                 |  Mogambo  Guru 

26.9 

HARRY  SCHILLER                    j  Short  Term  Consensus  Hotline 

22.7 

MARK  LEIBOVIT                      j  VRTrader.com 

21.4 

JOSEPH  GRANVILLE                 j    The  Granville  Market  Letter 

18.0 

DOUGLAS  JIMERSON                j  National  Trendlines 

15.4 

ROBERT  PRECHTER                 |   The  Elliott  Wave  Theorist 

10.1 

JAMES  STACK                       j  InvesTech  Market  Analyst 

10.1 

STEVE  TODD                           j   Todd  Market  Forecast 

4.7 

AVERAGE  FOR  1 1 2  TIMERS  FOLLOWED  BY  TIMER  DIGEST                  -2.4 

S&P  500  STOCK  INDEX                                                                   -10.1 

Data:  Timer  Digest 

time  to  recover,  may  be  more  important  than 
stellar  returns,  he  says.  "We're  trying  to  reduce 
the  risk  of  the  market.  We  may  or  may  not  be 
able  to  outperform  it,"  Schreiner  says  of  timers. 
Of  course,  investors  don't  complain  when  a 
timer  beats  the  market.  Last  year,  that  per- 
son was  Winell,  63,  who  ranked  No.  1  on  Timer 
Digests  "Top  Ten  Timers"  list  for  2000.  On  Apr. 
13,  the  day  before  the  Nasdaq  suffered  an  al- 
most 10%  one-day  drop,  Winell  advised  in- 
vestors to    sell  or  go  short.  "Now,  it  is  only  a 


question  of  how  low  the  averages  go,"  he  wr  I 
Winell  operates  his  one-man  business,  \  I 
its  18  institutional  clients,  out  of  an  unimpo  I 
midtown  Manhattan  office.  He  shares  the  sj  I 
with  his  wife,  Kathleen,  who  runs  the  couj  I 
over-the-counter  cosmetics  and  ointment  b  I 
ness,  Donnell  Inc.  Winell  uses  a  program  de  I 
oped  by  a  now  deceased  partner,  then  refinec  I 
himself,  to  bet  on  when  the  market  will  rise.  I 
fall.  The  system  gauges  the  demand  for  stock  I 
looking  each  day  at  where  they  close — wheth<H 
is  nearer  their  intraday  high  or  low.  A  si  I 
that  opened  at  90,  for  instance,  moved  to  I 
then  closed  at  91  would  give  a  negafii 
reading  for  that  day.  A  93  c  I 
would  register  as  positive. 

Winell  tracks  the  positive  I 
negative  moves  for  every  s  p 
on  the  New  York  and  AnH 
can  stock  exchanges  and  I 
Nasdaq,  and  charts  the  cuirH 
tive  ups  and  downs  for  th«M 
dexes.  He  then  compares  til 
movements  (i.e.,  strength  ofH 
mand)  to  what  a  stock's  price-  b 
an  index — is  doing.  In  mid-Febru  I 
Winell  was  forecasting  a  rally. 
But  Winell  knows  his  method  isn't  foolp  I 
and  advises  clients  to  consider  other  fac  H 
such  as  fundamentals  before  taking  any  aclH 
Also,  pinpointing  the  precise  time  to  ml 
based  on  the  signals  is  difficult,  he  si 
"It  varies.  That's  the  problem.  There  are  til 
when  it  can  take  an  interminable  amount  I 
time].  And  there  are  times  when  it  doe( 
work."  In  fact,  Winell's  overall  10-year  retu: 
a  negative  7%,  according  to  Timer  Digest. 
Steven  Check,  president  of  Check  Ca 
Management  and  publisher  of  The  Blue  i 
Investor,  is  the  only  timer  followed  by  the  D 
whose  10-year  returns  have  beaten  the  mai 
Check's  calls  would  have  resulted  in  a  315% 
between  the  end  of  1990  and  the  close  of  2 
while  the  s&P  added  just  under  300%.  (R 
now,  Check  is  bullish.) 

Ironically,  this  champion  timer  doesn't  mat 
money  based  solely  on  his  timing  model 
doesn't  believe  market  timing  works.  "When 
market  is  overvalued  according  to  this  mod 
just  suggest  being  more  careful  about  v 
you're  willing  to  buy,"  he  says.  But  he  wou 
pass  up  a  good  stock  at  a  tempting  price  just 
cause  his  model  was  bearish.  Says  Check 
think  it's  useful  to  use  a  little  bit  more  cau     ■ 
when  it's  saying  it's  overvalued,  and  maybe 
little  more  aggressive  when  it's  Baying  it's 
dervalued.  But  don't  let  it  dictate  what  you 
It  may  be  useful  to  know  what   market   lit 
are  saying,  but  investors  shouldn't  make  dedl 
by  the  timers'  clocks. 
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Events 
presents 


7-8  June,  2001 

London  Hilton 
on  Park  Lane 

London 
United  Kingdom 


Mark  your  calendar  for  the  next  installment  in 
BusinessWeek's  e.biz  Live  series! 

On  7-8  June,  BusinessWeek  will  bring  to  life  its  acclaimed  e.biz  supplement, 
published  within  the  pages  of  the  magazine  every  month.  Last  year,  sold  out  crowds 
flocked  to  e.biz  Live  to  meet  the  innovators  and  thinkers  driving  the  New  Economy. 
In  2001,  e.biz  Live:  Europe  will  take  it  to  the  next  level. 

All  revolutions  devour  their  young. ..e.biz  is  no  different. 

By  now  nearly  everyone  has  used  the  Web  to  connect  with  employees,  customers, 
and  suppliers.  BusinessWeek's  e.biz  Live:  Europe  will  feature  the  Web  Smart  execu- 
tives who  are  converting  connections  into  relationships  that  drive  new  revenue 
streams,  provide  innovative  services,  and  create  greater  efficiencies. 

Info  and  Registration: 

www.conferences.businessweek.com 

Register  NOW  to  qualify  for  the  Early  Registration  Fee  (£595)  and  a  FREE  year's 
subscription  to  BusinessWeek.  After  30  April,  the  Regular  Fee  (£795)  will  apply. 

Sponsorship  Opportunities: 

For  sponsorship  opportunites,  contact  Michael  A.  Wolf  by  phone  at 
+44  (0)  207  330  9055  or  by  e-mail  at  michael_wolf@businessweek.com. 
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Interest  rates 


How  To  Survive 
Fed  Shock 

There  are  ways  to  hang  on  to  higher  rates 


BY  MARA 

DER  HOVANESIAN 


Money-market 
funds  with  longer 
maturities  and 
bond  funds  with 
short  ones  are 
good  bets,  along 
with  savings  bonds 
and,  if  you  have 
lots  of  cash, 

paper 


Interest  rate  cuts  act  as  a  pick-me- 
up  for  the  economy,  but  when  it 
comes  to  your  cash  stash,  they're  a 
real  downer.  Under  pressure  from 
the  Federal  Reserve  Board,  yields 
on  money-market  mutual  funds  are 
plummeting:  The  average  fell  to  5.38% 
on  Feb.  13  from  6.14%  in  December, 
before  the  Fed  sliced  one  whole  per- 
centage point  off  the  Fed  funds  rates 
according  to  Money  Fund  Report. 
Rates  on  bank  certificates  of  deposit 
are  also  shrinking  fast.  The  average  one-year 
CD  pays  4.64%,  down  from  5.45%  just  six  weeks 
ago,  says  Bankrate  of  North  Palm  Beach,  Fla. 

You  can't  fight  the  Fed — and  its  chairman, 
Alan  Greenspan,  is  pointing  to  still-lower  rates. 
But  smart  investors  can  take  steps  to  grab 
what's  left  of  higher  interest  rates  and  hang  on 
to  them  for  as  long  as  possible.  Here  are  some 
suggestions: 

■  Money-market  funds.  Yields  on  these  funds, 
which  invest  in  very  short-term  government 
debt  and  bank  and  corporate  issues,  will  contin- 
ue to  fall.  But  you  can  enhance  your  returns  by 
switching  to  funds  with  longer  maturities,  say,  60 
or  more  days.  Those  funds  will  take  two  months 
to  turn  over  their  portfolios.  When  rates  are 
falling,  their  yields  will  come  down  more  slowly 
than  those  with  shorter  maturities.  If  possible, 
switch  to  funds  with  higher  minimum  invest- 
ments. Such  funds  have  lower  expenses,  resulting 
in  higher  yields.  Vanguard  Admiral  Treasury 
Money-Market  Fund  has  a  71-day  average  ma- 
turity— and  an  above- 
average  5.79%  yield. 
The  minimum  invest- 
ment is  $50,000. 
■  Ultrashort  bond 
funds.  These  mutual 
funds  invest  in  securi- 
ties whose  maturities 
are  too  long  for  mon- 
ey-market funds  but 
not  long  enough  for 
short-term  bond  funds. 
They  maintain  an  av- 
erage maturity  of 
about  six  months,  so 
there's  little  risk  to 
principal.  Falling  rates 
will  eventually  catch 
up  with  these  funds, 


Harvesting  Higher  Yields 


FUND 

TICKER 

YIELD* 

SCHWAB  INV.  YIELDPLUS  SEL. 

SWYPX 

7.22% 

STRONG  ADVANTAGE  INV. 

STADX 

7.12 

FEDERATED  ULTRA  SHORT  INV. 

FULBX 

6.79 

STRONG  INVESTORS  MONEY  FUND 

SINXX 

6.29 

SSGA  YIELD  PLUS 

SSYPX 

6.27 

FEDERATED  MUNI  ULTRA  SHORT 

FMUUX 

4.54 

NATIONS  SHORT-TERM  MUNI.  A 

*SEC  yields  as  of  Jan.  31,  2001 

NSMMX 

Data:  L 

4.45 

ipper  Inc. 

too,  but  t 
slightly  hhj| 
yields  will  hang 
longer. 
One  veteran  player  is  the  Sti 
Advantage  Fund,  which  is  curre 
yielding  7.12%.  This  fund  maintains  relati 
high  returns  by  lacing  the  portfolio  with  lo 
grade  bonds,  says  Morningstar  analyst  P 
DiTeresa.  About  a  quarter  of  the  fund's  asse 
invested  in  bonds  rated  BB  or  lower. 

■  Short-term  municipal-bond  funds.  These 
are  a  lot  lower,  but  hey,  they're  tax-free.  Ta 
look  at  the  brand-new  Federated  Municipal 
Short  Fund.  It  has  a  maturity  of  about 
months,  and  the  current  yield  is  4.54%.  "It's 
one  step  away  from  money-market  funds — a 
most  people  miss,"  says  co-manager  Marj 
Ochson.  The  fund  mixes  short-term  bonds 
variable-rate  demand  notes  that  adjust  to  ma 
rates  every  seven  days.  That  evens  out 
volatility.  Others  of  this  ilk  include  Strong  1\ 
Advantage  Fund,  yielding  4.21%,  and  Nat 
Short-Term  Municipal  A,  with  a  4.45%  yield 

■  Savings  bonds.  Investors  can  buy  up  to  $3( 
per  year  in  I  Bonds,  which  are  free  from 
and  local  income  taxes  and  can  be  cashed 
six  months.  And  now  is  a  good  time  to  pick 
Bonds,  because  the  current  6.49%  yield  is 
through  April.  At  that  point,  the  Treasury  E 
will  recalculate  yield,  and  it's  likely  to  be  lo 
The  yield  consists  of  a  fixed  rate  that  reir 
the  same  for  the  life  of  the  bond  and  an  infl 
rate  that's  subject  to  change  twice  a  year, 
ditional  Series  EE  Savings  Bonds  now  \t 
5.54%,  and  they  reset  every  six  months,  tool 
there  is  no  built-in  inflation  protection. 

■  Commercial  paper.  This  is  unsecured  debt  J 
it's  relatively  safe  if  issued  by  highly  rated  I  i.il 
and  corporations.  Available  through  major 
kerage  firms,  such  paper  sports  maturities 
to  nine  months  and  generally  yields  a  little 
than  half  a  percentage  point  over  money-m 
rates.  AAA  issuers  include  <;i<:  Capita]  and 
ed  Parcel  Service.  A-rated  debt,  such  as 
Motor's  finance  unit  and  GMAC,  can  pay  1%  p 
higher,  but  they're  riskier.  The  catch  with 
mercial  paper  is  that  you  generally  have  to 
big  blocks,  say,  $100,000  worth  or  more. 
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)  business  hosting 


E-BUSINESS   HOSTING1"  CAN   HELP  YOU   BECOME  A  FORMIDABLE   FORCE   ON 
THE  WEB.  OUR   RAPIDLY  SCALABLE  AND   REDUNDANT  NETWORKS   ENABLE  YOUR 
E-BUSINESS  TO   GROW  -  AND  GROW  FAST  -  WITHOUT  INTERRUPTION.  AND  WE 
HAVE  THE   EXPERIENCE   OF  HOSTING   SOME   OF  THE   MOST  HEAVILY  TRAFFICKED 
E-BUSINESSES   IN  THE  WORLD,   INCLUDING  VICTORIASSECRET.COM.  E-BUSINESS 
HOSTING.  ONLY  FROM   IBM. 


!all  1  800  IBM  7080,  ask  for  host  or  visit  ibm.com/e-business/hosting 


■ 
■ 


*  COMMUNICATION. 


THE 


ANTI-DRUG. 


A  positive  relationship  cannot  exist  without  communication.  Research  shows 
that  kids  believe  they  have  valuable  things  to  say.  When  mentors  ask  them 

and  listen  genuinely,  it  helps  build  self-esteem  and 

COnilQCnCC  Also  it  demonstrates  that  you 
support  their  burgeoning  independence  as  well  as  their 
ability  to  make  intelligent  decisions.  The  important 
thing   to    remember    about    drugs    is    that    it   S 

not  a  five  minute  talk.  It's  a 

QialO^Ue.  As  kids  grow,  they  will  need  more 
information  relevant  to  their  exposure.  In  general, 
smoking  marijuana  is  harmful.  The  younger  a  kid  is, 
the  more  it  may  be.  Research  shows  that  people  who 

smoke  it  before  age  15  are  7  times  more 
likely  to  use  other  drugs,  it  also 

didn't  smoke  marijuana  by  age  21  were  more  likely  to  never 


Communication  is  connection. 
During  their  teenage  years,  kids 
are  exposed  to  an  ever  widening 
variety  of  people  and  influences. 
Know  their  friends  and  their 
routines.  Tell  kids  that  you  care 
about  them.  Praise  them  when 
they  do  well,  no  matter  how 
small  the  accomplishment.  Get 
involved  and  encourage  your 
colleagues  to  do  the  same. 
Stay  connected. 

shows  that  people  who 

smoke  it.  For  more  information,  visit  www.theantidrug.com  or  call  800.788.2800. 

Getting  to  know  kids  and  staying  involved  with  them  is  one  of  the  most  effective  drug  deterrents.  Through  their 
teenage  years,  this  is  not  always  easy.  Even  still,  research  shows  that  kids  still  want  this  to  happen,  even  as  they  are 
exploring  and  growing  into  their  own  individuality.  One  way  to  do  this  is  to  get  your  business  involved  and  plan 
activities  in  your  community.  This  message  is  brought  to  you  by  the  Office  of  National  Drug  Control  Policy/Partnership 
for  a  Drug-Free  America". 
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OW  TO  GREEN 

HE  GOLDEN  YEARS 


TODDI  GITTNER 

women  who 
or  cut  back 
ir  work  to  care 
families,  the 
tman-Cardin 
might  help 
(e  up  for  some 
heir  lost 
irement  savings 


The     most     frequently 
asked  question  I  get 
from  women  readers  is 
whether  or  not  they  will 
have  enough  money  to  see 
them  through  their  golden 
years.    That's    a    question 
Congress  will  address  when 
Representatives    Rob 
Portman  (R-Oh.)   and 
Benjamin  Cardin  (D- 
Md.)  reintroduce  their 
comprehensive  retire- 
ment   legislation    this 
month.  This  plan  has  a  sec- 
tion called  the  "catch-up" 
provision  that  lets  people 
50  and  older  increase  then- 
payments    to    retirement 
plans,  helping  them  make 
up  for  years  when  they 
weren't  working  or  were  un- 
able to  set  aside  retirement 
savings.  Not  surprisingly,  many  people  in  these  sit- 
uations are  women  who  quit  work  to  raise  a  fam- 
ily. This  bill  is  a  good  start,  but  by  no  means  all 
that  needs  to  be  done. 

Of  course,  the  need  to  save  for  retirement  is  a 
genderless  issue.  But  the  impact  of  a  savings 
shortfall  is  not.  That's  because  women  are  at 
greater  risk  of  poverty  in  old  age  or  after  di- 
vorce than  men.  In  1997,  14.7%  of  women  over 
65  were  poor,  vs.  8.2%  of  men.  The  poverty  rate 
among  elderly  widows  was  20.3%,  and  for  single 
divorced  women,  27%,  says  a  new  book,  The 
Price  of  Motherhood:  Why  the  Most  Important 
Job  in  the  World  Is  Still  the  Least  Valued,  by 
Ann  Crittenden  (Metropolitan  Books,  $25). 


Playing  Catch-up 


A  few  provisions  in  the  retirement  savings  bill  before 

Congress  purports  to  benefit  women  who  have  returned  to  work  after 

child  rearing  or  divorce.  Here's  what  they  would  do-. 

ncrease  the  limit  on  contributions  to  401(k)  plans  to  $15,000  from  $10,500 

'eople  age  50  and  older  could  put  away  an  extra  $5,000,  or  to  $20,000  in  total 

Gradually  raise  the  current  $2,000  annual  contribution  limit  for  traditional 
ind  Roth  IRAs  to  $5,000  by  2003 

'hose  50  and  older  could  contribute  $5,000  immediately  (or  a  total  of  $7,500, 
inder  the  Senate  version) 

Shorten  employer-offered  pension  vesting  to  three  years  from  five.  Median  job 
enure  is  three  years  for  women  and  five  years  for  men 


This  situation  isn't  just  happenstance.  When 
women  quit  their  jobs  or  work  part-time  to  raise 
a  family,  they  reduce  their  lifetime  earnings  and 
savings.  On  average,  during  their  working  lives, 
women  spend  12.6  years  out  of  the  workforce,  vs. 
only  10.4  months  for  men.  Of  those  who  remain 
full-time,  47%  are  covered  by 
pension  plans  (compared  with 
52%  of  men),  according  to  1999 
data  from  the  Pension  &  Wel- 
fare Benefits  Administration. 
As  a  result  of  lower  earnings 
growth  than  men  and  a  longer 
life  span,  "women  will  typical- 
ly have  a  bigger  [retirement 
savings]  shortfall  relative  to 
what  they  should  be  saving," 
I  says  B.  Douglas  Bernheim,  a 
'  Stanford  University  econom- 
ics professor. 

Such  sobering  statistics  pro- 
vide backbone  for  the  pension 
bill,  which  has  broad  bipartisan 
support  and  is  expected  to  be 
included  in  the  tax  bill  Congress 
sends  President  Bush.  Among 
other  things,  the  bill  raises  the 
annual  contribution  limits  for 
401(k)s  to  $15,000  from  $10,500. 
The  catch-up  provision,  one  of  nearly  50  compo- 
nents, then  lets  those  50  and  older  catch  up  by 
socking  away  an  extra  $5,000  a  year  (table). 

Some  critics  argue  that  the  catch-up  provi- 
sion doesn't  help  the  people  who  really  need  it. 
Women  earn  a  median  annual  income  of  just 
over  $25,000  (vs.  $35,000  for  men),  so  the  rise  in 
contribution  limits  won't  matter  to  many.  After 
all,  most  can't  even  afford  to  sock  away  the  cur- 
rent 401(k)  or  IRA  maximums.  But  that  brings  up 
a  much  larger  problem:  how  to  provide  adequate 
retirement  support  for  lower-wage  earners. 

Any  way  the  government  can  help  workers 
save  more  for  retirement  is  welcome.  But  let's 
face  it:  If  our  legislators  really  want  to  help 
those  who  have  fallen  behind,  the  catch-up  pro- 
vision is  just  the  first  step.  They  should  also  of- 
fer remedies  that  specifically  target  people  who 
have  temporarily  stopped  working. 

For  example,  the  law  could  set  a  sliding  scale 
for  higher  retirement-account  savings:  The  longer 
you've  been  out  of  the  workforce,  the  more  you 
can  contribute  to  catch  up.  Beyond  that,  Con- 
gress should  change  Social  Security  vesting  rules 
so  anyone  who  takes  an  extended  work  leave  for 
family  reasons  still  gets  credit  toward  future 
benefits.  Both  moves  would  acknowledge  that 
people — mainly  women — who  interrupt  their  ca- 
reers to  care  for  their  families  are  making  a 
valuable  contribution  to  society. 


BusinessWeek  online 


To  join  a  discussion  in  our  forum,  see  hers.online  at 
www.businessweek.com/investor/ 


QUESTIONS?  COMMENTS?  E-mail  hers@businessweek.com  or  fax  (212)  512-2538 
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The  Barker  Portfolio 


THIS  MESSAGE  BOARD 
MAY  REALLY  LIGHT  UP 

Here's  a  tip  for  you:  Your  next  great  invest- 
ment idea  may  come  from  an  Internet  mes- 
sage board.  No  kidding.  If  you're  skeptical, 
check  out  an  unusually  promising  new  site,  Val- 
ue Investors  Club  (www.valueinvestorsclub.com). 

It's  not  Sam's  Club  meets  Wall  Street.  It's  a 
cleverly  designed  bulletin  board  for  stock  ideas, 
the  brainchild  of  Joel  Greenblatt  and  John  Petry 
of  Gotham  Capital,  a  closely  held  Manhattan  in- 
vestment firm.  Launched  last  June,  the  free  site 
aims  to  draw  together  the  best  picks  from  in- 
vestors keen  on  cheap  "value"  stocks  and 
such  "special  situations"  as  spin-offs  and  re- 
capitalizations. "It  will  end  up  being  the  site 
with  the  best-quality  ideas  on  the  Web," 
Greenblatt  predicts.  "Of  course,  that's  not 
saying  much  at  the  moment." 

Greenblatt  told  me  this  the  other  day  in 
his  bright  corner  office  on  the  51st  floor  of 
the  Citigroup  Center.  So  far,  Gotham  has  in- 
vested about  $400,000  in  the  Web  site.  The 
potential  payback,  he  said,  is  profiting  from 
investments  in  the  ideas  the  site  attracts.  To 
work,  those  ideas  will  have  to  be  extraordi- 
narily good — far  from  the  junk  found  at  most 
message  boards  and 
chat  rooms. 

That's  why  Value 
Investors  Club  has 
imposed  strict  rules. 
For  one,  Gotham 
plans  to  cap  member- 
ship at  250.  About 
half  those  slots  have 
been  filled.  Getting  in 
takes  an  application 
that  makes  the  case 
for  an  investment 
idea,  in  300  to  500 
words.  If  the  quality 
of  your  research 
and  thinking  pass 
Gotham's       muster, 

you're  in.  (Naturally,  Gotham  as  easily  can  boot 
you  out.) 

"VERY  BAD  IDEA."  Next,  your  idea  gets  posted  at 
the  site,  under  an  anonymous  screen  name,  for 
other  members  to  read  and  discuss.  Finally,  to 
stay  in  the  club,  you're  expected  to  post  at  least 
two  and  no  more  than  six  ideas  per  year,  a  key 
difference  from  most  unmoderated  investment 
sites.  "We're  looking  only  for  people's  best  ideas," 
Greenblatt  said. 

The  best  part  of  Value  Investors  Club  is  that 
until  it  reaches  capacity,  nonmember  "guests" 
may  freely  tour  the  site.  More  than  120  ideas 
have  been  posted  to  date.  Many  are  intriguing. 


BY  ROBERT  BARKER 

The  Value 
Investors  Club  is 
a  free  Net  bulletin 
board  for  stock 
ideas.  It's  open 
now,  but  will  be 
limited  to  250 
stock-pickers  with 
the  best  ideas 


For  example,  on  Feb.  4  a  member  with 
screen  name  "ad  188"  posted  a  bullish  not( 
Barnes  &  Noble,  which  makes  a  reasonable 
why  the  retailer's  intrinsic  value  may  be 
than  $40  a  share.  The  stock  remains  near 
where  it  was  when  the  club  posted  the  not( 

Other  picks  have  jumped  more  swiftly  (ta 
Avaya,  a  Lucent  Technologies  spin-off,  was  1 
lighted  in  December  at  $11.13  a  share.  It 
cently  traded  at  $16.  On  Jan.  13,  after  the 
gained  43%,  the  member  who  picked  it,  "v 
posted  a  refreshing  warning:  "The  company 
now  be  fairly  valued.  There  could  be  plent 
scope  for  more  upside  for  long-term  holder: 
the  restructuring  bears  fruit],  but  the  st 
term  pop  that  I  was  betting  on  may  be  ove 

Members  can  rate  each  idea  on  a  scale 
("Very  bad  idea,  do  the  opposite.  How  did 


Some  Club 

Picks  Are  Panning  Out 


COMPANY/ 
TICKER 

AMERICAN  PHYSICIANS 

CAPITAL  ACAP 

AVAYA  AV 
EMBRAER  ERJ 
GREEN  MOUNTAIN 
POWER  GMP 

HUTTIG  BUILDING 
PRODUCTS  HBP 

"Feb.  20 


DATE 
RECOMMENDED 

Dec.  15,  2000 


Dec.  25,  2000 
Aug.  15,  2000 
Nov.  14,  2000 

Aug.  27,  2000 


i  PRICE  WHEN 

RECENT* 

i  RECOMMENDED 

PRICE 

$15.06 

$20.38 

11.13 

14.83 

23.50 

36.51 

8.25 

14.20 

4.31 

4.65 

person  get  adml 
to  the  club?")  tl 
("Best  idea  I've 
in  three  years." 
with  any  investi 
idea,   ultimately 
only   your   own 
search,    verifica 
and   judgment 
can     improve 
odds  of  success 

As  clubmei 
Greenblatt  br 
deep  experience, 
sides  investing 
Gotham,  where  he  had  an  enviable  record 
1985-1994,  Greenblatt  teaches  securities  ana 
at  Columbia  University's  Graduate  Scho 
Business.  He  also  wrote  the  1997  book,  You 
Be  A  Stock  Market  Genius.  Gotham  s( 
shrewd  enough  never  to  post  its  own  best  i 
for  others  to  exploit,  yet  has  already  ha] 
profited  from  at  least  two  club  picks.  That 
you  might  find  a  winning  idea  there,  too. 


Data:  Value  Investors  Club,  BusinessWeek 


KusinossWeok  I  online 


For  a  Q&A  with  Greenblatt  and  Petry,  go  to  barker.onlin| 
www.businessweek.com/investor/  or  AOL  keyword:  BW  I 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 
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■  Business  for  a  customer-driven  world. 


THE  CUSTOMER 

IS  ALWAYS  RIGHT 

AND  OTHER  COMPLEX  THEORIES 

of  eBusiness. 


Let's  face  it.  The  number  one  rule  of 
eBusiness  has  alw  a\  s  been  that  customer 
satisfaction  drives  business  success. 

In  today's  world,  businesses  can  no 
longer  differentiate  themselves  solely  on 
the  basis  of  product  quality,  distribution, 
and  price.  (  ompetitors  imitate  product 
innovations  with  blinding  speed. 
Advances  in  technology  render  geo- 
graphic location  increasingly  irrelevant. 
Meanwhile,  competing  on  price 
inevitably  leads  to  eroding  profit  margins. 

Against  these  forces,  the  most 
powerful  competitive  advantage  is  to  consistently 
execute  the  fundamental  principles  of  customer 
satisfaction.  Know  your  customer.  Do  business  on 
their  terms.  Personalize  their  experience.  Make  every 
customer  interaction  as  valuable  as  possible. 

At  Siebel  Systems,  eBusiness  is  all  about  the 


fundamentals  of  delivering  100% 
customer  satisfaction.  It's  about  doing 
business  anytime,  anyplace,  anywhere 
your  customers  want.  It's  about  having 
a  continuous  dialogue  with  your 
customers  across  every  point  of  customer 
contact — over  the  phone,  in  person, 
via  the  Web,  through  partners,  you 
name  it. 

Siebel  eBusiness  Applications 
are  already  helping  many  customer- 
focused  companies  improve  customer 
satisfaction  and  see  sizable  gains  in 
revenues,  profitability,  market  share,  employee 
productivity,  and  market  capitalization.  Pretty  impressive 
when  you  consider  that  the  typical  corporation  loses 
50%  of  its  customers  every  5  years.' 

To  learn  more,  call  us  direct  at  800.356.3321  or 
visit  www.siebel.com/ebusiness 


JS2  2 
1  °  | 


SIEBEL    CUSTOMER    SATISFACTION    INCREASES 

VERSUS 

ACSI  INDUSTRY  AVERAGES 


Automotive       c 

Good 

•  Siebel  Customers 


Energy  Insurance  Finance        Communication      High  Tech 

rj  ACSI  Industry  Average 


)  In  a  major  survey  conducted  by  SatMetrix  Systems,  Siebel  customers  reported  V 
i       customer  satisfaction  scores  that  far  exceeded  ACSI  industry  averages.2       j 
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eBusiness 


ii    '  LOI  NEY         PARIS         MUI 


According  to 


supply  management  is  now 


Funny,  we've  been  saying  that  for 


» 


years 


ince  1915,  the  National  Association  of 
Purchasing  Management  (NAPM)  has  known 
what  many  are  just  now  learning  —  that  effective 
supply  management  can  drastically  improve  the 
bottomline. 

With  award-winning  publications  featuring  the 
Manufacturing  and  Non-Manufacturing 
NAPM  Report  On  Business",  educational 
forums,  an  information-packed  Web  site, 
networking  opportunities,  and  more,  NAPM 
continually  provides  our  48,000  members  and 
other  industry  professionals  with  the  tools 
needed  to  meet  their  goals. 


-In  addition,  the  C.P.M.  and  A. PP.  programs  1| 
helped  to  establish  NAPM  as  a  progres 
educational  association  with  high  academic  s! 
dards  and  measures  of  ability  and  performa 
Both  designations  have  earned  the  recognitio 
success-oriented  men  and  women  like  ; 
striving  for  excellence. 

Buzzwords  and  catch  phrases  come  and  go, 
after  85  years  NAPM's  objective  remains  the  s; 
to  provide  quality  information  and  assistance 
supply  management  professionals  around 
world. 

Put  our  experience  and  expertise  to  work  for  ) 


www.napm.org 
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BEATEN  TO 
SMITHEREENS 


REDBACK 
NETWORKS 


OKI  A  AND  REDBACK? 

With  tech  stocks  getting  beaten  to  smith- 
ereens, why  aren't  there  more  buyouts? 
One  reason  is  that  the  tech  outfits  that 
might  be  buying  are  fighting  fires  of  their  own. 
But  the  idea  hasn't  escaped  them.  "More  take- 
overs should  be  happening  fairly  soon,"  says  one 
investment  banker,  who  has  drawn  up  a  list  of 
likely  targets.  One  of  them:  Redback  Networks 
(RBAK),  whose  stock  has  fallen  far — from  169  a 
share  on  Sept.  28,  to  27  on  Feb.  21.  "The  domino 
theory  is  in  full  swing  and  is  driving  the  tech 
wreck,"  says  this  banker.  The  betting  is  that 
wireless  phone  leader  Nokia  will  make  a  move, 
says  one  California  money 
manager,  who  has  been 
buying  Redback  shares.  He 
says  Cisco  Systems  and  Ju- 
niper Networks,  Cisco's  ri- 
val in  the  Net  core  router 
market,  are  also  eyeing 
Redback.  But  Nokia,  he 
says,  needs  to  get  into 
routers  badly. 

Redback's  flagship  prod- 
uct, Subscriber  Manage- 
ment System,  lets  Internet  service  providers, 
telecom  carriers,  and  cable  operators  deliver 
high-speed  Web  access — quickly  and  cheaply. 
Nokia  also  supplies  telecom  infrastructure  for 
both  wireless  and  fixed-line  networks.  Acquir- 
ing Redback  would  give  Nokia  a  smart  router 
system.  Recently,  Williams  Communications  chose 
Redback's  SmartEdge  800  optical  networking 
platform  for  its  nationwide  fiber-optics  networks. 
Other  Redback  customers  include  Qwest  Com- 
munications, Cable  &  Wireless,  and  Genuity. 

On  fundamentals  alone,  Redback  is  worth  60, 
figures  Lissa  Bogaty  of  Credit  Suisse  First  Boston. 
She  sees  Redback  earning  44<2  cents  a  share  in 
2001  and  89<Z  cents  in  2002,  up  from  4(2  in  2000. 
Calls  to  Nokia  and  Redback  weren't  returned. 
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ar  from  the  madding  tech  crowd  is  Ameri- 
can Standard  (asd),  whose  shares,  believe  it 
or  not,  have  been  climbing — with  analysts 
raising  their  earnings  estimates. 

Standard,  which  is  in  the  mundane 
business  of  bathroom  and  kitchen 
plumbing  fixtures  and  air  conditioning, 
provides  shelter  against  the  market's 
harsh  storms.  The  robust  housing  mar- 
ket has  helped  sales  a  great  deal.  Stan- 
dard could  earn  $5.10  a  share  in  2001, 
up  from  the  consensus  $4.98  estimate, 
and  could  make  $6  in  2002,  vs.  a  $5.75 
forecast,  says  John  Stanley  of  UBS 
Warburg,  who  rates  the  stock  a  strong 


buy.  Standard  earned  $4.35  a  share  last  year. 

What's  Standard's  allure?  Despite  some  head- 
wind, the  company  met  its  targets,  notes  James 
Samuels  of  Banc  of  America  Securities.  Indeed,  it 
has  had  to  contend  with  foreign  currency  woes 
and  higher  energy  and  labor  costs.  The  stock's 
rise  in  the  face  of  those  troubles,  according  to 
Samuels,  "represents  a  vote  of  confidence"  that 
ceo  Fred  Poses  will  generate  consistent  earnings 
growth,  improve  the  balance  sheet,  and  restore 
investor  confidence.  He  is  impressed  that  Poses 
has  reconfirmed  Standard's  long-term  goals  of 
5%  to  6%  revenue  growth,  margin  expansion  of 
at  least  50  basis  points  a  year,  and  13%  to  17% 
earnings  growth. 

If  Standard  achieved  a  valuation  in  line  with 
its  peel's,  says  Samuels,  the  stock,  now  trading  at 
54,  could  hit  the  80  range  in  12  months. 

WHY  FRONTIER  OIL 
MAY  GET  PUMPED  UP 

If  you  think  oil  is  the  market's  sweet  spot, 
Big  Board-listed  Frontier  Oil  (fto)  could  be 
quite  a  play.  So  argue  some  pros  who  say 
that  the  Houston-based  crude-oil  refiner  and 
wholesale  marketer  is  not  only  an  energy  play 
but  also  a  buyout  bet — in  light  of  Phillips  Petro- 
leum's recent  decision  to  acquire  Tosco,  another 
refiner.  The  Tosco  buy  makes  Frontier  the  fifth- 
largest  independent  refiner  and  perhaps  the  next 
takeover  target,  says  these  pros,  mainly  because 
of  its  assets  and  the  stock's  low  valuation.  Fron- 
tier would  fit  well  with  the  likes  of  Conoco  or  Ul- 
tramar Diamond  Shamrock,  they  argue. 

Trading  at  7&,  the  stock  has  a  price-earnings 
ratio  of  just  4.6.  And  based  on  cash  flow,  it  has  a 
multiple  of  3.  If  Frontier  were  priced  at  Tosco's 
buyout  level,  it  would  be  worth  16  to  18 — based 
on  earnings  and  cash  flow,  says  one  investment 
banker  familiar  with  the  Phillips-Tosco  deal. 

Fueling  buyout  whispers 
is  a  rumor  that  Frontier 
has  canceled  its  stock-re- 
purchase plan.  The  compa- 
ny bought  back  1.3  million 
shares,  or  3%  of  outstand- 
ing stock,  in  2000  and  was 
scheduled  to  buy  more. 
Some  say  the  buybacks 
stopped  because  Frontier 
got  a  takeover  offer. 

Frontier  has  been  buy- 
ing its  own  shares  because  it  considers  its  assets 
the  cheapest  available.  Oil  maven  Fred  Leuffer  of 
Bear  Stearns  says  the  stock  is  attractively  priced, 
based  on  earnings  and  cash  flow.  He  estimates 
2001  earnings  at  $1.60  a  share  and  cash  flow  at 
$2.40  a  share.  Frontier  declined  comment. 
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Read  Gene  Martial's  Inside  Wall  Street  Online  column 

Tuesday  afternoons  at  www.businessweek.com/today.htm. 

And  see  him  Fridays  at  11:30  a.m.  est  on  CNNfn. 
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COMMENTARY 

Double  trouble:  Not  only  are  sluggish 
growth  and  corporate  earnings  dragging 
down  the  stock  market,  but  now  infla- 
tion tears  are,  too.  New  government 
reports  on  the  biggest  increase  in  con- 
sumer prices  in  10  months  sent  the 
Dow  Jones  industrial  average  and  the 
Standard  &  Poor's  500  reeling.  Nas- 
daq, down  8.9%,  tell  to  its  lowest  lev- 
el in  nearly  two  years. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1255.3 

Dow  Jones  Industrials  10,526.6 

Nasdaq  Composite  2268.9 

S&P  MidCap  400  502.7 

S&P  SmallCap  600  220.7 

Wilshire  5000  11,596.8 

SECTORS 

BusinessWeek  50*  907.0 
BusinessWeek  Info  Tech  1 00**     503. 1 

S&P/BARRA  Growth  636.6 

S&P/BARRA  Value  620.0 

S&P  Energy  902.2 

S&P  Financials  151.7 

S&P  REIT  85.0 

S&P  Transportation  709.6 

S&P  Utilities  332.8 

GSTI  Internet  168.6 

PSE  Technology  790.9 


-4.6 
-2.5 
-8.9 
-3.9 
-4.4 
-4.5 


-6.8 

-11.3 

-5.2 

-4.0 

-1.5 

-6.1 

-1.1 

-0.7 

0.0 

-11.3 

-8.0 


-4.9 
-2.4 
-8.2 
-2.7 
0.5 
^4.8 


-6.7 

3.0 

^18.6 

14.5 

7.8 

-11.6 
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S&P  500  Dividend  Yield                     1.24%  1.2 

S&P  500  P/E  Ratio  (Trailing  12  mos.)    26.0  26 

S&P  500  P/E  Ratio  (Next  12  mos.)*       21.5  22 
First  Call  Earnings  Revision*             -4.39% 
*First  Call  Corp. 

TECHNICAL  INDICATORS       Feb   20  Wk 
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*Mar.  19,  1999  =  1000 


*Feb.  7,2000  =  1000 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 
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Oil  &  Gas  Drilling 
Drug  Chains 
Specialty  Printing 
Hospital  Management 
Electric  Companies 


16.9 
16.2 
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Hospital  Management 
Food  Wholesalers 
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I  Mutual  Funds 

Week  ending  Feb.  20 
I  S&P  500    ■  U.S.  Diversified    BAH  Equity 


4-week  total  return 


m 

-6-4-2        0 


Week  ending  Feb.  20 
B  S&P  500  B  U.S.  Diversified  BAN  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return %      52-week  total  return 

Leaders 

Natural  Resources  5.1 

Mid-cap  Value  2.0 

Miscellaneous  1.8 

Small-cap  Value  1.5 

Laggards 

Communications  -20.5 

Technology  -19.8 

Large-cap  Growth  -10.3 

Mid-cap  Growth 

EQUITY  FUNDS 

4-week  total  return 


Leaders 

Financial 

Natural  Resources 
Mid-cap  Value 
Real  Estate 
Laggards 
Technology 
Communications 
Japan 
-8.8      Diversified  Pacific/Asia 


%      52-week  total  return 


43.8 
36.7 
31.6 
26.8 

-44.0 
-42.7 
-35.8 
-30.9 


% 


%     -8-6-4-2        0         2 
Data:  Standard  &  Poor's 


Leaders 

ProFunds  Ultrashort  OTC  61.7 

Potomac  Internet  Short  32.7 

CGM  Focus  29.1 

Potomac  OTC  Short  27.2 
Laggards 

ProFunds  UltraOTC  Inv.  -43.2 

NBP  TrueCrossings  Tech.  -37.4 

Millennium  Growth  -36.4 

Red  Oak  Technology  Select  -36.2 


Leaders 

Schroder  Cap.  Micro  Cap  1 12.8 

State  St.  Res.  Glob.  Res.  A  89.0 

ICON  Energy  80.8 
Boston  Partners  Long/Short  78.1 
Laggards 

ProFunds  UltraOTC  Inv.  -82.4 

Jacob  Internet  -78.8 

ING  Internet  B  -75.6 

Apex  Mid  Cap  Growth  -72.3 
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BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exem|   '■>■•■■ 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 
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I  THE  WEEK  AHEAD 


DURABLE  GOODS  Tuesday,  Feb.  27,  8:30 
a.m.  est*-  New  orders  for  durable  goods 
probably  fell  2.1%  in  January,  after  ris- 
ing 2.2%  in  December.  That  is  the  medi- 
an forecast  of  economists  surveyed  by 
Standard  &  Poor's  mms,  a  division  of  The 
McGraw-Hill  Companies.  The  expected 
fall  in  orders  is  probably  a  response  to  a 
prolonged  buildup  of  inventories. 

CONSUMER  CONFIDENCE  Tuesday,  Feb.  27, 
10  a.m.  est*  The  Conference  Board's  in- 
dex of  consumer  confidence  for  February 


is  expected  to  be  116,  up  from  a  reading 
of  114.4  in  January. 

NEW  SINGLE-FAMILY  HOME  SALES  Tuesday, 
Feb.  27,  10  a.m.  est*-  New  home  sales 
likely  sold  at  an  annual  rate  of  918,000 
in  January,  down  from  the  strong  Decem- 
ber showing  of  975,000. 

PERSONAL  INCOME  Thursday  Mar.  1,  8:30 
a.m.  est*  Personal  income  probably  rose 
0.4%  in  January,  after  rising  0.4%  in  De- 
cember, according  to  the  s&p  mms  survey. 


Consumer  spending  likely  rose  b 
after  a  0.3%  increase  in  Deceml 

PURCHASING  MANAGERS'  INDEX  Thur 
1,  10  a.m.  est  *  The  Nationa 
tion  of  Purchasing  Management 
is  expected  to  rise  to  42%  for  F 
up  from  41.2%  in  January. 


CONSTRUCTION  SPENDING  Thursday 
10a.m.  est*  Building  outlays 
increased  by  0.5%  in  January, 
ing  0.6%  in  December. 


124  BusinessWeek  /  March  5,  2001 


usinessWeek  Fifty 

Aug 


TlIK 

Business 
Week 


3> 


Daily:  Feb.  15-21 


-F- 


1010 

980 

950 

920 
1=:  907.0 
890 


in  the  BusinessWeek  50  clocked  double-digit  losses  this  week.  Some  tech  companies'  losses  even 
i:  EMC,  Adobe,  and  Sun  Microsystems  lost  24.0%,  25.0%,  and  26.5%,  respectively.  A  handful  were 
larket's  unraveling:  Omnicom  Group,  a  corporate  communications  company,  gained  6.1%  on  a  19% 
in  fourth-quarter  profits.  Reliant,  up  3.6%,  benefited  from  California's  continued  energy  shortage. 
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on  index  fell  again  in  the  latest  week.  Be- 
in  of  the  four-week  moving  average,  the  in- 
)  176.3,  from  175.5  in  the  week  of  Feb.  3. 
'djusted  auto  output  rebounded  strongly, 
I  most  of  the  rise  in  the  unaveraged  index. 
B-oil  refining,  and  steel  production  posted 
'"» for  the  week.  Electric  power  was  almost 
while  truck  assemblies,  coal,  and  rail- 
:  all  moved  lower. 

sach  of  the  index  components  is  at  www.business- 
foduction  index  Copyright  2000  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

S&P  PERSONAL  WEALTH  Real-time  mar- 
ket coverage,  industry  analysis,  and 
personalized  retirement  advice. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 
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What  is  the  secret  behind  the 
universal  appeal  of  brand  icons 
such  as  Hallmark,  Ivory,  and 
Nike?  Discover  the  answer  in 
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learn  a  proven  system  for  harness- 
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with  customers  across  cultures 
and  generations. 

"For  those  wise  enough  to  use  this  sys- 
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more  powerful  brands  and  higher  ROI. 
— Peter  Georgescu,  Chairman  Emeritus, 
Young  &  Rubicam 
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Chrysler  and  Jeep 
OUR  AWARDS 


2001  Jeep  Grand  Cherokee 

Petersen  s  4-Whee/  &  Off-Road 

2001  4x4  of  the  Year 


2001  Jeep  Cherokee  Sport 

Two-Time  Winner* 

Petersen's  4-Wheei  &c  Off-Road 

4x4  of  the  Year 


2001  Chrysler  Town  &  Country    A 
The  Best  Minivan  Ever"      J 


2001  Chrysler  Sebring  Sedan 

***** 

Highest  Government 

Front  Crash  Test  Rating 


Ai 


'1984  &  1988. "Based  on  AMCI  overall  weighted  evaluations  of  2001  Town  &  Country  versus  similarly  equipped  2000  Model  Yeai  minivani  l    ill  I  B      PR0VI   II  ft 


Rewards  Program 
YOUR  REWARD 


APR  financing 

on  select  models 

After  receiving  so  many  awards, 

Chrysler  and  Jeep  are  giving  you  something 

back.  Our  awards  are  your  rewards. 

Now  on  select  vehicles,  get  some  of  the 

lowest  APRs  ever.  And  that's  better  than 

taking  home  any  trophy. 


h  rys  le  r* 


www.chrysler.com 


Jeep 


THERE'S  ONLY  ONE 

www.jeep.com 


financing  for  qualified  buyers.  See  dealer  for  details.  Jeep  is  a  registered  trademark  of  DaimlerChrysler 
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age  Turning  Technology, 
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udget  Straightening 
rice. 


foducing  The  HL-1650 

ormance  Laser  Printing  for  Business 

ng  on  the  right  laser  printer  for  your  business  can  be  a 
ded  investigation.  We  know  you're  looking  for  innovation 
^rformance,  so  at  Brother,  we  designed  our  new  HL-1600 

laser  printers  to  address  both,  at  an  unmatched  value.  J 

^ — 

printers  offer  our  unique  3-color  backlit  LCD  display  and  built-in 
plex  (as  in  2-sided)  printing— bringing  you  one  step  closer  to  a 
ess  office.  We  included  fast  16ppm  printing,  HQ1200  resolution  and  a 
ird  paper  capacity  of  up  to  350  sheets.  And/onnectivity?  We  have 
jvered  as  well— with  PC,  MAC  and  network   compatibility. 

ier  your  laser  printer  needs  are  for  a  power-user  or  small  workgroup, 
'w  HL-1650  and  1670N  laser  printers  have  all  sides  covered. 

)le  At:  Office  Depot,  PC  Connection,  [_  ~ 

VlicroCenter,  J&R  ComputerWorld,  For  lar9e'  commercial  account  programs 

,  MicroWarehouse,  MacConnection,  and  bid  inquiries,  call  (908)  252-3112 

nd  Global  Computer  Supply  — — 


Fast  Printing 
up  to  1 6ppm 


Works  with 
PC  or  Mac 


3 -Color 

Backlit  LCD 

Display 


Full  Speed 
Printing  at  HQ 1200^ 
Resolution 


USB,  Parallel 
and  Ethernet' 
k    Connections 


$599 


*  Ethernet  Standard 
onHL-1670N, 
optional  on  HL-1 650 


At  your  side. 


As  the  world's  third  largest  IT  services  company'  and  a 

leading  IT  and  telecommunications  supplier,  Fujitsu 

has  188,000  employees  and  more  than  500 

companies  worldwide — including  Amdahl, 

DMR  Consulting,  ICL,  Fujitsu  Network 

Communications,  and  @rdfty,  one  of 

the  world's  leading  Internet  Service 

Providers.  Our  professionals  have 

the  expertise  and  the  tools  to  help 

you  overcome  nearly  every 

business  challenge. 
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Our  best  thinking,  eagerly  awaiting  yours. 
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By  the  poui 
Or  by  the  pall 


CHEVROLET  SATURN  SAAB* 


lar  size  is  your  job?  With  over  seventy  CM  vehicles  available  -  from  heavy-duty  cargo  to 
if-dufy  transit  -  you'll  get  solutions  determined  by  demand.  Not  by  cookie  cutter, 
it  us  at  www.5mfleet.com  or  call  toll  free  1-866-4-CM-FLEET. 


|1  Fleet  and  Commercial 

■■-.    Because  there's  no  other  business  like  yours: 


~5 


m 
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In  1969,  we  worked  on  a 

SECRET    GOVERNMENT    PROJECT 

that  became  the  Internet. 

OH  II II,    SO   THAT'S    WHY    NOBODY    KNOWS    WHO    WE    ARE! 


Back  in  the  '60s  a  small  band  of  computer  whizzes  was 
hired  by  the  Department  of  Defense  to  work  on  the 
ARPAnet.  Or  what  is  commonly  known  as  the  forerunner  to 
the  Internet.  These  visionaries  came  from  the  legendary 
research  and  development  company,  BBN. 

Government  work  being  what  it  is,  there 
A  wasn't  a  lot  of  publicity  about  this. 

I  ^B  Their  work  did,  however,  yield  many  firsts. 

\nl  The  first  router.  The  first  e-mail  message.  The  first 

pllU  network  packet  encryption  technology  and  more. 
Years  later  GTE  acquired  BBN  and  invested 
billions  to  expand  their  existing  infrastructure  into 
a  1  7,500-mile,  Tier  1 ,  fiber-optic  global  network. 
Spun  off  from  GTE  last  year,  this  power- 
house of  Internet  services  is  known  today  as 
Genuity."  With  Data  Centers  strategically  locat- 
ed around  the  world  and  Network  Operations  Centers 
continually  monitoring  security  and  bandwidth  for  seri- 
ous eBusinesses  everywhere. 

Innovation  is  in  our  blood.  It  is  at  the  core  of  everything 
we  do:  Web  Hosting,  Internet  Access,  Transport  and 
Security.  And  now  we've  combined  our  expertise  in  these 
four  areas  into  an  integrated  eBusiness  Network  Platform 
called  Black  Rocket™ The  managed  eBusiness  solution  from 
a  single  accountable  source. 

To  put  this  kind  of  thinking  to  work  on  your  eBusiness, 
visit  www.genuity.com/blackrocket  or  call  1-800-GENUITY. 


Black 
Rocket  is 
Genuity's 
eBusiness 
Network 
Platform. 
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HISTORY 
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In  1969,  BBN 

was  hired  by  the 

U.S.  government 

to  develop  the 

ARPAnet,  the 

forerunner  of  the 

Internet. 


INTERNETWORKING 

In  1997,  BBN  was 

acquired  by  GTE, 

the  company  that 

created  our  high-speed, 

17,500-mile,  Tier  1, 

fiber-optic  network. 

GENUiTY 

In  2000,  GTE 
Internetworking 
became  an  inde- 
pendent company, 
renaming  itself 
Genuity.  Today, 
Genuity  offers  a 

vast  array  of 

managed  Internet 

services,  including 

Black  Rocket!" 


GENUITY 


www.cargill.com 


Each  of  us  hungers  to  create  great  things. 

It  is  something  we  are  born  with.  But  these 

instincts  to  achieve  need  encouragement.  Minds 

and  bodies  must  be  well  nourished.  At  Cargill,  we 

believe  that  food  is  the  essential  fuel  that  drives 

our  desire  to  advance.  Because  human 

progress  isn't  just  made,  it's  fed. 


¥ 


* 
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Nourishing  Potential: 


ENTERTAINMENT 


TV  GUY 

Yuen  wants  Gemstar's 
program  guide  to  be 
the  portal  to  the  TV 
world — the  first  screen 
you  see  when  you  turn 
on  your  set  pageee 
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Entertainment 

66    TV  GUY 

Meet  Henry  Yuen,  a  former  math 
professor  who  may  hold  the  keys  to 
the  future  of  television.  Yuen  owns 
the  patents  on  the  technology 
needed  to  navigate  the  coming 
wave  of  TV,  Internet,  and  other 
services  about  to  hit  U.S.  living 
rooms.  It  all  makes  Yuen  and  his 
Gemstar-TV  Guide,  the  hottest — if 
not  the  most  controversial — player 
in  the  world  of  interactive  TV 

74     TV  GUIDE  IN  THE  DIGITAL  AGE 

Print  circulation  is  hurting,  but  its 
TV  and  online  moves  are  paying  off 

76    E-BOOKS:  THE  NEXT  CHAPTER 
How  they  figure  into  Gemstar's 
interactive-TV  strategy 


Special  Report 


36 


40 


HOW  BAD  WILL  IT  GET? 

Recent  weeks  have  brought  a  spate 
of  bad  economic  news.  And  the  end 
of  the  carnage  could  be  months  off 
SUDDENLY,  CASH  IS  KING 

Corporations  have  lots  more  of  it 
going  into  this  slowdown  than  the 
last  one,  but  it  may  not  be  enough 


42  THEIR  FIRST  BEAR  MARKET 

Young  investors  aren't  trading  as 
aggressively  now,  but  they  aren't 
bailing  on  equities,  either 

43  COMMENTARY:  DONT  PANIC 
Sure,  economic  blows  spread  faster 
now — but  so  will  the  recovery 
that's  already  in  gear 

44  A  GLOBAL  STOCK  SLUMP? 

It's  shaping  up  that  way  as  the 
American  flu  spreads.  The  next 
quarter  will  tell  the  tale 

45  GET  MOVING,  INVESTORS 

In  this  market,  wait-and-see  won't 
cut  it  anymore 

News;  Analysis  &  Commentary 

46  LET  THE  BUDGET  WARS  BEGIN 

As  the  public  warms  to  the  Bush 
agenda,  it  faces  tougher  going  on 
Capitol  Hill 

48    MICROSOFT:  A  RAY  OF  HOPE 
Don't  look  now,  but  the  Justice 
Dept.'s  antitrust  case  may  be 
unraveling 

50    HAUNTED  BY  DEAD  DOT-COMS 
Their  gear  is  flooding  the  market 
just  when  tech  equipment  makers 
are  dealing  with  swollen  inventories 
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AUTOS:  GENERAL  MOTORS 

The  stumbling  giant  needs 
discipline  its  overseas  part 
tap  into  their  expertise 
SAUDI  ARABIA:  ENTER  BIG 
The  kingdom  offers  the  oil 
small  contracts.  They're  lin   "' 
just  to  get  a  foot  in  the  do 
TAIWAN:  HIGH  TECH 
The  Hsinchu  Park's  infrast 
has  not  kept  pace  with  its 
and  executives  are  fretting 
INTERNATIONAL  OUTLOOK 
Cozy  with  Japan,  chilly  wii 
Will  the  new  policy  forged 
pay  off? 
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Economic  Analysis 


28    ECONOMIC  VIEWPOINT 

Kuttner:  Brace  yourself.  T 
could  prove  to  be  nasty 

32  ECONOMIC  TRENDS 
American  poverty,  the  Net 
on  trade,  can  recession  be 

33  BUSINESS  OUTLOOK 
The  Fed's  new  worry:  I  it: 
pessimism 
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ALL  WET 

Marketing 
missteps  at 
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P&G  brand 

page  80 


SHOCKWAVES 

What  do  you  do  after  an 

Office  ShOOtOUt?  page  98 


SAVING  FOR  COLLEGE 

States  now  offer  lots  of 
ways  to  start  early  page  102 
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HOW  BAD  WILL  IT  GET? 

More  than  $3  trillion  of  investor 
wealth  has  been  wiped  out 
since  the  market's  peak  a  year 
ago.  Is  the  worst  to  come?  page  36 
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fERTIME  PAY  FOR  MANAGERS? 
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dng  employers  to  court 
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estimates 
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98  AFTER  THE  SHOOTING  STOPS 

When  workers  are  murdered  on  the 
job,  the  trauma  can  last  for  years. 
Employers  often  wind  up  getting 
sued.  How  can  companies  cope? 
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TRUSTBUSTERS 

DID  MICROSOFT 
CATCH  A  BREAK? 

THE     BUSH     ADMINISTRATION 

has  had  a  perhaps  unintended 
impact  on  the  Microsoft 
case — one  that  may  help  the 
computer  giant  get  at  least 
some  of  the  rulings  against 
it  reversed  by  a  federal  ap- 
peals court,  Justice  Dept. 
sources  tell  BusinessWeek. 

The  sudden  departure  of 
the  last  senior  Clinton  official 


EDITED  BY 
SHERIDAN  PRASSO 

with  intimate  knowledge  of 
the  case  led  to  turmoil 
and  inaction  at  a  criti- 
cal juncture  in  the 
appeal,  the  sources 
say.  But  it  didn't  have 
to  happen.  The  Bush 
transition  team  had  at 
first  said  Douglas 
Malemed,  acting  head  of 
the  Antitrust  Div.,  could  stay 
until  Bush's  team  was  in 
place.  But  on  the  inaugura- 
tion's eve,  it  reversed  that  and 
ordered  him  out — immediately. 
The  result  was  not  pretty 
(page  48).  Justice  lawyers  be- 
fore the  appellate  panel  Feb. 
26-27  were  unable  to  answer 
basic  questions  and  confused 
important  precedents.  "The 
government's  case  really  suf- 
fered as  a  result,"  says  one 
official.  Would  a  more  profes- 
sional showing  have  had  more 
success?  Dan  Carney 


DAMAGE  CONTROL 

NIKE  TRIPS  OVER 
ITS  LACES 

WHAT  STARTED  AS  A  JOKE  BY 

an  mit  grad  student  has  be- 
come a  prank  heard  round 
the  world  and  a  public-rela- 
tions headache  for  Nike.  In 
January,  Jonah  H.  Peretti,  27, 
visited  Nike  iD,  a  Web  site 
that  lets  sneakerphiles  per- 
sonalize Nikes  with  colors 
and  a  16-character  message. 
Peretti  picked  "sweatshop." 

Nike  balked.  It  e-mailed 
Peretti  with  its  formal  rules 
for  printing  messages.  In 
a  series   of  increasing- 
ly   comical    exchanges, 
Peretti  replied  that 
"sweatshop"  trans- 
gresses   none    of 
Nike's        rules. 
Nike  finally  cit- 
ed another  one: 
It  doesn't  have 
to  print  anything 
it  doesn't  want  to. 

Peretti  sent  the 
e-mails  to  about  10 
friends.  It  was  quick- 


ly forwarded.  And  forward- 
ed. "I  thought  it  was  funny," 
he  says.  Now  he  receives  500 
e-mails  a  day  from  around  the 
world,  many  vowing  to  boy- 
cott Nike.  He  estimates  two 
million  people  have  read  it. 

What  could  Nike  have 
done  differently?  The  compa- 
ny says  nothing.  But  PR  ex- 
perts cringe.  Nike  might  have 
said  that  "'sweatshop'  makes 
light  of  a  serious  issue,"  says 
Tracy  Tierney,  a  Richmond 
(Va.)  PR  consultant. 

Nike  is  waiting  for  the 
prank  to  blow  over.  But  that 
may  take  a  while.  A  new  re- 


SWOOSH 

goes  the  e-mail 

port     by     Nike's 
self-policing  body, 
Global  Alliance, 
confirms  worker 
abuse  in  its  In- 
donesian facto- 
ries— something 
Nike  vows  to 
address.     Roy 
Furchgott 


TALK  SHOW  USince  we're  here  in  Orlando,  I  would  say 
Mickey  Mouse  and  Goofy  could  have  done  as  good  a  job 
running  this  company?' 

— A  shareholder  to  Lucent  CEO  Henry  Schacht  at  the  annual  meed 


SPORTS  BIZ 


SUCH  INTIMIDATING 
PRICES  ON  eBAY 

RACING  LEGEND  DALE 

Earnhardt's  death  has  cast  a 
pall  over  NASCAR,  but  it's 
triggered  a  frenzy  for  Earn- 
hardt memorabilia.  On 
eBay,    autographed 
8x10    glossies    of 
the     Intimidator 
that  were  fetch- 
ing $15  to  $20  J 
before  the  Feb. 
18  fatal  crash 
are  now  being 
offered  for  up 
to  $760,  while 
die-cast      cars 
have  soared  from 
$60  to  $300.  "It's 
the  nature  of  the 
memorabilia  business 
that   prices   go  up 

when       something   DALE  EARNHARDT 
terrible   happens," 


For  sponsors  and  deal] 
Earnhardt's  death  has  cr4 
ed  a  dilemma:  how  to  he 
his  memory  without  lool* 
like  they're  cashing  in  onl 
death.    Coca-Cola    bottl 
quickly  pulled  TV  ads  feaj 
ing     Earnhardt — even 
thieves  from  Ohio  to  Sc 
Carolina  were  flopj 
Coke   vending 
chines    bearing 
life-size  imag^ 
Earnhardt 


truJ 


says  David  Phillips,  a  North 
Carolina-based  dealer  of 
NASCAR  memorabilia  such  as 
driving  suits,  engine  hoods, 
and  fenders.  Phillips  himself 
posted  Earnhardt  items  on 
eBay  after  the  crash,  at,  he 
notes,  "less  than  double" 
what  he  had  earlier  charged. 


flatbed 
One     was 
fered  on  el 
for     $12,0C 
with  no  bic 
although  tr 
life-size    Es 
hardt      phc 
fronts    pried 
the  machines 
bids  of  as 
$450. 

ConAgra  Fo| 
~  which  had  just 
ufactured  a  promotional 
of  Van  Camp  beans  in 
bearing  Earnhardt's  like 
says  it  destroyed  more 
100,000  cans  just  before 
were  scheduled  to  be  si 
Don't  be  surprised  if  a 
nonetheless  mysteriously 
up  on  eBay.        Ushma 
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THE  LIST   WAYS  TO  TRIGGER  AN  IRS  AUD1 


THE  BEHAVIOR 


WHY  IT'S  RISKY 


MATHEMATICAL  OR  FACTUAL    IRS  figures  that 
MISTAKE  (LIKE  A  WRONG        obvious  errors 
S.S.  NUMBER)  indicate  more 

subtle  ones. 


YOU  DIDN'T  DECLARE 
SELF-EMPLOYMENT 
INCOME  FOR  WHICH  YOU 
RECEIVED  A  1099 

YOU  EARNED 
OVER  $100,000 


YOU  WROTE  A  PROTEST 
NOTE  ON  YOUR  RETURN 


The  feds  are 
getting  good 
at  computer 
cross-checking. 


That  gives  you  a 
l-in-100  chance  of  audit, 
whereas  for  taxpayers  overall  the| 
risk  is  less  than  1  in  200. 

The  IRS  is  not  known  for 
winking  at  criticisms. 


YOU'RE  PASSING  OFF  A  HOBBY   Declaring  a  loss  year  after  ye<| 
AS  A  LOSING  BUSINESS  will  red-flag  your  return. 

Data:  Taxes  tor  Dummies,  by  Eric  Tyson  and  David  J.  Silverman.  IDG  Boohs  i 
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iPlanet™ 
Software  Products 


nt 
ready 


How  do  you 

iPlanet  Software 

create  services 

Products  enable 
services  that  work. 

that  will  change 

Millions  of  people 
can't  be  wrong: 

the  world? 

•Over  75  million 

Well,  for  starters, 

calendar  users 

you  need 

•  160  million 
mailboxes 

software  that 

•  330  million 

actually  works. 

directory  users 

i  Planet 


i  ■ 


. 


It's  not  just  about 
web  services  any- 
more, is  it?  You  need 
to  deliver  the  smart 
web  services  your 
customers  just  can't  live  without.  Services 
that  will  empower  them,  impress  them  and, 
of  course,  keep  them  coming  back  for  more. 
You  need  the  iPlanef  platform. 

iPlanet  integrates  seamlessly  with  your 
legacy  systems,  letting  you  launch  services 
quickly,  before  anyone  else  even  has  the 
same  idea.  And  you'll  never  be  caught  by 
surprise  using  the  #1  performance  leader 
in  directory,  application  and  web  servers. 
With  the  most  scalable  software  platform 
available,  you  have  a  head  start  to  buy,  bill, 
sell  and  trade  on  the  Net,  while  providing 
a  rich,  customized,  secure  experience  that's 
tailored  to  your  user.  So,  when  you  need  to 
do  more  than  you  expected,  look  to  iPlanet 
products.  There's  no  limit  to  what  you  can  do. 
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OIL  SHOCK 

THROW  ANOTHER 
COB  ON  THE  FIRE 

WITH  HEATING  COSTS  SOARING 

this  winter,  homeowners 
across  the  U.  S.  are  discover- 
ing an  alternative  fuel:  field 
corn,  the  kind  farmers  use  to 
feed  livestock.  It's  certainly 
cheap.  Corn  costs  $2  a 
bushel,  and  homeowners  can 
heat  the  average  house  for 
$30  to  $60  a  month— 10  times 
cheaper  than  with  natural  gas 
or  heating  oil  and  7  times 
cheaper  than  with  electricity. 
The  big  investment  is  the 
stove  that  burns  it.  But  even 
at  $2,170  a  pop,  manufacturer 
American  Energy  Systems 
can't  keep  up  with  demand. 
After  selling  all  1,000  stoves 
it  made  last  season,  the 
Hutchinson  (Minn.)  company 
made  5,000  for  this  winter 
and  then  sold  all  of  those, 
too.  Founder  Mike  Haefner 
says  he  gets  a  phone  call  or 
e-mail  every  30  seconds. 
"They  tell  me  they're  sick 
and  tired  about  high  energy 
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CORN  STOVE:  Cheap  heat 

costs,  and  it's  time  to  do 
something  about  it,"  he  says. 
Haefner  says  that  he  in- 
vented the  stove  after  see- 
ing corn  prices  dip  to  histori- 
cal lows  in  the  past  three 
years.  His  stove  burns  dry 
shelled  field  corn  and  needs 
only  a  vent  pipe  to  expel  ex- 
haust. Haefner  figures  he 
could  sell  100,000  if  he  could 
just  find  a  manufacturer  to 
help  make  them.  And  no, 
your  house  won't  smell  like 
popcorn.       Laurie  Freeman 


OVER  THERE 

SLOW  GOING  FOR 
EURO-PRENEURS 

A  NEW  STUDY  ON  EUROPEAN 
competitiveness  finds  it's  get- 
ting easier  to  start  a  compa- 
ny in  Europe — and  easier  to 
fail.  But  it's  still  not  as  easy 
as  in  the  U.  S. 

Registering  a  new  compa- 
ny takes  under  a  week  in 
Britain  and  Denmark — less 
time  than  the  two  weeks  re- 
quired in  the  U.S.  But  ex- 
pect to  wait  22  weeks  in 
Spain  and  16  in  Germany,  ac- 


cording to  the  study.  On  the 
rest  of  the  Continent,  reg- 
istration delays  also  are 
longer  than  in  the 
U.  S.,  although  they  are 
coming  down.  "Eu- 
rope's competitiveness 
is  improving,"  says  Erk- 
ki  Liikanen,  who  commis- 
sioned the  European  Com- 
mission report,  "but  still  not 
fast  enough  to  close  the  gap 
with  our  competitors." 

Similarly,  going  bankrupt 
in  Europe  can  be  a  career- 
killer.  Creditors  can  claim  a 
bankrupt  entrepreneur's  as- 
sets for  12  years  in  Ireland 
and  10  years  in  Finland  and 
Sweden.  That  compares  with 
one  year  in  the  U.S.  and — 
surprisingly — Greece.  A  long 
period  means  earnings  from 
future  ventures  can  be 
claimed,  a  disincentive  to 
starting  anew.  Euro  leaders 
plan  to  discuss  solutions  at 
their  Mar.  23  summit  in 
Stockholm.  William  Echikson 


BE  PREPARED 

COOKIES  AND  HIGH  TECI 

FORGET       COOKING       AND 

crafts.  The  Girl  Scouts  are 
introducing  17  badges 
aimed  at  getting  girls 
ages  8-11  to  learn  about 
civil  and  electrical  engi- 
neering, the  environment, 
global  politics,  oil  production, 
and  even  how  to  make 
plastics. 

Today's  2.7  million  Girl 
Scouts  need  to  prepare  for 
technological  careers,  their 
leaders  say.  "We  know  that 
women  have  been  left  out  of 
science  and  technology  ar- 
eas," says  Executive  Direc- 
tor Marsha  Johnson  Evans. 
By  earning  badges,  scouts 
find  new  interests,  learn  po- 
tential job  skills,  and  meet 
mentors  in  the  field. 

To  earn  the  Oil  Up  badge, 
girls  learn  about  oil  produc- 


NEW  SCOUT 
BADGES:  Wo\ 

oriented 


tion  and,  using 
a  kit,  replicate  and 
then  clean  up  an  oil  spill. 
For  the  Making  it  Mai 
badge,  they  use  a  polyl 
kit  to  make  plastics.  Fori 
Global  Awareness  badge! 
vised  with  former  Secrel 
of  State  Madeleine  Albr 
the  girls  follow  a  worldl 
gion's  politics.  Not  to  wq 
though:  Girl  Scouts  will 
sell  cookies.  Joan 


THE  BIG  PICTURE 


ECONOMIC  DOWNTURN  TIME! 

Senior  executives  from  100  large  companies  surveyei 

in  late  January  say  they'll  resort  to  cost  cuts,  includir 

fs,  to  weather  an  extended  economic  downturn. 

ACTIONS  BUSINESSES  SAY  THEY'LL  1 

Reduce  capital 
expenditures 

Push  for  supplier 
price  cuts 

Reduce  marketing/ 
ad  spending 

Reduce  sales  and 
earnings  targets 

Implement  layoffs 


!  CUNCIMIC  DOWNIttKN 

WAS  UNDEFINED  FOR 

PIIKI'OSISUI  llll 
SURVEY 

Data:  Bain  &  Co. 
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FOOTNOTES  Median  annual  compensation  for  s&p  500  board  members:  in  2000,  $1 00,800;  1999,  $95,000;  1998,  $85,500 
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.  Btt| 


Sun  Enterprise" 
10000  Server 


n 

ready 


It  consumes  data 
like  it's  got  an  iron 
stomach.  Which,  of 

course,  it  does. 


When  you're  looking  for  a  mainframe- 
class  server  to  run  the  most  demanding, 
multi-terabyte  applications,  you  need  a 
heavyweight.  You  need  a  rock. You  need 
the  Sun  Enterprise'"  10000  server  running 
on  the  Solaris™Operating  Environment 
—  a  powerful  combination  for  all  your 
mission-critical  applications.  For  the 
performance-hungry,  the  E10000  can  go 
from  4  to  64  processors  while  the  system 
is  still  running.  For  increased  uptime  and 
reliability,  you  can  create  up  to  16  domains 
within  a  single  cabinet  or  cluster  up  to 
eight  ElOOOOs  together.  All  this  makes 
the  E10000  the  optimal  platform  for  your 
database  or  ERP  applications.  So  go 
ahead  and  order  everything  on  the  menu. 
The  E10000  will  devour  it  in  a  hurry. 

The  E10000  eats  the  competition  for  lunch: 


Features 

Sun 

IBM-AIX/HP-UX 

64  SMP  CPUs  in  a  Single  Cabinet 

1993 

not  yet 

Full  Dynamic  Partitioning 

1997 

not  yet 

Hot-Swap  CPU  and  Memory 

1997 

not  yet 

InterDomain  Networking 

1999 

not  yet 

Automated  Dynamic  Reconfiguration 

2000 

not  yet 

Clustered  File  Systems 

2000 

not  yet 

Global  Network  Services 

2000 

not  yet 

sun.com/elOk 


take  it  to  the 


*  +Sun 


microsystems 
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Readers  Report 


A  CLOSER  LOOK  AT 

CARLY  FIORINA'S  TRACK  RECORD 

Many  professionals  are  skeptical  of 
the  success  of  the  sweeping  reorganiza- 
tion at  Hewlett-Packard  Co.  ("The  Rad- 
ical," Cover  Story,  Feb.  19).  Maybe  CEO 
Carly  Fiorina  is  right.  Corporations  of 
the  future  will  be  omnipresent.  Their 
services  will  be  accessible  through  mul- 
tiple channels  from  everywhere  at  any 
time,  and  will  be  deliverable  everywhere 
and  anytime.  Fiorina  has  already  envi- 
sioned this  service  evolution. 

Rado  Kotorov 
Morristown,  N.J. 


terwards  makes  apologies  for  mis^  i 
the  forecasts.  Is  anyone  watching 
store? 

Walt  Sobok 
Atla 

WHO  IS  BEST  EQUIPPED 
TO  SPEND  THE  SURPLUS? 


I'm  intrigued  by  Car- 
ly Fiorina's  business  ap- 
proach, so  your  article 
was  welcome.  Also  much 
appreciated  was  the  com- 
plete omission  of  any  dis- 
cussion of  the  woman's 
fashion  tastes  and  family 
situation. 

Tina  Kampman 
Springfield,  Ohio 


l-BIZBOHUS: 


mum 


,:■„.,,„  cavlv  Fiorina  s 

"i'."-"  Bold  Management 

"l"'"o  1  Experiment 

Nortel,  1  At  HP 


Laura  D'Andrea  Tyson  doesn't  w 
to  "squander"  the  budget  surplus  o 
tax  cut  ("The  surplus?  Make  it  a 
tional  savings  account,"  Economic  Vi 
point,  Feb.  19).  Instead,  she  wants 
keep  the  money  in  government  hai 
so  that  it  can  be  m 
I  wisely  spent.  How  ins 
:  ing.  It's  my  money.  ( 
ing  that  money  bacl* 
the  people  who  earne 
is  the  one  way  the  j 
ernment  can  derr 
strate  its  own  integi 
taking  only  what 
needs  instead  of  eve 
thing  it  can  grab, 
G.  Lynn  Shost 
New  1l 


Who  was  the  marketing 
whiz  at  Lucent  Technolo- 
gies Inc.  who  studied  and 
projected  the  marketplace 
and  underestimated  and  misjudged  the 
direction  the  technical  markets  were 
taking?  Who  was  the  marketing  whiz 
who  made  radical  financing  arrange- 
ments to  sell  equipment  to  new  telcos 
no  matter  what? 

Prior  to  being  picked  as  Hewlett- 
Packard  ceo,  Carly  Fiorina  was  furi- 
ously [helping  develop]  a  bold  manage- 
ment makeover  (experiment)  at  Lucent. 
This  experiment  has  resulted  in  a  dis- 
ease that  was  at  Lucent  now  spreading 
to  hp.  Fiorina  has  made  projections  of 
growth  in  sales  and  profits  at  HP  and  af- 


Even  though  I 
from  the  pointy-b 
ed  East,  it  makes 
want  to  join  a  mi 
whenever  I  see  a  column  describe 
cuts  as  squandering  the  governm 
money.  I  like  tax  cuts.  Some  of  us 
spend  our  tax  cut,  others  might  sa- 
fer retirement,  or  start  a  businessl 
give  it  to  charity.  Isn't  that  part  of 
freedom  is  all  about? 

Eric  H; 
Upper  Gwynedd, 

I  suggest  that  Tyson  petition  the 
ternal  Revenue  Service  to  put  a  cl 
box  on  its  forms  that  will  allow  the 
ernment  to  keep  your  tax  refund. 
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Relax  in  the  unsurpassed  comfort  of  our  Ultimo*  seats 

amidst  the  elegant  ambience  created  by  Givenchy. 


Singapore  Airlines  Raffles  Class. 
Business  in  a  class  of  its  o 


SinGAPORE  AIRLinES 


nno  seats  available  on  MKGA  TOP 


M  Mileage  Plus    members  can  now  have  actual  flight  miles  earned  on  Singapore  Airlines  qualify  towards  Premier  Status. 


www.8ingaporcair.coin/ariiericai 


EARN  POINTS 
&  MILES"  FOR  A 

FREE 

VACATION  EVEN  FASTER 

AT  DOUBLETREE. 


Hilton  HHonors 

Poiiits&Miles 


Hilton  HHonors®  is  the  only  hotel 

rewards  program  that  offers  both 

hotel  points  and  airline  miles  for 

the  same  stay  —  what  HHonors  calls 

a  Double  Dip.®  There  are  over 

2,000  hotels  worldwide  that  offer 

Hilton  HHonors,  including  Doubletree'.5 

HHonors  even  allows  you  to  exchange 

points  for  miles  and  vice  versa.  Once 

you've  earned  your  HHonors  points, 

they  can  be  redeemed  through 

Hilton  HHonors  for  free  hotel 

nights,  airline  tickets  and  merchandise 

from  select  retailers.  To  enroll  in 

Hilton  HHonors  or  make  reservations, 

visit  www.hiltonhhonors.com,  contact 

your  professional  travel  agent  or  call 

1-800-HHONORS. 


redemption  of  points  are  subject  to  T 


DoubleTree* 

HOTEL'S  uites  -Resorts-Clubs 
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CORRECTIONS  &  CLARIFICATIONS 

"How  Tinmen  smelt  a  quick  profit"(Up  Front, 
Feb.  26)  should  have  said  that  aluminum 
producers  along  the  Northwest's  Columbia 
River  are  buying  electricity  to  run  their 
plants  trom  the  regional  power  authority 
for  $22  per  megawatt  hour,  and  reselling  it 
for  $405  per  Mw  hour. 


can  call  it  the  "Laura  D'Andrea  Tyson 
keep-my-tax-refund-because-the-gov- 
ernment-can-spend-it-so-much-better- 
than-I-can"  box. 

Conrad  Styczen 
Palatine,  111. 

WIRELESS  ADVOCATES  MUST 
STAND  UP  AND  BE  COUNTED 

The  wireless  industry  does  not  have 
eminent  domain,  and  some  communities 
and  citizens  adamantly  oppose  locating 
antennas  in  residential  areas  ("Wireless: 
A  little  government  meddling  may  not 
hurt,"  News:  Analysis  &  Commentary, 
Feb.  19).  If  we,  the  citizens  who  want 
these  services,  don't  stand  up  and  fight 
for  the  infrastructure  it  takes  to  support 
them,  the  situation  will  continue  to  get 
worse. 

Joe  Blaschka  Jr. 
Woodinville,  Wash. 

NUCLEAR  POWER  HAS 
STOOD  THE  TEST  OF  TIME 

Nuclear  plants,  an  economic  pariah 
just  a  few  years  ago,  are  now  hallmarks 
of  success  for  electric  utilities  ("Nuclear 
power  puts  a  glow  on  Exelon,"  Inside 
Wall  Street,  Feb.  12).  Our  current  fleet 
of  power  facilities  is  being  outpaced, 
and  unless  we  engage  in  a  major  build- 
ing campaign,  including  nuclear  units 
and  clean-coal  power  plants,  we  will  all 
feel  like  Californians  very  soon. 

William  H.  Miller 

Professor  of  Nuclear  Engineering 

University  of  Missouri 

Columbia 

LESSONS  FROM 
CALIFORNIA'S  POWER  CRISIS 

Laura  Cohn's  commentary  says:  "Only 
the  incentives  of  a  free  market  will  en- 
courage building  new  capacity"  ("Why 
the  energy  crunch  needs  tough  love," 
News:  Analysis  &  Commentary,  Feb. 
19).  Much  of  the  media  and  many  politi- 
cians have  forgotten  some  100  years  of 
history  of  the  electric  utility  industry. 
Regulation  was  the  norm,  and  investors 


were  happy  to  provide  capital  for  g€ 

eration,  transmission,  and  distribute 

And  prices  fell  for  most  of  the  perioc 

H.  Michael  Hay 

Westminster,  Co 

THE  DANGERS  OF  ALLOWING 
PATIENTS  TO  SUE 


"Patients'  rights  for  all  patients?"  (9 
cial  Issues,  Feb.  19)  should  have  been 
tied  "Much  higher  costs  and/or  l(f 
health  insurance  for  all  patients?" 
federal  government  should  let  the  stal 
pass  their  own  laws — in  the  hope  tH 
innocuous  laws  are  passed  that  focj 
on  mandatory  external  review  of  phj 
cians  by  competent  physicians,  ratlj 
than  incompetent  lawyers. 

Kenneth  S.  Abramo\ 
New  Yd 

TO  MANAGE  DIABETES, 

YOU  NEED  ADEQUATE  INSURANCE! 

Yes,  tools  for  self-management  of  I 
abetes  are  available  ("Taking  the  stj 
out  of  diabetes,"  BusinessWeek  Lif 
style,  Feb.  19).  But  without  adequj 
medical  insurance,  most  people  are 
going  to  spend  the  money  to  buy 
cose  meters  and  the  (very  expensi| 
test  strips  that  go  with  them. 

Carol  Emmet-Bor 
Winston-Salem,  Nl 
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ound  here,  we  do  things  in  a  different  way.  Your  way.  We're  a  place  waiting  to  fit  to  you, 
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THE  PRICE  OF  MOTHERHOOD 

Why  the  Most  Important  Job  in  the  World  Is  Still  the  Least  Valued 

By  Ann  Crittenden 

Metropolitan  Books  •  323pp  •  $25 


BEING  A  MOTHER 
JUST  DOESN'T  PAY 


In  Massachusetts,  a  furor  has  erupt- 
ed over  the  news  that  the  newly 
appointed  governor,  Jane  Swift,  is 
pregnant  with  twins.  The  unusual  situ- 
ation— she  will  be  the  first  U.S.  gover- 
nor to  give  birth  while  in  office — has 
sparked  more  than  the  old  culture  war 
over  whether  mothers  should  work. 
Even  her  supporters  wonder  how  she 
will  manage  the  burden. 

No  one,  though,  seems  to  be  ques- 
tioning the  notion  that  Swift  alone  is 
responsible  for  the  care  of  her  children. 
Even  though  she  has  a  stay-at-home 
husband,  the  debate  in  newspapers  and 
on  the  airwaves  is  only  on  how  Swift 
will  handle  child  care  and  balance  ca- 
reer and  family.  In  effect,  our  society 
has  decided  that,  since  it  was  her  choice 
to  have  kids,  she  must  bear  all  the  costs 
of  raising  them. 

Welcome  to  America,  the  land  where 
having  a  child  is  the  worst  economic 
decision  a  woman  can  make.  This  un- 
pleasant truth,  and  its  even  more  un- 
pleasant consequences,  are  laid  out  in 
detail  in  The  Price  of  Motherhood:  Wfiy 
the  Most  Important  Job  in  the  World  Is 
Still  the  Least  Valued.  Author  Ann  Crit- 
tenden, a  former  economics  reporter  for 
The  New  York  Times,  has  produced  an 
important  and  well-argued  study  of  the 
huge  disparity  between  the  value  that 
mothers  produce  and  the  price  they  are 
forced  to  pay.  "The  truth  is  that  unpaid 
female  labor  is  the  priceless,  invisible 
heart  of  the  economy,"  she  writes.  But 
while  homemakers  make  up  the  largest 
single  occupation  in  the  U.  S.,  they  are 
also  the  most  likely  group  to  face  pover- 
ty in  old  age. 

The  Price  of  Motherhood  is  not  an- 
other feminist  screed  lamenting  that 
men  don't  help  with  the  kids  or  that 
women  still  don't  get  promotions  at  the 
office.  Crittenden  takes  a  far  more  com- 
pelling approach  to  the  motherhood  de- 
bate— an  economic  one.  On  the  one 


hand,  she  notes,  economists  are  in  gen- 
eral agreement  that  human  capital  is  a 
major  determinant  of  a  nation's  pros- 
perity. And  yet  our  tax  code,  workplace 
policies,  divorce  laws,  immigration  laws, 
and  welfare  system  all  devalue  the  job 
of  raising  those  humans. 

Crittenden  spent  five  years  research- 
ing what  she  calls  the  "mommy  tax," 
and  her  data  make  a  convincing  case. 
One  study  found  that,  by  1991,  30-year- 
old  American  women  without  children 
were  earning  90%  of  men's  wages.  But 
comparable  women  with  chil- 
dren were  making  only  70%, 
even  when  all  other  factors 
were  equal.  Another  survey  of 
200  female  MBAs  found  that 
those  who  had  pulled  out  of 
the  job  market  for  an  average 
of  8.8  months  earned  17%  less 
than  those  who  had  never  had 
an  employment  gap.  It's  not 
just  mothers  that  suffer,  either. 
A  survey  of  348  male  man- 
agers at  the  largest  companies 
revealed  that  those  who  had 
both  children  and  working 
wives — so  presumably  helped  out 
more  at  home — earned  almost  20%  less 
than  fathers  with  non-working  wives. 

Of  course,  champions  of  so-called  fam- 
ily values  argue  that  this  is  the  price 
one  pays  for  having  children,  and  moms 
are  more  than  compensated  by  the  joy 
they  derive  from  their  kids.  But  you 
can't  eat  joy.  A  woman  who  works  only 
as  a  homemaker  does  not  accrue  Social 
Security  and  is  unlikely  to  have  a  pen- 
sion or  savings  of  her  own  unless  her 
husband  chooses  to  give  her  some  of 
his.  Crittenden  goes  into  great  detail 
about  what  she  calls  "the  dark  little  se- 
cret of  family  life":  Under  family  law,  a 
breadwinner's  income  is  legally  his 
alone,  and  he  can  do  whatever  he  wants 
with  it.  In  the  event  of  divorce,  he  must 
pay  child  support  but  little  or  no  spousal 


support  in  most  states,  she  says.  St 
at-home  moms  will  then  have  to  go  bj 
to  work,  usually  for  far  lower  waJ 
than  their  former  husbands  make.  1 
no  coincidence,  she  argues,  that  as  ma 
as  one-half  of  divorced  mothers,  ;) 
their  children,  end  up  in  poverty. 

Crittenden  clearly  did  her  homewd] 
She  cites  an  impressive  array  of  a 
nomic  studies  and  takes  an  extensj 
look  at  divorce  laws,  welfare  policj 
workplace  issues,  and  the  lack  of  I 
fordable  child  care.  This  is  not  jusl 
dry  recitation.  She  illustrates  each  pa 
with  chilling  stories  from  the  real  wol 
based  on  extensive  interviews. 

She  also  describes  an  alternative.  C 
tenden  heads  off  to  Sweden,  which 
calls  "an  almost  mythical  paradise"  wl 
men  do  more  housework  and  child 
than  anywhere  else  in  the  world.  Th 
she  discovers  a  set  of  policies  designee 
keep  mothers  working  and  happy,  ra 
ing  from  a  year's  paid  maternity  leave 
one  month's  paid  father's  le 
(in  addition  to  10  days  of 
the    child's  birth),  and  su" 
dized,  high-quality  child  e 
As  a  result,  the  rates  of 
ticipation  of  men  and  wo: 
in  the  Swedish  labor  force 
the  same.  Crittenden  also  foi 
in  Sweden  that  the  more 
nomic  power  mothers  hav 
the  family,  the  more  fathers 
out  at  home.  The  income  of 
mother    invariably    correl 
with  the  domestic  participaj 
of  the  father,  even  among  immi 
populations  from  traditionally  patriar| 
nations. 

Crittenden  proposes  a  set  of  p< 
changes  for  the  U.  S.  that  would  re 
ceptualize  child  care  as  work.  Ti 
who  provide  that  care,  paid  or  un 
would  then  be  seen  as  productive 
zens  with  the  same  social  and  econ 
rights  as  all  other  workers.  After 
she  says,  "someone  has  to  do  the 
essary  work  of  raising  children  and 
taming  families,  and  the  reward  for 
vital  work  should  not  be  professi 
marginalization,  a  loss  of  status,  an 
increased  risk  of  poverty."  It  is  harj 
imagine  any   of  her  proposals   b 
adopted.  But  this  book  at  least  atte 
to  change  the  parameters  of  the  de 
BY  CATHERINE  A 
Arnst  is  a  senior  ir 
ami  a  mo 


WELCOME  TO  AMERICA,  WHERE  HAVING  KIDS  IS  TH| 
WORST  ECONOMIC  DECISION  A  WOMAN  CAN  MA] 
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Unlimited  Partnership  with: 

University  of  Delaware 

Since: 

1991 

Managed  Services: 

Dining  &  Vending  Services 

Stadium  Concessions 

Conference  Center  Management 

Value  Created: 

Student  Satisfaction  Up:    13% 

David  Hollowell, 
Executive  Vice  President 
University  of  Delaware: 

". . .  by  putting  a  lot  of  quality  and 

variety  on  our  students  plates. 

Over  10,000  of  them  every  day. 

In  our  business,  getting  the  food 

wrong  can  impact  recruiting  and 

retention.  We  don't  have  those  worries. 

We're  able  to  concentrate  all  our 

resources  on  education.  And  when 
prospective  students  visit,  our 

dining  halls  help  us  close  the  sale." 

John  Brady,  ARAMARK 
Resident  District  Manager: 

"We  work  with  students  to  create  a 

menu  that  excites  them.  Then  we 

introduce  the  best  preparation  and 

display  techniques  from  ARAMARK 

sites  around  the  world.  Why?  Because 

when  they  go  home  and  brag  to  their 

friends  about  U  ofD,  we  want  them 

bragging  about  the  food,  too." 

To  learn  more  about  ARAMARK 

Unlimited  Partnerships  visit  our 

website  at  www.aramark.com 

or  call  1-800-ARAMARK. 

ARAMARK®  Managed  Services  for 

Business,  Government,  Healthcare, 

Spoils  and  Entertainment, 

and  Educational  Institutions  include: 

Food  and  Support  Services, 

Uniform  and  Career  Apparel, 

Child  Care  and  Early  Education, 
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Technology  &  You 


BY  STEPHEN  H.  WILPSTROM 

tech&yo  u@businessweek.com 

ITS  TIME  TO  CAN 
THE  SPAM 


A  simple  start: 
Require 
every  e-mail 
to  have  a 
legitimate, 
traceable 
return  address 


BusinessWeek  online 


WIRELESS  NETWORKS 
POSE  SECURITY 
PROBLEMS. 

To  find  out  why,  go  to 
Technology  &  You  at 
www.businessweek.com/ 
technology/ 


Make  Money  Fast.  Fire  Your  Boss.  Hot 
xxx  Teen  Cuties.  Find  Out  Anything 
About  Anyone.  Along  with  dubious  stock 
tips  and  offers  for  Viagra  online,  these  unsolicit- 
ed and  unwanted  e-mail  messages  flood  my  in- 
box.  And  based  on  my  experience  and  anecdotal 
reports,  the  problem  is  getting  worse. 

Spam,  named  for  the  venerable  tinned  meat 
product,  is  part  of  the  dark  side  of  the  Internet 
revolution.  Nettlesome  junk  postal  mail  is  re- 
strained by  the  expense  of  sending  it.  Telemar- 
keting calls,  which  are  even  more  annoying,  are 
expensive,  too.  But  e-mail  spam  is  virtually  free 
of  cost  to  the  sender,  so  there  is  little  to  ^. 
keep  it  from  growing. 

There's  not  much  that  individuals  can 
do  to  limit  the  junk.  Spammers  rarely  honor 
the  offers  they  provide  to  take  recipients 
off  lists,  and  unlike  postal  mail,  there 
is  no  legal  requirement  for  them 
to  do  so.  Mail  programs,  includ- 
ing Microsoft  Outlook,  aol,  Yahoo!, 
and  Hotmail,  offer  not-very-effec- 
tive tools  to  deal  with  junk  mail. 
The  spammers  always  stay  one  step 
ahead  of  the  tricks  the  programs  use 
to  identify  junk.  As  a  result,  auto- 
matic filters  tend  either  to  misiden- 
tify  spam  as  legitimate  mail  or, 
worse,  brand  real  mail  as  junk. 
OPEN-ACCESS  ABUSE.  There  are, 
however,  steps  that  the  Internet 
community  could  take,  both  on  its 
own  and  in  conjunction  with  govern- 
ments, to  control  the  problem.  One  simple 
measure  is  fixing  a  flaw  in  the  design  of  the 
Internet.  The  Net  was  designed  as  a  friendly,  co- 
operative tool  for  academics,  and  it  was  set  up  so 
that  if  a  University  of  California  at  Los  Angeles 
mail  server  was  down,  a  researcher  there  could 
send  messages  through  a  server  at  Stanford 
University.  Today,  such  "open  relays"  make  it 
easy  for  spammers  to  disguise  the  source  of 
their  mail  and  avoid  being  nailed  for  abuse  of  ac- 
counts by  their  own  Internet  service  providers. 

A  sort  of  Net  vigilantism  is  gradually  shutting 
down  relays.  Organizations  such  as  the  Mail 
Abuse  Prevention  System  (www.mail-abuse.org) 
and  the  Open  Relay  Behavior-Modification  Sys- 
tem (www.orbs.org)  publish  lists  of  servers  used 
as  relays  by  spammers.  Subscribers  refuse  to 
accept  any  mail  coming  from  the  listed  servers. 
Since  this  stops  legitimate  mail  as  well  as  spam, 
any  [SP  that  ends  up  on  the  list  comes  under  in- 


u; 


tense  pressure  from  unhappy  customers  and  w 
block  the  offender.  It's  rough  justice,  but 
works.  If  every  isp,  school,  or  business  that  ru 
a  mail  server  would  honor  the  blacklists, 
problem  of  spam  would  be  much  reduced. 

Other  approaches  require  government  int 
vention.  In  the  U.S.,  it  is  illegal  to  send  an 
solicited  ad  by  fax.  What  puts  some  teeth 
this  prohibition  is  a  requirement  that  every  f 
carry  a  legitimate  phone  number  from  which 
originated,  creating  easy  grounds  for  acti 
against  violators.  Similarly,  every  piece  of  e-m 
should  be  required  to  carry  a  valid  return  i 
dress  instead  of  the  bogus  addresses  spamrra 
use.  This  won't  stop  spam,  but  it  could  drastica 
reduce  it,  as  it  has  junk  faxes. 

Success  will  require  international  action.  ] 
creasingly,  the  spam  I  see  appears  to  origin 
overseas,  especially  in  Eastern  Europe,  thou 
most  of  the  goods  and  services  being  offer 


are  American.  Spammers  may  be  using  open 
lays  abroad,  foreign  ISP  accounts,  or  just  fake 
eign  addresses,  but  the  problem  is  clearly 
ternational  and  may  have  to  involve  bodies  sil 
as  the  International  Telecommunications  Uni| 

A  final  area  for  action  is  plain  old   law 
forcement.  Many  of  the  services  advertised 
obviously  illegal.  You  don't  get  stuff  like  thiJ 
your  mailbox  because  postal  inspectors  enfo| 
mail-fraud  laws.  Wire  fraud  is  just  as  illegal, 
there's  no  law-enforcement  agency  interested, 
fighting  illegal  spam.  We  need  one. 

Spam  is  more  than  a  nuisance.  The  voli 
clogs  mail  servers  and  (ills  inboxes  with  Jul 
And  the  slimy  nature  of  most  of  these  mailing! 
a  threat  to  legitimate  e-commerce.  It's  timet 
end  the  spammers'  free  ride. 
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Keep  up  with  quickly  moving  industries  without  becoming  a  full-time  analyst. 


Consider 
these  funds 
for  your 
IRA 


Want  to  invest  in  the  hottest 
industries,  but  don't  have  time  for 
the  research?  Consider  Fidelity 
Select  Portfolios'? 

Unlike  diversified  funds,  Select 
Portfolios  focus  on  individual 
sectors.  Each  of  our  40  funds  is 
managed  by  industry  experts 
dedicated  to  one  sector.  There- 
fore, they  have  the  expertise  to 
find  opportunities  you  might  miss. 


Of  course,  there  are  no 
guarantees.  But  if  you  feel 
certain  industries  have  poten- 
tial and  you  can  accept  greater 
risk,  Fidelity  Select  Portfolios 
could  be  a  good  way  for 
you  to  capitalize  on  them. 
Put  the  expertise  and  ser- 
vice of  Fidelity  to  work  on 
your  portfolio  to  help  you 
see  yourself  succeeding. 


Fidelity 

Select  Portfolios 

You  pick  the  industry,  we  pick  the  stocks. 


Consumer  Industries 
Cyclical  Industries 
Financial  Services 
Health  Care 
Natural  Resources 
Technology 

Utilities  Growth 

Returns  as  of  12/31/00.2  Past  performance  is  no  guarantee  of  future  results.  Mutual  fund  performance  changes  over  time 
and  currently  may  be  significantly  lower  than  stated.  Most  recent  performance  data  is  published  online  at  each  month 
end.  Please  visit  Fidelity.com  or  call  Fidelity  for  current  performance  figures.  Sector  funds  may  be  more  volatile  than  funds 
that  diversify  across  many  sectors. 


1  year 

5  year 
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Investments* 


1-800-FIDELITY    Fldelity.com 

more  information  on  any  Fidelity  fund,  call  for  a  free  prospectus  and  read  it  carefully  before  investing. 
RVICE:  1-800-544-0118  for  the  deaf  and  hearing  impaired  9am-9pm  ET. 

nd  is  as  of  inception  date:  3/3/97  for  Cyclical  Industries;  3/3/97  for  Natural  Resources.  'Average  annual  total  returns  for  the  period 
2/31/00  include  changes  in  share  price,  reinvestment  of  dividends  and  capital  gains,  and  each  fund's  3.00%  sales  charge.  Share  price 
return  may  vary  and  you  will  have  a  gain  or  loss  when  you  sell  your  shares.  All  Select  equity  portfolios  have  a  $7.50  exchange  fee  and  a 
"'  short-term  trading  fee  on  shares  held  less  than  30  days.  Fidelity  Distributors  Corporation.  126196 
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Just  because  you're  good  at  one  thing 
doesn't  mean  you're  good  at  everything. 


Shaquille  O'Neal  was  virtually  a  unanimous  selection  for 
Most  Valuable  Player  in  the  NBA.  But  the  skills  that  make 
him  dominant  in  his  line  of  work  don't  ensure  success  in  other  endeavors. 

The  same  applies  to  you.  Whether  you're  the  CEO  or  COO,  chances 
are  your  expertise  does  not  include  managing  a  complex  Web  operation. 
And  if  you're  head  of  IT,  you've  been  through  enough  to  know  you  could 
use  a  little  support. 

This  is  where  we  come  in.  We're  Digex,  and  managed  Web  hosting  is 
what  we  do.  In  fact,  Gartner  Group  just  listed  us  as  a  leader  in  the  industry* 

We  have  proven,  engineered  solutions  for  your  core  infrastructure;  we 
have  set  the  benchmark  with  standard  10-day  installs.  Upgrades  are  not  an 
experiment  but  a  sure  thing.  We  also  specialize  in  complex  solutions  to 
address  your  particular  business  and  application  needs. 

Our  procedures  for  security,  change  management,  and  disaster  recov- 
ery have  been  validated  through  an  Ernst  &  Young  review  which  cleared  the 
way  for  us  to  achieve  SAS70  Type  II  recognition** 

We  function  as  a  true  partner  and  so  offer  an  interactive  customer  por- 
tal that  lets  you  monitor  your  operations  at  any  time.  Our  certified  experts 
allow  you  to  benefit  from  the  latest  technology,  and  our  partnership  with 
WorldCom  provides  you  with  a  high-speed  global  network. 

We  could  go  on  for  much  longer  but  won't  in  this  format.  Please  visit 
us  at  digex.com/good  or  call  1-800-455-2968  ext.  653,  and  we'll  send  a 
knowledgeable  real  human  being  to  discuss  every  last  detail  with  you. 
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Where  managed  hosting  is  going. 


©  2001  Digex,  inc.  All  trademarks,  tradenames  and  service  marks  mentioned  and/or  used  belong  to  their  respective  owners  •Gartner,  Worth  American 
Web-Hosting  Market,  Magic  Quadrant  January  2001  "Procedures  reviewed  by  E&Y  relate  to  control  objectives  specified  m  the  SAS70  report 
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BY  ROBERT  KUTTNER 


THIS  SLUMP  COILD  BE 
BAD  NEWS  FOB  BUSH 


GLOOM: 

Forecasts  of 
a  shallow  dip 
are  giving 
way  to 
grimmer 
outlooks. 
That  makes 
it  tricky  for 
Bush  to  push 
big  tax  cuts 
and  reduced 
spending 


Robert  Kuttner  is  co-editor  of 
The  American  Prospect  and 
author  of  Everything  for  Sale 


Asteeper-than-expected  recession  could  com- 
plicate the  achieving  of  several  of  President 
Bush's  cherished  goals.  These  include  a 
huge  multiyear  tax  cut,  reduced  federal  spend- 
ing, and  partial  privatization  of  Social  Security. 

Until  recently,  optimists  forecast  a  shallow 
recession,  with  the  boom  resuming  in  the  fall. 
This  could  have  helped  Bush  politically,  adding 
pressure  for  a  front-loaded  tax  cut.  Moreover,  it 
wouldn't  have  derailed  the  economic  assump- 
tions of  endless  budget  surpluses. 

But  now  a  more  pessimistic  picture  is  likely: 
Profits  keep  falling  well  below  projections,  de- 
pressing stock  prices  as  well  as  capital  spending. 
Lower  demand  is  inducing  steeper  layoffs,  and 
consumer  confidence  is  falling  fast.  This  mutual- 
ly reinforcing  tailspin  adds  up  to  a  classic  busi- 
ness-cycle recession.  But  this  downturn  could 
be  deepened  by  four  other  factors. 

First,  the  tech  boom  is  clearly  over — even 
blue-chip  tech  stocks  such  as  Sun  Microsystems 
Inc.  and  Cisco  Systems  Inc.  are  not  immune, 
and  the  broader  market  may  still  have  a  lot  of 
air  in  it,  too.  A  further  stock-market  free  fall 
would  have  a  reverse  "wealth  effect,"  leading 
to  a  deeper  contraction  in  consumer  spending. 
OLD  DEVIL.  Second,  the  trade  imbalance,  already 
high,  has  doubled  in  two  years  to  almost  4%  of 
gross  domestic  product.  Foreigners  have  kept 
buying  dollar  investments — bonds,  stocks,  real 
estate,  and  companies.  But  a  faltering  economy 
may  make  foreign  capital  think  twice,  especially 
if  the  Fed  needs  to  keep  cutting  interest  rates — 
weakening  the  dollar.  A  foreign  flight  from  dollar 
assets  would  massively  worsen  our  recession. 

Third,  inflation  may  be  breaking  out.  Never 
mind  that  it  is  being  driven  by  sectoral  factors 
(oil  prices,  medical  costs)  rather  than  macroeco- 
nomic  ones.  It  may  make  the  Fed  think  twice 
about  cutting  rates.  Stagflation,  anyone? 

Finally,  a  persistent  minority  of  economists,  in- 
cluding Robert  J.  Gordon  of  Northwestern  Uni- 
versity, insists  that  the  vaunted  statistical  in- 
crease in  productivity  is  exaggerated.  Many 
attribute  the  recent  boom  more  to  people  work- 
ing longer  and  harder  rather  than  to  better  ma- 
chines. Anybody  who  wastes  hours  a  day  on  e- 
mail  and  balky  software  can  identify  with  this 
dissent.  People  can  only  ratchet  up  their  work  in- 
tensity so  far. 

If  the  recession  is  deeper,  the  stock  market 
weaker  than  anticipated,  and  the  high  growth 
rates  of  the  1990s  a  fluke  created  by  a  technolo- 
gy bubble,  we  are  in  for  a  bumpy  ride  with  in- 
teresting political  fallout.  For  starters,  we  can 


chuck  the  rosy  budget  projections  that  are  t 
foundation  for  President  Bush's  $1.6  trillion  t, 
cut.  Instead,  we  need  a  smaller,  more  targets 
and  shorter-term  tax  cut  that  gives  the  econor 
a  Keynesian  boost. 

A  recession  rooted  in  faltering  sales  and  pr< 
its,  depressed  consumer  demand,  layoffs,  and  r 
duced  capital  spending  resurrects  the  case  1 
counter-cyclical  spending — old-fashioned  pur 
priming.  Until  now,  fiscal  policy  was  pronounc 
dead  and  monetary  fine-tuning  the  entire  gan 
But  in  the  face  of  a  market  unwinding  and  sk 
tish  consumers,  the  Federal  Reserve's  rate  ci 
may  have  lost  their  magic.  They  would  be  "pui 
ing  on  a  string."  Suffering  businesses  and  cc 
sumers  would  still  not  borrow  and  the  econor 
would  continue  to  drop.  Rate  cuts  are  nec< 
sary  but  not  sufficient. 

It  may  also  be  that  several  years  of  contn 
tionary  fiscal  policy  are  finally  taking  their  to 
It's  one  thing  to  run  deliberate  surpluses  wh 
the  economy  is  overheating  and  quite  another 
a  recession.  Temporary  deficits  could  even  I 
come  respectable  again. 

We  can  debate  the  relative  virtues  of  tax  ci 
vs.  spending — the  old  argument  between  Jo 
Kenneth  Galbraith  and  Walter  Heller  about  t 
form  of  President  John  F.  Kennedy's  tax 
Galbraith  made  an  impassioned  case  about  i 
poverished  public  needs  amid  private  affluen 
but  Kennedy  sided  with  Heller  and  tax  cuts. 
GIDDY  ACTION.  However,  with  the  safety  net 
shreds,  Galbraith's  case  surely  resonates  today 
real  recession  would  revive  government's  n 
essary  role  as  shock  absorber.  Unemploym* 
insurance  coverage,  both  as  a  fraction  of  the 
bor  force  and  as  a  proportion  of  pay  checks,  1 
been  dropping  for  20  years.  Welfare  reform 
pushed  millions  of  the  dependent  poor  into  t 
low  end  of  the  labor  force.  But  they  will  be  I 
first  ones  fired  in  a  recession,  and  welfare  n 
has  time  limits. 

Tax  and  budget  politics  look  very  diffen 
with  unemployment  at  7%  than  they  do  at  4 
Some  states,  notably  Texas,  which  giddily 
their  tax  bases  during  the  boom,  are  aires 
facing  budget  shortfalls.  One  other  casualty 
Bush's  program  may  be  partial  privatization 
Social  Security.  It  looked  great  to  younger  vot 
when  the  market  was  soaring.  But  now? 

If  recession  is  deep  or  prolonged,  Presid 
Bush  will  pay  the  political  price  in  two  respe 
His  Administration,  fairly  or  not,  will  reap 
blame  and  his  program  will  be  overtaken 
events.  When  the  economy  turns,  politics  loll 
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Missed  out  on  foreign  financing. 


Caught  by  the  downside  of  transfer  pricing. 


Didn't  explore  direct  and  indirect  taxes. 


Exploit         before  it  exploits  you. 

In  the  New  Economy,  exploiting  uncertainty- not  simply  insuring 

against  it-is  key  to  building  value.  At  Ernst  &  Young,  we  provide 

the  objective  financial  advice,  along  with  the  new  tools  it  takes  to 

_0     help  you  quantify  the  relationship  between  risk  and  reward.  So 

5     stop  chewing  those  pencils.  Start  feasting  on  the  competition. 
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From  thought  to  finish: 
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*ve  it  to  Sony  to  introduce  a  Shmtop  Pen  Tablet  that 
»ws  you  to  paint,  sketch,  erase  and  draw  using  a  stylus 
I  your  Shmtop  screen  in  the  same  way  you  would  use . 
>encil  and  a  pad.  The  dual  hinge  LCD  screen  lets  you 
It  flat  or  upright.  But.  unlike  a  pad.  this  Pen  Tablet  also 
<you  use  image  editing  software  like  Picture  Toy™  and 


Adobe  Photoshop"  LE.  and  video  editing  software  like 
MovieShaker™  and  Adobe  Premiere*  LE.  Even  surf  the 
Internet,  or  navigate  any  Windows®  based  applications 
including  PowerPoint6.  You'll  enjoy  easy  connectivity  to  Sony 
digital  cameras  and  camcorders.  In  short,  do  everything 
you  used  to  do  with  a  pencil.  Except  break  the  lead. 


SONY 


A  Pen  Tablet  LCD     Inter  Pentium-  ill  Processor  IB  GHz!     CD-RW  Drive     Memory  Stick"  Media  Slot  I  i.Link*  Interface' 


Finally,  technology  has  discovered  what  the  pencil  knew  all  along. 


<your  local  retailer  or  www.sony.com/vaio.  To  buy  now  call  I-888-90I-VAIO 
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Economic  Trends 


BY  GENE  KORETZ 

...AND  THE  HOME 
OF  THE  POOR 

Disturbing  stats  on  U.S.  poverty 

America's  dynamic  economy  may  be 
wheezing  a  bit,  but  it  is  still  the 
star  performer  that  even  the  most  ad- 
vanced countries  seek  to  emulate.  In  at 
least  one  key  respect,  however,  Ameri- 
ca's performance  stirs  no  envy  among  its 
rivals.  As  a  recent  study  by  economists 
Timothy  M.  Smeeding,  Lee  Rainwater, 
and  Gary  Burtless  makes  clear,  U.S. 
poverty  is  far  higher  than  the  average 
in  other  industrial  nations. 

HOW  U.S.  POVERTY  STACKS  UP 

POVERTY  ■  USING  U.S.  POVERTY  LINE 
RATE:*     ■  USING  40%  OF  EACH  NATIONS  MEDIAN 
HOUSEHOLD  INCOME  AS  POVERTY  LINE 


PERCENT  ►  0 


•MID-1990S  POVERTY  RATES  ESTIMATED  IN  TERMS  OF  AFTERTAX  CASH  AND 
TRANSFER  INCOME  FOREIGN  RATES  USING  U.S.  POVERTY  LINE  ARE  BASED 
ON  EQUIVALENT  PURCHASING  POWER 

Data:  Timothy  M.  Smeeding,  Lee  Rainwater,  Gary  Burtless 

Because  poverty  can  be  measured  in 
many  ways,  the  study  used  two  differ- 
ent methods.  The  first  is  an  "absolute" 
measure  based  on  the  purchasing  power 
of  those  considered  poor  in  the  U.  S. 
This  involves  converting  the  official 
poverty  rate,  which  focuses  on  pretax 
income,  to  one  based  on  aftertax  income 
(including  cash  and  near-cash  aid). 

Using  this  measure  of  U.S.  poverty, 
the  authors  calculated  comparable  pover- 
ty rates  for  10  other  advanced  nations  in 
the  mid-1990s.  That  is,  they  estimated 
the  shares  of  those  countries'  popula- 
tions whose  incomes  would  have  pro- 
vided the  same  limited  purchasing  pow- 
er as  those  counted  as  poor  in  the  U.  S. 
As  it  turns  out,  only  two  nations — 
Britain  and  Australia — have  higher  ab- 
solute poverty  levels  than  the  U.  S.,  and 
nations  such  as  Canada,  Sweden,  and 
Germany  enjoy  much  lower  rates  (chart). 

The  picture  is  even  bleaker  when  the 
poor  are  defined  as  those  whose  incomes 
fall  far  below  the  median  income  in  their 
own  countries.  Using  40%  of  each  na- 
tion's median  disposable  income  as  its 


poverty  line,  the  analysis  found  that  the 
U.S.  was  the  only  one  among  19 
wealthy  nations  with  a  double-digit 
poverty  rate.  Moreover,  its  rate  (10.7% 
in  1997)  was  more  than  twice  the  aver- 
age for  the  group. 

Why  do  low-income  Americans  fare 
so  badly?  One  reason  is  that  the  U.S. 
exhibits  far  greater  wage  inequality 
than  other  nations.  Another  is  its  much 
lower  level  of  social  spending.  The  au- 
thors note  that  other  countries  typically 
spend  at  least  7%  to  10%  of  gross  do- 
mestic product  on  social  transfers  to 
nonaged  people.  In  contrast,  U.S.  out- 
lays come  to  only  4%  or  so. 

Defenders  of  U.  S.-style  pay  inequali- 
ty and  lower  transfers  argue  that  they 
enhance  the  dynamism  of  the  U.  S.  econ- 
omy and  ultimately  the  welfare  of  the 
poor  by  promoting  greater  growth  and 
providing  work  incentives.  But  the  au- 
thors note  that  the  working  poor  have 
lost  ground  in  recent  decades.  Any  ben- 
efits of  wage  and  income  inequality 
"have  been  captured  by  Americans 
much  further  up  the  income  scale." 

The  good  news  is  that  poverty  has 
started  receding  in  recent  years,  and 
the  budget  surplus  makes  it  possible  to 
consider  raising  social  spending.  Ex- 
panding such  programs  as  earnings  sup- 
plements, child-  and  day-care  credits, 
and  skill  training,  the  authors  contend, 
might  lower  U.  S.  poverty  closer  to  the 
levels  in  other  advanced  nations  without 
blunting  America's  economic  edge. 


CAN  RECESSION 
BE  AVOIDED? 

A  model  says  the  chances  are  good 

Despite  growing  fears  of  recession, 
most  forecasting  models  still  point 
to  a  slowdown  rather  than  a  contraction. 
A  prime  example  is  a  model  recently 
created  by  Gold- 


man, Sachs  &  Co. 
based  on  the  per- 
formance of  seven 
key  economic  vari- 
ables since  1967. 

Using  the  mod- 
el, Goldman  found 
that  it  could  have 
predicted  every  re- 
cession since  the 
late  1960s  a  full 
year  in  advance — 
with  few  false  sig- 
nals. Economist 
William  C.  Dudley 
says  it  currently 


HANDICAPPING 
A  DOWNTURN 


IAN  'III' 
A  PERCENT  i'RI  I IMINARY 

Data:  Goldman,  Sachj  1  Co 


suggests  there  is  a  40%  chance  of  ree 
sion  between  now  and  February,  20 
(chart).  That's  down  from  a  59%  ri 
reading  a  few  months  ago — a  decline  : 
suiting  primarily  from  the  Federal  I 
serve's  easing  of  monetary  policy,  he  sa 
In  fact,  the  risk  of  recession  is  pre 
ably  even  lower — closer  to  33%,  argi 
Dudley.  That's  because  such  changes 
computerized  inventory  manageme 
have  reduced  cyclical  volatility,  wh 
lower  inflation  has  enhanced  the  Fe 
ability  to  respond  rapidly  and  forcefu 
to  any  developing  slowdown. 

By  Charles  J.  Wtia< 


THE  NET  HAULS  I] 
A  BIG  CATCH 

World  trade's  Web  gains  are  heftj 


There's  little  doubt  that  the  Int 
net  has  fostered  trade  among 
tions,  judging  by  the  growing  number 
global  e-business  Web  sites  and  myr 
anecdotal  reports  about  how  small  si 
pliers  and  customers  in  both  the  U 
and  developing  countries  have  fot 
each  other  online.  The  big  questi 
which  Caroline  Freund  of  the  Fede 
Reserve  Board  and  Diana  Weinhold 
the  London  School  of  Economics  try 
answer  in  a  new  study,  is  just  how  bi 
difference  the  Web  has  made. 

Using  a  so-called  gravity  model,  wl 
relates  bilateral  merchandise  trade 
tween  nations  to  the  size  of  th 
economies  and  the  distance  betw( 
them,  the  two  economists  looked  at  tr 
flows  among  56  countries  from  1995 
1999.  For  the  first  two  years,  they  fot 
no  impact  from  the  Net.  But  starting 
1997,  as  Web  usage  accelerated,  they 
covered  a  growing  and  marked  effee 

Specifically,  the  results  imply  tha 
10%  increase  in  the  number  of  a 
tion's  Web  sites  would  have  led  to  a 
rise  in  its  trade  flows  in  1998  and  1! 
The  impact  was  strongest  for  poo 
countries,  suggesting  that  nations  w 
fewer  initial  trade  links  can  reap  lar 
relative  gains  from  the  Web — assum 
they  have  made  basic  infrastructure 
technology  investment. 

Freund  and  Weinhold  looked  onl> 
the  Net's  effect  on  trade  in  goods.  ] 
they  speculate  that  its  effect  on  trad< 
services  should  be  even  greater.  Th 
because  the  Net  not  only  makes  it  | 
sible  for  potential  suppliers  and 
tomers  in  different  countries  to  C0H1 
each  other  at  little  cost  but  also  is 
medium  through  which  many  serv 
can  actually  be  traded. 
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Our  team  has  19,000  players. 


Hondas  investment  in  American  jobs  and  facilities  has  never  been  greater.  Today,  you 
can  find  our  associates  working  in  plants,  offices,  parts  warehouses  and  ports  in  various 
cities  and  towns  throughout  the  US.  Our  R&D  staff  has  grown  from  four  associates  in 
1975  to  more  than  1,000  today.  And,  in  Alabama,  1,500  associates  will  start  work  at  our 
new  $440- million  plant  upon  its  completion  in  2002.  With  a  capital  investment  of  over 
$4.8  billion,  we  will  continue  to  remain  strong  in  all  of  the  American  communities  where 
our  associates  live,  work,  and  of  course,  play 


To  learn  more,  visit  our  Web  site  at  honda.com,  or  write  to   American  Honda  Corporate  Affairs  &  Communications.  MS  100  5C-2A,  1919  Torrance  Blvd  ,  Torrance,  CA  90S0I 

©2000  Honda  North  America,  Inc 


His  life  is  in  pieces 

JISK       Kr- 


000 


Mark  knew  more  about  crime  than  he  did  about 
building.  Today,  he's  learning  more  than 
carpentry.  He's  learning  that  he  is  valued,  able, 
and  important  to  his  community. 

What  happened?  You  happened! 
Adults  like  you  helped  Mark  and  other  kids 
build  a  better  community  and  a  foundation  for 
success.  Programs  like  these  are  bringing  out 
the  best  in  kids  and  the  best  in  their 
communities. 


LESS  CRIME  IS 
NO  ACCIDENT 

It  takes  you  —  and  programs  that  work. 


Call  1-800-WE  PREVENT  and  we'll  send  you  a 
free  booklet  on  how  you  and  your  community 
can  keep  kids  away  from  crime  and  crime 
away  from  kids. 


1-800-WE 


www.weprevent.or 
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U.S.  Department  of  Justice 

Crime  Prevention  Coalition  of  America 
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they  turn  green  with  envy.  " 

-Graham  Mather,  ATGer  since  1998 
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Cambridge  •  London  •  San  Francisco  •  Chicago  •  Toronto 
Dallas  •  Paris  •  Frankfurt  •  Amsterdam  •  Stockholm  •  Sydney 


Of  course  ATC  has  all  of  these  things    a  P,ng.Pong  table,  a  b.g  screen  TV.  and  a  collection  of  comfy  bean  bag  chairs  too 

And  every  office  hosts  regular  socials  at  which  you  can  meet  all  of  our  new  faces  -  as  well  as  some  of  our  old  ones 
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The  Late  Passengerassic  Period 

>ick  yet  dimwittcd.  Tmvelerus  neanderthalus  spent  much  of  its  time  running 
hrough  airports,  trying  to  make  up  for  time  lost  holding  on  the  phone  and  waiting 
in  lines.  Fossil  evidence  suggests  it  was  eventually  displaced  by  the  more  advanced 
Homo  alaskapiihictts,  who  learned  to  use  Alaska  Airlines'  website,  alaskaatr.com, 
to  book  tickets,  purchase  vacation  packages  and  even  check  in  online. 


ven  to  extinction  by  hold  music? 


Was  ataskaair.com  the  result  of  a  mo 
advanced  species?  Or  was  the  more  ud\ 
species  a  rexull  of  alaskaa 


at&t  digital  one  rate. 


more  plans. 


more  minutes 


MORE     PLANS.     MORE     MINUTES. 

450 

650 

MINUTES 
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M  i  N  U  T  t  S 

1100 

1500  2000 

$59?L» 
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$999Lh 
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$I499L 
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more  freedom. 


With  no  roaming  or  domestic  long  distance  charges  across  all 
50  states,  AT&T  Digital  One  Rate™  makes  every  call  like  a  local 
call.  And  now,  there's  a  wider  range  of  plans  to  choose  from, 
each  with  more  minutes.  So,  it's  easier  than  ever  to  find  a  plan 
that's  right  for  you.  Plus,  existing  customers  can  call  in  and 
take  advantage  of  these  new  plan  options. 


www.att.com/wireless/ 
I  800-IMAGINE 

PHONES  BY  NOKIA 


WIRELESS  FROM  AT&T. 

YOUR  WORLD.  CLOSE  AT  HAND. 


AT&T 


Important  Information 


©2000  AT&T.  Credit  approval  and  $25  activation  fee  required.  AT&T  Digital  One  Rate  calling  plans  require  annual 
contract,  a  cancellation  fee  of  up  to  $120,  a  Digital  multi-network  phone  and  subscription  to  AT&T  Wireless 
Services  long  distance.  End  user's  principal  residence  must  be  within  an  eligible  AT&T  wireless  digital  network.  Rates  not  available  outside  the  50  US 
or  when  calls  require  a  credit  card  or  operator  assistance.  Domestic  calls  only.  Airtime  for  each  call  is  measured  in  full  minutes  and  rounded  up  to 
the  next  full  minute.  Additional  minutes  25  or  35  cents  each  depending  upon  the  plan  you  choose.  Other  charges,  surcharges  and  taxes  may  apply. 
Coverage  available  in  most  areas.  Digital  PCS  features  not  available  in  all  areas.  Full  terms  and  conditions  are  contained  in  the  AT&T  Wireless  Services 
Welcome  Guide  and  Calling  Plan  brochures. 


ARRIVE 
SAFELY. 


usiness  Outlook 


i  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


US.  ECONOMY 


rHE  FEDS  NEW  WORRY: 
RRATIONAL  PESSIMISM 

ocused  on  stock  market  woes,  consumers  are  losing  faith  in  the  future 

rate  in  the  fourth  quarter,  a  bit  less  than  the  1.4% 
originally  reported.  Economists  had  expected  a  bigger 
downward  revision,  led  by  a  much  smaller  accumulation 
of  inventories.  Instead,  inventory  growth  eased,  but 
not  by  much  (chart).  With  demand  still  cool,  that 
yearend  stockpiling  means  that  more  of  the  inventory 
adjustment  must  take  place  in  this  quarter. 

The  chairman  reiterated 
that  the  Fed  remains  ready  to 
respond  quickly  to  the  econo- 
my's needs.  Given  that,  poli- 
cymakers must  be  bothered 
that  their  aggressive  actions 
so  far  this  year  have  not 
boosted  consumer  spirits.  The 
Conference  Board's  February 
index  of  consumer  confidence 
fell  to  106.8.  In  the  past  two 
months,  the  index  has  plunged 

almost  22  points,  the  biggest  two-month  drop  since  the 
1990-91  recession.  If  consumers  continue  to  feel  nervous 
about  the  future,  they  could  cut  back  drastically  on 
their  spending  and  topple  the  economy  into  recession. 


0USEH0LD  CONFIDENCE 
EVAPORATES  QUICKLY 


Two  years  ago,  the  Federal 
Reserve  raised  interest  rates 
an  attempt  to  slow  the  red-hot  economy.  One  goal 
I  to  deflate  the  stock  market  and  wring  the  wealth 
feet  out  of  consumer  spending.  The  problem  for  2001 
that  the  Fed  may  have  succeeded  all  too  well.  Stock 
ices  are  sinking  at  a  time  when  portfolio  perfor- 
ance  drives  household  sentiment  and  spending  like 
ver  before.  As  a  result,  policymakers  are  being  forced 
act  in  an  unusually  swift  and  bold  manner. 
The  state  of  the  economy  and  monetary  policy  was 
e  focus  of  Fed  Chairman  Alan  Greenspan's  Feb.  28 
Ik  to  the  House  of  Representatives.  His  appearance 
is  the  second  leg  of  what  was  formerly  known  as  the 
amphrey-Hawkins  testimony,  and  in  the  past 
•eenspan  has  repeated  the  same  speech  to  both  cham- 
rs.  But  in  this  latest  iteration  of  Fed  man  talking,  the 
airman  updated  his  speech,  and  he  sounded  slightly 
ire  downbeat  than  he  had  just  two  weeks  earlier. 

Greenspan  said  that  the  ex- 
ceptional degree  of  slowing  ev- 
ident at  the  end  of  2000  was 
less  evident  in  early  2001. 
Nonetheless,  he  cautioned  that 
even  after  two  interest-rate 
cuts  in  January,  "the  risks  con- 
tinue skewed  toward  the  econ- 
omy's remaining  on  a  path  in- 
consistent with  satisfactory 
economic  performance."  This 
view  raised  the  probability  of 
other  half-point  cut  at  the  Mar.  20  meeting,  but  it 
owed  no  urgency  for  an  intermeeting  move. 
The  latest  data  underscore  a  cautious,  but  not  pan- 
cy,  view  of  the  economy.  Durable-goods  orders  and 
w-home  sales  both  tumbled  in  January,  and  con- 
mer  confidence  in  February  fell  to  its  lowest  level  in 
years  (chart).  But  other  data,  such  as  a  jump  in  the 
iding  index,  seem  more  positive  for  the  outlook. 

IEENSPAN  ENDED  HIS  SPEECH  by  noting  that 

e  slowdown  in  demand  and  the  resulting  need  to 
just  inventories  "has  yet  to  run  its  full  course."  That 
?a  was  supported  by  the  Commerce  Dept.'s  revision 

real  gross  domestic  product.  It  suggests  that  the 
ed  to  draw  down  excess  inventories  is  still  hurting 

S.  manufacturing  in  the  first  quarter. 

Commerce  said  that  real  GDP  grew  at  a  1.1%  annual 
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WHAT'S  BEHIND  THE  BLUES?  First,  consumers  ex 
press  more  worry  about  the  future  than  they  do  about 
current  economic  conditions.  The  index  of  expectations 
for  business  conditions,  employment,  and  incomes  fell  to 
its  lowest  level  since  1993  and  is  off  some  42%  from  its 
peak  in  January,  2000.  But  households'  rating  of  the 
present  situation  has  declined  only  12%  from  its  June 
peak.  This  reading  is  about  where  it  was  in  early  1998, 
when  economic  conditions  were  very  good. 

Certainly,  the  wave  of  layoff  announcements  is  caus- 
ing concern  about  the  future.  The  board  reported  that 
12.9%  of  people  now  think  jobs  are  hard  to  get,  but  that 
is  up  only  a  bit  in  recent  months.  Despite  the  layoff  re- 
ports, the  labor  markets  still  remain  fairly  tight.  The 
January  employment  report  was  strong,  and  new  claims 
for  jobless  benefits  are  nowhere  near  recession  levels 
and  have  stopped  rising  in  recent  weeks. 

Most  important,  the  Fed  cannot  ignore  that  house- 
holds are  also  responding  to  the  steady  decline  in  the 
stock  markets,  especially  the  once  high-flying  Nasdaq. 
The  Nasdaq  has  fallen  56%  from  its  March,  2000,  peak, 
and  the  broad  Wilshire  5000  is  off  22%.  Given  that 
half  of  U.  S.  households  own  stock  in  some  form,  is  it 
any  surprise  that  confidence  has  dropped  22.1%  over 
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the  same  time  period?  Greenspan  said  the  stock  market, 
through  the  wealth  effect,  was  a  "prominent  factor"  in 
economic  growth  since  1995,  adding:  "Clearly  with  the 
market  reversing,  that  process  does  indeed  reverse." 
The  market's  influence  on  sentiment  and  spending, 
however,  is  causing  headaches  at  the  Fed.  Policymakers 
do  not  want  to  be  seen  as  "bailing  out"  Wall  Street.  Yet 
unless  the  stock  market  stops  falling,  Greenspan  could 
find  himself  blamed  for  another  recession. 

BUT  IS  THE  U.S.  truly  headed  for  a  downturn?  As  it 
stands  now,  there  is  no  sweeping  evidence,  outside  of 
the  stock  market  hazard,  that  the  expansion  is  at  risk. 
Close  examination  of  the  latest  data  on  home  sales 
and  durable  goods  shows  that  those  sectors  are  not  as 
weak  as  the  headline  numbers  show.  For  instance, 
sales  of  new  single-family  homes  plunged  10.9%.  But 
sales  in  December  jumped  14.9%  to  a  postwar  record  of 
1.03  million.  The  January  level  of  921,000  was  higher 
than  the  average  for  all  of  last  year. 

As  for  hardgoods  orders,  almost  all  of  January's  6% 
plunge  reflected  a  22.4%  drop  in  transportation  equip- 
ment. Some  of  that  was  autos,  but  most  was  a  49% 
drop  in  aircraft  bookings,  which  are  very  erratic. 

Excluding  planes,  orders  for  nondefense  capital  goods 
rose  6.5%  in  January.  That  was  the  largest  gain  since 
June  and  reversed  a  three-month  slide  (chart).  Al- 
though orders  for  electronic  components,  mainly  semi- 
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conductors,  fell,  bookings  for  industrial  equipmer 
jumped,  led  by  orders  for  computers  and  office  equij 
ment.  That's  good  news  for  future  capital  spending. 

Moreover,  the  leading  index  is  veering  away  from  il 
danger  zone.  The  Conference  Board's  composite  index 
10  leading  indicators,  designed  to  foreshadow  the  ecoi 
omy's  trends,  had  fallen  in  the  three  months  ended 
December.  But  in  January,  the  index  jumped  0.8%. 

At  yearend,  the  index  was 
nearing  the  crucial  3.5%  an- 
nual rate  of  decline  over  a  six- 
month  period  that  has  always 
signaled  a  recession.  Now,  the 
pace  of  decline  is  a  much  less 
worrisome  0.7%.  Some  of  the 
January  jump  was  weather-re- 
lated, but  weather  also  affect- 
ed some  of  the  December  data 
in  the  opposite  direction. 

All  these  hopeful  signs  for 
the  outlook,  however,  may  mean  nothing  if  the  sto 
market  continues  to  sink,  dragging  confidence  and  d 
mand  down  with  it.  Unwittingly  or  not,  Greenspan 
Co.  now  find  policy  facing  an  old  Chinese  proverb:  I 
careful  what  you  wish  for.  You  may  get  it.  The  Fed  h 
met  its  goal  of  deflating  the  market  bubble,  but  i 
success  has  heightened  the  risk  that  consumers  w 
drag  the  expansion  under. 
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SLOWER  GR0WTH-AND  LOUDER  CALLS  FOR  A  RATE  CUT 


Spain,  the  euro  zone's  fourth- 
largest  economy,  is  slowing 
markedly.  The  cooldown  adds  to 
the  pressure  on  the  European 
Central  Bank  (ecb)  to  cut  short- 
term  interest  rates. 

Real  gross  domestic 
product  rose  just  0.8% 
from  the  third  quarter 
to  the  fourth.  For  all 
of  2000,  real  GDP  grew 
3.2%,  the  smallest  gain 
in  four  years.  Con- 
sumer spending,  some 
three-quarters  of 
Spain's  economy,  in- 
creased by  only  0.2% 
in  the  fourth  quarter. 

Past  rate  hikes  and  higher  infla- 
tion have  combined  to  curb  Span- 
ish domestic  demand.  The  ECB 
lifted  interest  rates  seven  times 
from  November,  1999,  to  October, 
2000.  In  addition,  thanks  mostly 
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to  higher  energy  costs,  total  con- 
sumer prices  increased  3.7%  in 
the  12  months  ended  in  January, 
up  from  a  2.9%  gain  the  year  be- 
fore. Core  prices,  which  exclude 
food  and  fuel,  grew  3.1%,  up  from 
2.3%. 

Tighter  monetary 
policy  reined  in  capi- 
tal spending.  Equip- 
ment purchases  were 
virtually  flat  in  the 
second  half  of  2000, 
compared  with  an  an- 
nual rate  increase  of 
2.8%  in  the  first  half. 
Businesses  are  wary 
about  adding  capacity 
when  prospects  for  global  growth 
are  dimming.  Nonetheless,  Span- 
ish exports  are  holding  up.  They 
rose  10.4%  for  all  of  2000,  up  from 
a  9.1%  gain  in  1999. 

The  economic  slowdown  has  be- 


gun to  loosen  up  Spain's  already 
slack  labor  markets.  Companies 
barely  added  any  workers  in  the 
fourth  quarter,  and  during  all  of 
2000,  job  growth  stood  at  4.1%, 
down  from  5.2%  in  1999  (chart). 
Harsh  weather  conditions  in  the 
fourth  quarter  may  have  cut  into 
construction  payrolls,  but  job 
growth  elsewhere  was  also  weak, 
The  jobless  rate  stood  at  13.6%  ir 
the  fourth  quarter,  little  changed 
from  13.7%  the  quarter  before. 

Slower  job  creation  will  height 
en  calls  for  lower  interest  rates. 
Although  the  ECB  remains  con- 
cerned about  the  value  of  the 
euro  and  rising  inflation,  the  re- 
cent fall  in  fuel  prices,  as  well  as 
the  sharp  cooling  off  in  demand  ii 
Spain  and  other  euro  zone 
economies,  may  swing  the  Ken's 
bias  toward  one  aimed  at  stimu- 
lating growth. 
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t's  March,  and  the  bears  are  com- 
ing out  of  hibernation.  More  than 
$3  trillion  of  investment  wealth 
has  been  wiped  out  since  the 
stock  market  peaked  a  year  ago. 
The  tech-heavy  Nasdaq  Compos- 
ite Index  has  long  been  bearish, 
of  course,  down  57%  since  its 
peak  last  March.  The    Standard 
&  Poor's  500-stock  index,  now  off 
19%,  flirted  with  bear  territory 
for  the  last  week  of  February. 
And  the  broadest  measure  of  all  U.S. 
stocks    is    there    already,    with    the 
Wilshire  5000  Total  Market  Index  down 
23%  as  of  Feb.  28— exceeding  the  20% 
drop  that's  the  usual  definition  of  a  bear 
market. 

With  a  spate  of  bad  news  piling  up, 
the  worst  may  be  yet  to  come.  Con- 
sumer confidence  is  plummeting.  Cor- 
porate earnings  have  vaporized.  Over- 
stocked businesses  are  retrenching 
drastically,  leading  to  layoffs  and  plant 
closings.  Capital  spending  dropped  an 
annualized  0.6%  in  the  fourth  quarter — 
its  first  quarterly  drop  in  nearly  nine 
years.  Even  housing, 
the  one  sector  that 
has  been  strong, 
slowed  in  January. 
"With  all  this  blood 
and  carnage,  I've 
started  calling  it  the 
Hannibal  Lecter 
market,"  says  Ned 
Riley,  chief  invest- 
ment strategist  at 
State  Street  Global  Advisors. 

Hannibal,  the  movie,  is  over  in  two 
hours.  But  there's  little  likelihood  of  a 
quick  end  to  the  bloodletting  for  in- 
^  vestors,  either  in  the  U.  S.  or  in  for- 
eign markets.  They  are  also  plum- 
meting— in  part  because  of  the 
worsening  U.S.  scenario  (page  44). 
Investors,  who  not  long  ago  bought 
stocks  on  the  basis  of  revenue-growth 
projections  or  Web  site  page  views, 
have  gotten  worried — and  are  focusing 
again  on  recession-proof  fundamentals 
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such  as  cash  on  the  balance  sheet  (page 
40).  And  young  investors  (page  42), 
who  have  never  experienced  a  bear 
market,  are  learning  fast  that  the  herd 
mentality  that  drove  prices  up  can 
drive  them  back  down.  Investors  of  all 
ages  are  learning  to  play  defense 
(page  45). 

LOTS  OF  AIR.  The  only  thing  keeping 
stocks  from  sagging  even  further  is 
the  confidence  of  many  investors  that 
the  Federal  Reserve,  which  meets  on 
Mar.  20,  can  stave  off  a  recession  with 
interest-rate  cuts.  If  the  optimists  lose 
faith  in  the  Fed's  magical  powers,  all 
bets  are  off  on  Wall  Street.  While 
stocks  have  fallen  a  long  way  already, 
there's  still  plenty  of  air  left  in  them: 
Valuations  relative  to  earnings  remain 
far  above  historic  norms.  Those  valua- 
tions can  be  justified  only  by  above- 
average  growth  in  profits — and  for  this 
year,  at  least,  profits  will  rise  weakly  if 
at  all.  "I  think  we're  headed  for  nega- 
tive earnings  for  the  year,"  says 
Charles  L.  Hill,  research  director  at 
First  Call  Corp.,  which  compiles  ana- 
lysts' forecasts. 

The  trouble  with 
casting  Federal  Re- 
serve Chairman  Alan 
Greenspan  as  Dr. 
Feelgood  for  a  sickly 
economy  is  that  the 
Fed's  medicine,  while 
powerful,  is  slow-act- 
ing. Economists  say 
it  can  take  nine 
months  or  more  for  a  rate  cut  to 
work — too  late  for  companies  that  are 
looking  at  starkly  weakened  order 
books  today.  Right  now,  in  fact,  the 
economy  and  market  are  still  feeling 
the  ill  effects  of  six  rate  increases  the 
Fed  imposed  in  1999-2000  to  cool  off  an 
economy  that  appeared  in  danger  of 
overheating.  "The  Fed  would  have  to 
stage  an  inter-meeting  cut,  or  cut  at 
least  75  basis  points  [three-quarters  of 
a  percentage  point]  on  Mar.  20  for  the 
market  to  respond  at  this  point,"  says 


It  Get? 


Much  of  the  market 
is  already  in  bear 
territory.  And  an  end 
to  the  carnage  could 
still  be  months  away 
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James  A.  Bianco,  president  of  Bianco 
Research. 

Greenspan  made  no  such  promises  on 
Feb.  28  when  he  testified  to  the  House 
Financial  Services  Committee.  Indeed, 
he  seemed  to  go  out  of  his  way  to  signal 
that  the  Fed  would  not  be  stampeded 
into  action  by  an  unhappy 
market.  Said  the  chairman: 
"Action  for  action's  sake  is  not 
desirable."  Investors  who  had 
been  banking  on  a  cut  before 
the  Fed's  next  policy  meeting 
were  dismayed.  The  Dow 
Jones  industrial  average  fell 
142  points,  to  10,495;  the  s&P 
500  fell  18  points,  to  1,240;  and 
the  Nasdaq  sank  56  points — 
or  2.5%— to  2,152,  its  lowest 
level  since  December  1998. 
"With  the  Nasdaq  only  about 
125  points  from  turning  into 
the  biggest  bear  market  in 
Nasdaq  history,  [Greenspan]  needs  to 
jump  on  easing,"  says  James  B.  Stack, 
editor  of  InvestTech  Market  Analyst 
newsletter.  "Until  then,  the  market  will 
be  on  pins  and  needles." 

Greenspan  continues  to  hope  that  the 
economy  can  dodge  a  recession,  and  he 
told  Congress  that  the  economy  seemed 
to  do  better  in  January  and  February 
than  it  did  in  December.  Nonetheless,  in 
one  of  the  bland  convolutions  he's  fa- 
mous for,  Greenspan  admitted  "the  risks 
continue  skewed  toward  the  economy's 
remaining  on  a  path  inconsistent  with 
satisfactory  performance." 
SPOOKED.  And  how.  It's  a  staggering 
turnaround  for  an  economy  that  was 
roaring  full  steam  ahead  only  nine 
months  ago.  America's  vaunted  tech  sec- 
tor has  gone  from  being  the  engine  of 
the  economy  into  a  dead  weight.  The 
outlook  has  deteriorated  sharply  even 
since  the  Fed's  two  January  rate  cuts. 
In  the  past  month  alone,  a  Who's  Who 
of  ceos  from  the  sector's  best  known 
companies — Cisco,  Intel,  Nortel,  Mo- 
torola, even  last  year's  fiber-optics  su- 
perstar, JDS  Uniphase — have  announced 
sharply  reduced  revenue  projections  and 
have  slashed  profit  forecasts. 

But  it's  not  just  the  raw  numbers 
that  have  spooked  the  market.  It's  that 
most  tech  companies  now  seem  to  be 
looking  at  a  much  longer  slump  than 
expected.  Many  tech  executives  origi- 
nally thought  the  bad  news  would  be 
over  by  summer,  as  they  worked  quick- 
ly through  excess  inventories.  But  with 
customers  across  the  country  jamming 


the  brakes  on  capital  spending  until  the 
outlook  becomes  clearer,  many  of  tech- 
dom's  highest  fliers  are  now  projecting 
weakness  well  into  the  second  half. 

To  be  sure,  history  shows  that  when 
the  Fed  sets  its  mind  to  cutting  rates,  it 
can  eventually  reverse  a  stalling  econo- 
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my  and  a  falling  stock  market.  In  1992, 
for  example,  the  economy  and  the  stock 
market  zoomed  after  the  Fed  cut  the 
funds  rate  to  3%.  "Never  fight  the 
Fed!"  warns  UBS  Warburg  strategist 
Edward  M.  Kerschner.  If  stock  prices 
bounce  back  soon,  this  bear  market  may 
be  forgotten  as  quickly  as  the  21%  de- 


cline in  1990,  which  is  now  looked  on  a  I 
a  mere  blip  in  an  18-year  bull  marke  iei 
What's  more,  a  weak  economy  doesn  ki 
always  mean  weak  stock  prices.  In  198:   I 
s&P  500  earnings  fell  18%,  but  the  s&  W 
500  stock  index  rose  15%,  notes  th  bl 
Leuthold  Group,  a  Minneapolis  inves  \> 
ment   adviser.    Since   Worl 
War  II,  stocks  have  actual 
done  better  in  years  whe 
s&p  earnings  fell  at  least  5   bf 
than  they've  done  in  yeai 
when  s&P  earnings  rose,  saj  ft 
Leuthold. 

That  said,  there's  no  doul  k 
that  Wall  Street  is  an  ug'  ine 
place  to  be  these  days.  Ii  so 
vestor  sentiment  has  shift*  m 
dramatically.  Since  Januar  [i 
retail  investors  have  be«  p 
pouring  record  amounts  m 
cash  into  money  market  func  m 
while  tunneling  less  into  eqi 
ties.  U.  S.  money-market  funds  receive  :  iv 
$103  billion  in  January,  compared  wi  p 
just  $25  billion  flowing  into  stock  func  m 
according  to  the  Investment  Compai  - 
Institute.  "Investors  have  been  so  su  ife 
prised  at  all  this  bad  news.  As  oppose 
to  last  year,  when  they  saw  no  ceiling  )| 
the  market,  now  they  see  no  floor,"  sa»r; 


The  Economy  in  Three  Easy  Lette 
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THE  ECONOMY  Growth 
picks  up  as  quickly  as 
it  slid.  The  Fed  cuts 
interest  rates  aggres- 
sively. Housing  soars, 
and  the  stock  market 
rebounds.  The  low 
jobless  rate  buttresses 
sagging  consumer  confidence.  With 
inventories  sharply  trimmed,  business- 
es need  to  increase  output  to  satisfy 
demand.  The  perceived  rate  of  return 
on  investment  remains  high,  so  capital 
spending  bounces  back. 

THE  MARKET  Bargain  hunters  pour 
into  stocks.  The  rebound  reassures 
consumers,  hastening  the  economy's 
recovery  and  leading  to  market  gains. 
The  Standard  &  Poor's  500-stock  index 
ends  2001  at  1,500,  up  15%  for  the 
year.  The  Dow  Jones  industrial  average 
climbs  17%,  to  12,600.  The  Nasdaq 
Composite  Index  rises  20%,  to  3,000. 
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THE  ECONOMY  C 

continues  to  slov\ 
through  the  seco 
half,  possibly  eve 
sending  the  U.S 
its  first  recession 
1990-91.  The 
unemployment  r 
rises.  Consumers,  burdened  by  d< 
slash  discretionary  spending.  Bu< 
cuts  investment.  Corporate  profit 
er,  further  discouraging  investme 
The  economy  eventually  rebound:    ■ 
when  the  Fed  lowers  rates  marke' 


THE 
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i 
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THE  MARKET  Stocks  trend  dowm   ^ 
further  shaking  consumers'  confii 
and  exacerbating  the  market  dow 
But  stocks  begin  to  climb  slowly 
summer  as  investors  look  ahead 
eventual  recovery.  The  S&P  500 
2001  at  1,400,  up  5%  for  the  y< 
the  Dow  rises  6%,  to  11,400;  th 
daq  ends  the  year  flat  at  2,500. 


IT'S  QUITE  A  SETBACK  FOR  AN  ECONOMY  THAT  WAS  ROARING  FULL  STEAM  AHEAD  NINE  MONTI 
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late    Street's    Riley. 

[nvestor  culture  seems 
>  be  turning  bearish  as 
ell.  CNBC,  once  the  un- 
Bcial  mouthpiece  for 
all  market  exuberance, 
I  been  losing  viewers. 
Bwership  for  CNBc's 
agship  show,  Market 
'rap,  dropped  8%  in 
inuary,  and  its  midday 
ower  Lunch  was  down 
)%,  according  to 
jblsen  Media  Research, 
nd  the  audience  for 
\'N's  Money  line  was 
jwn  13%  in  January. 
rVho  wants  to  watch 
■iness  news  when  it's 
1  so  depressing?  This 
icks!"  reads  a  post  on 
j  Internet  message  ~ 
>ard  devoted  to  chat  about  CNBC. 

Investors  have  good  reason  for  bat- 
ning  down  the  hatches.  Stocks  in  8  of 
e  11  s&p  500  sectors  declined  in  the 
It  two  months  of  the  year.  Although 
chnology  continues  to  suffer  the 
eepest  losses,  defensive  groups  such 

consumer  staples  and  basic  materials 
•e  also  getting  hit.  "It's  all  due  to  the 
onomy  and  the  fact  that  investor  sen- 
nent  toward  tech  has  broadened  to 
her  areas,"  says  Arnold  Kaufman,  ed- 


e  a  graph  of  the  U.S.  economy's 
mnance  in  2001.  Which  letter 
will  it  most  resemble? 


THE  ECONOMY  Output 
falls  sharply  and  stays 
low.  The  Fed's  rate  cuts 
don't  work:  Consumers 
and  businesses  are  too 
cautious  to  borrow.  The 
government  turns  to 
fiscal  spending  but  fails 
lulate  the  private  sector.  Foreign 
»rs  lose  faith  in  the  dollar,  causing 
rrency  to  plummet  and  raising  the 
imports.  Stagflation  sets  in.  With 
rising,  the  Fed  is  afraid  to  cut 
nough  to  get  the  economy  moving. 

ARKET  Stocks  slump  as  investors 

:o  fear  that  the  U.S.  may  be 
i|  ig  the  stagnation  disease  that  has 
H  d  Japan.  Every  rally  is  quickly 
\  iished  by  a  wave  of  selling.  The 

00  ends  2001  at  1050,  down 
i  or  the  year;  the  Dow  falls  12%,  to 

and  the  Nasdaq  Composite  falls 

:o  1850. 


STOCK  ANSWERS:  Optimists  insist  Fed  rate  cuts  can  buoy  the  market 


E  "L" 

itor  of  s&p's  The  Outlook  newsletter. 

That's  no  surprise:  Earnings  forecasts 
are  fast  being  lowered.  Officially,  First 
Call  says  analysts  are  projecting  s&P 
500  earnings  to  fall  4%  in  the  first  quar- 
ter from  their  level  a  year  ago,  and  to 
fall  2.1%  in  the  second  quarter,  before 
rising  5.4%  in  the  third  and  16.2%  in 
the  fourth.  But  First  Call's  Hill  says  he 
expects  those  forecasts  to  come  down 
dramatically.  Says  Hill:  "Optimism  for  a 
second-half  recovery  is  starting  to 
wane."  And  it's  not  just  tech  earnings 
projections — already  down  8%  this 
year — spoiling  the  broth.  Projections  for 
basic  materials  profits  are  down  11%, 
and  consumer  cyclicals  are  down  2%. 

For  investors,  the  No.  1  question  is 
whether  or  not  the  economy  will  snap 
back  quickly.  If  U.  S.  output  for  2001  is 
plotted  on  a  graph,  will  it  be  in  the 
shape  of  a  "V,"  or  will  it  look  more  like 
a  flat-bottomed  "U,"  with  two  or  more 
quarters  of  slow  growth  or  even  reces- 
sion? Some  economists  even  think  the 
U.S.  could  catch  Japan's  disease  and 
fall  into  an  "L,"  where  output  falls  off 
and  then  stays  low  for  several  years. 

What  would  each  scenario  bring?  Pro- 
ponents of  the  "V"  believe  that  the 
economy  will  snap  back  soon  (page  43). 
Fed  rate  cuts  will  revive  consumer  con- 
fidence and  the  stock  market.  Housing 
will  remain  healthy.  Once  inventories 
have  been  brought  back  into  alignment, 
businesses  will  speed  up  its  output.  And 
capital  spending  will  recover.  Indeed, 
some  companies  are  sailing  along  fine. 
Even  in  Silicon  Valley,  the  epicenter  of 
the  downturn,  Oracle  Corp.  is  sticking 
to  projections  of  30%  revenue  and  prof- 
it growth  expectations  for  the  year. 
"From  everything  I  can  tell,  it's  busi- 


ness as  usual,"  says  Chief 
Financial  Officer  Jeff 
Henley. 

But  in  recent  weeks — 
influenced  partly  by 
downbeat  earnings  an- 
nouncements from  Cisco 
Systems  Inc.,  Sun  Mi- 
crosystems Inc.,  and  oth- 
er tech  stalwarts — mar- 
ket sentiment  has  shifted 
sharply  toward  the  "U" 
scenario.  In  this  picture, 
unemployment  rises, 
debt-burdened  consumers 
cut  discretionary  spend- 
ing, and  businesses  re- 
duce capital  spending  be- 
cause of  excess  capacity. 
Falling  stock  prices  don't 
help  matters,  discourag- 
ing consumers  and  mak- 
ing companies  chary  about  investing. 

Which  letter  prevails — "V,"  "U,"  or 
even  "L," — will  depend  in  a  big  way  on 
consumer  confidence.  Despite  all  the  bad 
news,  so  far  consumer  spending  has  held 
up:  Retail  sales  were  up  0.7%  in  Janu- 
ary from  December,  seasonally  adjusted, 
and  January  auto  sales  ran  at  a  rapid 
17.1  million-per-year  pace.  But  trouble 
may  lie  ahead.  The  index  of  consumers' 
expectations  for  economic  conditions  six 
months  ahead — a  component  of  the 
overall  index — plummeted  to  68.7  in 
February,  down  from  79.3  in  January. 
Expectations  are  at  their  lowest  level 
since  October,  1993.  "When  you  get  con- 
sumer expectations  nose-diving  as  they 
have  in  the  past  few  weeks,  the  chance 
of  avoiding  a  recession  has  more  or  less 
evaporated,"  says  Ian  Shepherdson, 
chief  U.  S.  economist  at  High  Frequency 
Economics,  a  Valhalla  (N.Y.)  economic 
consulting  firm.  Adds  Ethan  S.  Harris, 
senior  economist  at  Lehman  Brothers 
Inc.:  "The  difference  between  a  slow- 
down and  recession  often  comes  down  to 
psychology." 

LAYOFFS.  Aside  from  consumer  spend- 
ing, the  great  unknown  is  the  future  of 
capital  spending  by  business.  Until  the 
final  months  of  2000,  it  was  rising  far 
faster  than  the  overall  economy,  creating 
an  overhang  of  underused  equipment, 
especially  in  information  and  communi- 
cations technology.  Now,  cutbacks  in 
capital  spending  are  rippling  through 
the  supply  chains,  triggering  layoffs  and 
lowered  profit  forecasts. 

The  worst  of  the  trouble,  both  for 
the  economy  and  the  market,  has  been 
in  tech.  Goldman,  Sachs  &  Co.  sees  busi- 
ness spending  on  information  and  com- 
munications technology  falling  8%  this 


AMERICA'S  VAUNTED  TECH  SECTOR  HAS  GONE  FROM  AN  ECONOMIC  ENGINE  TO  A  DEAD  WEIGHT 
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Special  Report  HOW  BAD  WILL  IT  GET? 


year,  trimming  about  half  a  percentage 
point  from  economic  growth.  Goldman's 
worst-case  scenario  sees  such  spending 
falling  nearly  20%.  One  recent  victim: 
jus  Uniphase  Corp.,  one  of  the  highest 
fliers  of  recent  years,  which  announced 
on  Feb.  27  that  it  was  laying  off  3,000 
workers,  about  10%  of  its  employees, 
because  of  slowing  demand  for  its  fiber- 
optic gear.  Because  IT  spending  accounts 
for  40%  of  overall  capital  spending  and 
fuels  productivity  gains,  a  crash  in  the 


sector  has  severe  repercussions  for  the 
entire  economy. 

But  that's  hardly  the  only  sector 
hurting.  Basic  manufacturers  are  also 
feeling  a  chill.  Although  carmakers  are 
expecting  healthy  U.  S.  sales — of  16  mil- 
lion to  16.5  million  vehicles  this  year, 
down  from  a  record  17.8  million  last 
year — they  say  it  will  probably  take  ris- 
ing rebates  to  move  the  metal.  General 
Motors  Vice-Chairman  and  Chief  Fi- 
nancial Officer  John  Devine  told  Wall 


Street  analysts  in  late  February  tha 
he  expects  prices  to  continue  falling  i  p 
North  America  for  a  fifth  straight  yea  ■ 
"This  is  a  lean  year,"  Devine  said.  "Pos 
itive  cash  flow  is  not  going  to  be  easy  ni 
Steelmakers  hope  to  fight  the  price  er<  k 
sion  with  a  10%-to-20%  increase  thi  m 
month,  but  analysts  doubt  it  will  stick  i 

Still,  Old  Economy  stocks  are  farin 
better  than  New  Economy  ones.  Ej 
eluding  tech  and  telecom,  the  media 
decline  in  the  s&p  is  only  13%,  says  Je  L 
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In  Today's  Corporate  America, 
Cash  Is  King 


You  wouldn't  imagine  it  from 
newspaper  headlines,  but  by 
one  measure  at  least,  Corporate 
America  is  in  relatively  good  fi- 
nancial shape.  Going  into  the 
current  economic  storm,  compa- 
nies had  more  cash  on  their 
balance  sheets  than  before  the 
last  four  recessions.  And,  through  Sep- 
tember at  least,  their  pretax  profits 
were  more  than  enough  to  pay  interest 
on  all  their  debt  nearly  four  times  over. 
"The  story  of  Corporate  America  is  bet- 
ter than  people  think,"  says  James  W. 
Paulsen,  chief  investment  strategist  at 
Wells  Capital  Management. 

How  can  that  be?  Corporate  execu- 
tives took  heed  of  the  bankruptcies  and 
credit  crunch  of  the  1990-91  recession 
and  built  themselves  a  financial  safety 
net.  Many  used  the  subsequent  long  ex- 
pansion to  replenish  their  cash  even  as 
Internet  startups  squandered  their 
funds.  As  a  result,  liquid  assets  held  by 
companies  shot  up  to  28.8%  of  their 
short-term  liabilities  last  September — 
the  most  recent  month  for  which  data 
are  available — compared  with  20.7% 
right  before  the  1990  recession,  accord- 
ing to  the  Federal  Reserve. 

Of  course,  that  hardly  means  they're 
home  free.  "In  recessions,  people  typi- 
cally burn  cash  faster  than  they  real- 
ize," says  Richard  B.  Berner,  chief  U.  S. 
economist  at  Morgan  Stanley  Dean  Wit- 
ter. Just  how  quickly  the  crunch  can 
come  is  shown  by  Hewlett-Packard  Co.: 
In  the  quarter  that  ended  in  January, 
its  cash  plummeted  to  $2.8  billion  from 


$4  billion  as  sales  slipped  and  invento- 
ries rose.  Besides,  the  aggregate  num- 
bers gloss  over  problem  companies  that 
can  quickly  infect  their  healthy  suppli- 
ers by  delaying  payments. 

So  with  the  economy  stalling  and 
fears  of  recession  rising,  executives  are 
becoming  more  concerned  about  pro- 
tecting the  cash  they've  got.  "People 
are  more  conservative  than  they  were  a 
year  ago,"  says  Charles  G.  Ward  III, 
co-head  of  investment  banking  at  Cred- 
it Suisse  First  Boston.  "CEOs  and  cfos 
are  making  sure  they  have  bank  lines 
and  cash,  and  they  want  to  make  sure 
capital  expenditures  don't  outstrip  their 
cash-raising  capability."  Adds  Richard 
H.  Brown,  ceo  of  technology-services 
giant  Electronic  Data  Systems  Corp.: 
"Cash  is  king  now." 
HARMFUL  HOARDING.  The  ample  cash 
cushions  should  mean  that  more  compa- 
nies will  survive  the  storm  than  might 
otherwise.  But  in  the  short  run,  hoard- 
ing cash  will  impose  more  acute  pain  on 
the  economy.  Executives  worried  about 
cash  are  quicker  to  close  factories  and 
stores,  lay  off  employees,  postpone  capi- 
tal spending,  and  abort  research  and 
development.  Just  look  at  the  big  auto 
companies,  which  have  the  most  experi- 
ence with  cash  burn  during  recessions. 
They  are  cutting  back.  General  Motors 
Corp.,  for  example,  is  pruning  Euro- 
pean production  15%,  trimming  10%  of 
its  white-collar  workforce,  and  vowing 
to  cut  $2  billion  in  costs.  Ford  Motor 
Co.  is  cutting  $1  billion  in  costs,  though 
it  is  still  shelling  out  $2.3  billion  to  com- 
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THE  GOOD  NEWS  IS  THAT  CORPORATIONS  HAVE  LOTS  MORE  GASH  GOING  INTO  THIS  SLOW 
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•ey  M.  Warantz,  an  equities  strategist 
;  Salomon  Smith  Barney.  The  Dow  is 
)\vn  only  10%  from  its  high.  And 
nail-cap  stocks  are  doing  better  than 
jf-caps.  "It  brings  back  the  reality  that 
g-eap  companies  can't  generate  those 
gh,  double-digit  growth  rates  with  any 
insistency,  due  to  competitive  pres- 
ir< ■-."  says  Jeremy  J.  Siegel,  finance 
■©fessor  at  the  University  of  Pennsyl- 
■a'i  Wharton  School. 
With  growth  slowing,  the  valuation 
'  growth  stocks  appears  to  remain  ex- 
issive  by  most  measures.  The  average 
•ice-earnings  ratio  for  the  s&P  500  is 


now  25,  compared  with  a  historical  me- 
dian of  16,  going  back  to  1926,  according 
to  the  Leuthold  Group,  an  investment 
management  and  research  company. 
(The  ratios  are  based  on  a  running  five- 
year  average  of  earnings.) 

Many  economists  believe  that,  in  the 
long  term,  the  New  Economy  can  sus- 
tain a  growth  rate  of  perhaps  3%  to 
3.5%,  above  the  historical  average.  That 
justifies  somewhat  higher  p-e  ratios, 
but  perhaps  not  this  much  higher.  If 
earnings  don't  rise,  prices  may  have  to 
keep  falling.  The  buzz  phrase  on  Wall 
Street  among  the  bears  is  "mean  re- 


version." According  to  a  bearish  analy- 
sis by  Jonathan  Lin  of  Salomon  Smith 
Barney,  it  could  take  the  market  years 
of  moving  sideways — or  a  singular, 
spectacular  drop — for  the  rate  of  price 
appreciation  to  get  back  to  historical 
norms.  For  example,  for  the  s&p  to  re- 
vert to  its  10-year  average  annual  gains 
of  15%,  the  index  would  have  to  lose 
26%  this  year  or  go  for  three  years 
with  no  gains. 

Is  there  a  silver  lining  in  the  rapidly 
gathering  clouds?  Possibly.  Bulls  argue 
that  today's  prices  already  reflect  the 
bad  news  ahead.  All  the  cash  that  in- 


plete  acquisitions  of  Volvo  and  Hertz  in-  nies  have  been  burning  through  cash, 
terests  and  says  it  still  plans  to  buy  much  of  it  borrowed,  to  build  their  net- 
back  $4  billion  worth  of  stock  this  year.  works  quickly.  A  handful  of  well-funded 
Even  so,  the  auto  makers  may  have  new  entrants,  such  as  xo,  McLeod  USA, 
to  do  more.  In  the  last  recession,  GM  and  WinStar  Communications,  have 
burned  through  more  than  $12  billion  in  enough  money  to  last  until  2002,  analysts 
cash  and  Ford  spent  more  than  $8  bil-  say,  but  dozens  of  others  will  run  out  of 
lion,  according  to  analyst  Stephen  J.  cash  this  year.  WinStar  ceo  William  J. 
Girsky  of  Morgan  Stanley  Dean  Witter.  Rouhana  Jr.  says  his  budget  is  getting 
gm  has  $11.8  billion  in  cash,  but  it  wants  tighter  because  the  company  has  only 
to  raise  that  to  $13  billion,  and  Ford  has  $1.3  billion  in  cash  but  owes  $300  million 
$8.1  billion.  Those  levels  and  the  compa-  in  interest  this  year  and  needs  to  invest 
nies'  possible  burn  rates  were  among  the  $700  million  in  capital  projects.  Mean- 
factors  prompting  debt  analysts  at  Stan-  while,  Lucent  Technologies  Inc.,  which 
dard  &  Poor's  Corp.,  like  BusinessWeek,  announced  16,000  layoffs  in  January,  had 
a  part  of  The  McGraw-Hill  Companies,  to  scramble  to  negotiate  a  $6.5  billion 
to  downgrade  the  outlook  short-term  bank  credit  on 

for  the  industry  recently.  CUSHIONED  Feb-  2'!  after  [t  Was  shut 

Only  time  will  tell  if  auto  wwgnwntw  Qut  of  thg  commercjai_pa_ 

makers  should  have  Liquid  assets  as  a  percentage  per  market, 

stashed  more  cash  during  of  short-term  liabilities  are  That  market,  which  is 

the  good  times  and  held  higher  than  at  the  start  of  extremely  sensitive  to 

back  on  share  buybacks.  the  last  four  recessions*  cash  positions,  is  antici- 

s&p  downgraded  Daimler-  „ATE  C(JSH|0N  pating  more  trouble  for 

Chrysler  debt  on  Feb.  26,  j=Sjjn== o o  To/  issuers  in  other  indus" 

questioning  whether  it,  .      .         '...I3./J.       4.4A70  tries,  says  Michael  Clo- 

too,  is  keeping  enough  JANUARY,  1980  24  S  herty,  vice-president  and 

cash  and  noting  that  the  ------»-  ------ ----  senior  market  economist 

carmaker  is  choosing  to  .„_*_.„„.„;.                 22.7  at  Credit  Suisse  First 
maintain  its  high  JULY  1990                  90  7  Boston.  Power  genera- 
dividend.  ' e.y.r.L.  tion,  electrical  equip- 

Retailers,  from  depart-  SEPT.  30,  2000  28.8  ment,  and  retailing  could 

ment  stores  to  grocery  *  Nonf a rm ^ "ncmf ina ndal  corporate be  hit.  And  second-tier 

chains,  are  closing  stores         businesses  companies  are  being 

and  trying  to  conserve  Data;  Fedefal  Rese™  forced  to  pav  hieher  in- 

„„„u  u~f V     i         i    i.  Flow  of  Funds,  BusinessWeek  .  ,      . 

cash  before  it  s  too  late.  terest  rates  relative  to 

At  Ames  Department  Stores  Inc.,  Chief  other  issuers  than  at  any  time  since  the 

Financial  Officer  Rolando  de  Aguiar  is  last  recession. 

out  to  shrink  inventories  and  quickly  So  just  as  severe  storms  demonstrate 

close  32  stores  that  were  picked  up  in  the  need  for  homeowners'  insurance, 

an  acquisition  of  Hills  Stores.  "If  the  business  slowdowns  show  executives 

economy  hadn't  slowed  as  fast  as  it  did,  why  they  shouldn't  skimp  on  cash  re- 

those  stores  would  have  been  O.  K.,"  he  serves.  Periodically,  it's  good  that 

says,  adding:  "It's  best  to  close  those  they're  reminded. 

stores  rather  than  divert  cash."  By  David  Henry,  with  Steve  Rosen- 

The  same  fateful  choice  now  faces  bush,  in  New  York,  Dean  Foust  in  At- 

telecom  outfits,  from  giants  such  as  AT&T  lanta,  Joann  Muller  in  Detroit,  and  bu- 

to  startup  local  carriers.  These  compa-  reau  reports 


THEY  HAD  BEFORE  THE  LAST  ONE.  THE  BAD  NEWS  IS  THAT  IT  STILL  MAY  NOT  BE  ENOUGH 
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vestors  have  stockpiled  in  money-mar- 
ket mutual  funds  is  itching  to  be  de- 
ployed in  stocks.  So  sooner  or  later, 
when  the  Fed's  magic  begins  to  work, 
the  market  could  be  poised  for  another 
run. 

But  if  there's  one  maxim  on  Wall 
Street  that's  older  than  "Don't  fight  the 
Fed,"  it's  "Don't  fight  the  tape."  In- 


vestors who  once  bought  on  the  dips 
are  now  primed  to  sell  on  the  rises — al- 
most guaranteeing  that  any  rally  will 
be  short-lived.  Even  when  the  market 
does  start  to  pick  up  again,  the  glory 
days  of  the  late  20th  century,  when 
stocks  often  rose  more  than  20%  a  year, 
are  probably  gone.  Once  it  rights  itself, 
the  market  is  more  likely  to  post  annu- 


al gains  of  about  10% — the  historic 
average  over  the  past  two  centurie 
But  at  the  moment,  that  wouldn't  loc 
too  bad. 

By  Peter  Coy  and  Marcia  Vickers 
New  York,  with  Rich  Miller  in  Was, 
ington,  Charles  J.  Whalen  in  New  Yor 
Jim  Kerstetter  in  San  Mateo,  Calif.,  at 
David  Welch  in  Detroit 


These  Kids  Don't  Scare  So  Easily 


jhen  Jeff  Dietzel,  24,  took 
(his  maiden  plunge  into 
'stocks  last  September,  he 
eagerly  used  some  of  his 
school  loans  and  then 
gave  up  health  insurance 
to  buy  shares  of  Engage 
Inc.  and,  later,  CMGI  Inc. 
He  thought  dot-com  stocks  had 
dropped  so  much  that  he  could  only 
make  money.  Guess  again.  Since 
then,  Dietzel  has  lost  60%  of  his 
$7,400  investment.  In  five  months  in 
the  market,  he  has  had  only  one  up 
day.  "I  was  trying  to  be  a  good  adult 
and  invest  my  money,"  says  Dietzel, 
a  graduate  student  at  the  University 
of  Texas  at  Austin. 

Dietzel  isn't  intimidated — yet — by 
the  first  bear  market  he  has  ever 
seen.  Like  many  in  the  under-30 
crowd,  he's  still  convinced  that  in- 
vesting is  where  the  action  is.  As  ad- 
dictive as  gambling  and  potentially  a 
whole  lot  more  lucrative,  playing  the 
stock  market  seduces  and  inspires 
today's  young  adults  the  same  way 
cars,  rock-n-roll,  or  antiwar  protests 
ignited  previous  generations.  So, 
even  as  the  battered  Nasdaq  contin- 
ues to  plunge,  young  investors  don't 
plan  to  spurn  Wall  Street.  While 
some  are  taking  a  wait-and-see  atti- 
tude, others,  like  Dietzel,  plan  to 
buy  more  stock  when  they  have  the 
cash.  Says  Joseph  S.  Burkhart,  24,  of 
Allied  Capital  Corp.  in  Washington: 
"There's  got  to  be  sunshine 
after  rainfall." 

THE  THRILL  OF  THE  GAME.  Of  course, 
this  generation  has  never  seen  a  mar- 
ket in  which  stocks  didn't  quickly — 
and  seemingly  inevitably — bounce 
back.  But  if  they  aren't  giving  up  on 
equities  for  now,  the  young  crowd 
has  moved  away  from  aggressive 
trading.  At  Datek  Online  Holdings 
Corp.,  which  caters  to  younger  in- 
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TIMMONS:  Watching  his  investments  more  closely 


vestors,  clients  made  three  trades  a 
month  on  average  in  the  last  quarter 
of  2000  compared  with  five  trades  a 
month  in  the  first  quarter.  "They're 
trading  the  same  types  of  stocks. 
They're  just  trading  less,"  says  Mike 
Dunn,  a  Datek  vice-president. 

A  punishing  market  is  making 
young  stockholders  take  investing 
more  seriously.  Paul  Timmons,  a  31- 
year-old  personal  trainer  in  Rehoboth 
Beach,  Del.,  concedes  the  thrill  of  the 
game  was  what  attracted  him.  "I've 
always  bet  money  here  and  there  on 
football  and  basketball,  so  I  figured 
this  was  the  same,"  he  says.  Two 
years  ago,  Timmons  had  never  heard 
of  Alan  Greenspan,  but  after  just  a 
few  months  of  investing,  he  was 


hanging  on  to  the  Feder- 
al Reserve  chiefs  every 
polysyllabic  word.  Within 
eight  months,  his  $15,000 
turned  into  $40,000.  But 
since  last  March,  those 
gains  have  evaporated. 
He  has  invested  $10,000 
in  a  mutual  fund,  opened 
an  IRA,  and  now  buys 
only  companies  he  con- 
y  siders  deals,  such  as  Cis- 
j  co  Systems  Inc. 

Some  youthful  in- 
I  vestors  are  also  learning 
the  value  of  diversifica- 
tion. David  Barry,  29,  a 
commercial  real  estate 
broker  in  Milwaukee,  has 
moved  80%  of  his  net 
worth  into  property. 
Others  have  simply  shift- 
ed to  the  sidelines. 
Charles  Obermeyer,  29, 
who  owns  The  Best  of 
Everything  restaurant  in    j 
Clayton,  Mo.,  watched 
his  portfolio  sink  15% 
last  year  and  vows  he 
won't  invest  more  until  he  sees  an 
upturn.  "I  don't  want  to  buy  some- 
thing I  have  to  dump,"  he  says. 

Stockbrokers,  once  scorned  as  too 
costly,  are  looking  useful.  Matthew 
Goebel,  29,  a  Chicago  communications 
manager  whose  portfolio  has  dropped 
30%,  now  talks  to  his  broker  three 
times  a  week  and  checks  stocks  daily. 
Despite  losses,  Goebel  still  owns  Dell 
Computer,  Nortel  Networks,  and 
Broadcom,  and  he  continues  to  put 
new  money  in  the  market.  "I'm  in  it 
for  the  long  haul,"  he  says.  He's 
lucky.  He  has  decades  to  recover 
from  any  mistakes. 

By  Rochelle  Sharpe  in  Boston, 
with  Geoffrey  Smith,  Ann  Therese 
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COMMENTARY 

By  James  C.  Cooper 


Hey,  Chicken  Littles,  The  Sky  Isn't  Falling 


Bear  market?  Recession?  Snap 
out  of  it!  True,  the  stock 
market  looks  ill,  and  the 
economy  is  soft.  But  the  im- 
balances that  threaten  the 
U.S.  expansion  are  quickly 
righting  themselves.  Nor  is 
that  healing  likely  to  stop, 
given  the  rapid  and  strong  support 
of  the  Federal  Reserve.  The  econo- 
my is  suffering  a  temporary  bout  of 
indigestion,  not  a  recession. 

Ultimately,  the  drop  in  stock 
prices  is  not  so  much  a  bear  market 
as  it  is  a  return  to  more  sensible  val- 
uations. And  with  the  price-earnings 
ratio  of  the  Standard  &  Poor's  500- 
stock  index  down  and  bond  yields 
falling,  the  air  is  almost  gone  from 
the  bubble.  "If  equity  prices  are  not 
fairly  valued,  then  they  are  close  to 
it,"  says  economist  Mark  M.  Zandi  at 
Economy.com  in  West  Chester,  Pa. 
FAIRER  P-E».  Indeed,  despite  in- 
vestors' fears  that  p-e  ratios  remain 
too  high,  that  is  no  longer  the  case 
when  they  are  compared  with  the  in- 
verse of  bond  yields — a  classic  valua- 
tion model  used  to  determine  the  so- 
called  fair-market  value  of  stocks. 
Under  this  method,  fair  value  is  the 
level  that  equates  the  returns  on 
stocks  and  bonds.  Based  on  the  cur- 
rent 5%  yield  on  a  10-year  Treasury, 
the  fair-market  p-e  ratio  is  about  20. 
The  actual  p-e  for  the  average  s&p 
500  company  is  about  21  today,  using 
expected  earnings  per  share  for  the 
next  12  months. 

Certainly,  earnings  expectations 
may  still  be  too  high — especially  in 
the  technology  sector,  where  the  typi- 
cal stock  changes  hands  at  a  p-e 
of  about  32.  But  they  have  made 
an  enormous  downward  adjust- 
ment in  the  past  six  months,  and 
nontech  valuations  look  increas- 
ingly attractive. 

The  biggest  worry  in  the 
market  is  that  prolonged  stag- 
nation or  an  outright  recession 
could  deepen  earnings  woes. 
Such  fears  are  overblown.  While 
the  economy's  weakness  is  gen- 
uine, it  is  neither  broad  nor 
deep.  While  gross  domestic 
product  in  the  goods-producing 
sector  fell  at  a  2.8%  annual  rate 
last  quarter,  gdp  in  the  service 


sector,  which  em- 
ploys three-fourths 
of  all  workers, 
grew  3.8%. 

For  all  the  uncer- 
tainty, the  slowdown 
isn't  really  all  that 
mystifying.  It's  the  re- 
sult of  past  Fed  tighten- 
ing and  the  bursting  of 
the  stock  market  bubble. 
That  concentrated  the  econo- 
my's weakness  in  demand  for 
big-ticket  durable  goods,  espe 
cially  autos,  an  area  that  had 
soared  on  the  hot  air  of  low 
rates  and  the  market's 
wealth  effect. 

What's  new  about 
this  slowdown  is  its 
speed,  which  is  mak- 
ing people  nervous 
and  fearful  about 
the  future.  Today's 
rapid  flow  of  infor- 
mation has  fast-for- 
warded needed  adjust- 
ments in  output,  payrolls,  capital 
spending,  and  inventories.  But  that's 
good.  "The  faster  any  imbalances  are 
cleared  out,  the  sooner  the  economy 
can  resume  a  faster  pace  of  growth," 
says  Bruce  Steinberg,  chief  econo- 
mist at  Merrill  Lynch  &  Co. 

Inventories  are  a  perfect  example. 
Merrill  Lynch  economists  show  that 
inventory  imbalances  now  require  an 
average  of  two  quarters  to  eliminate, 
vs.  about  five  prior  to  the  1990s.  In- 
deed, inventory  growth  in  December 
was  far  less  than  expected,  suggest- 
ing that  a  full  correction  may  be 

ARE  VALUATIONS  REALLY  TOO  HIGH? 

The  gap  between  how  much  the  market  is  willing  to  pay 

for  stocks  and  "fair  value"  pricing — stock  valuations 

compared  to  bond  prices —  is  shrinking 


FAIR  VALUE  P-E  RATIO* 
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over  by  midyear. 
^       Stalwart  con- 
sumers are  helping 
to  speed  the  inven- 
tory realignment, 
and  they  will  put  a 
floor  under  the  weak- 
ness in  capital  spend- 
ing. As  Fed  Chairman 
Alan  Greenspan  noted  on 
Feb.  28,  the  rapid  drop  in 
consumer  confidence  "has  not 
been  matched  by  a  concurrent 
decline  in  consumer  expendi- 
tures." Consumers  relieved  re- 
tailers of  excess  Christmas 
stocks  with  strong  Janu- 
ary buying,  and  con- 
■<    sumer  fundamentals 
*L   are  supportive:  Labor 
Bl    markets  are  still 
^   tight.  Oil  prices  are 
below  $28  per  bar- 
rel, and  wages 
r    are  outpacing  in- 
flation. Without  a 
full-blown  consumer  retrench- 
ment, demand  for  final  products  will 
be  firm  enough  to  shore  up  profits 
and  limit  damage  to  capital  spending. 
ANOTHER  CUT.  Recently,  investors 
seemed  worried  that  the  large  gains 
in  the  January  price  indexes  would 
hamstring  the  Fed.  That's  wrong  on 
two  counts.  First,  inflation  always 
trails  the  business  cycle,  and  it 
should  end  the  year  lower.  Second, 
since  the  Fed  is  fighting  perceptions 
of  economic  weakness  as  much  as 
economic  reality,  it  will  likely  buoy 
sentiment  with  another  half-point 
rate  cut  at  its  Mar.  20  meeting. 

Above  all,  remember  the  old 
saying:  Don't  fight  the  Fed. 
Every  time  since  1950  that  the 
Fed  has  cut  rates,  the  market 
has  rallied,  on  average,  with  a 
20%  annualized  advance,  say 
analysts  at  Prudential  Securi- 
ties Inc.  That  may  not  be  possi- 
ble this  time  after  such  inflated 
valuations.  But  both  the  econo- 
my and  the  market  are  likely 
to  finish  the  year  in  much  bet- 
ter shape  than  they  started  it. 


Cooper  writes  Business- 
Week's Business  Outlook 
column. 
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Wall  Street  Casts 
A  Mighty  Long  Shadow 


GLOBAL  MARKETS  Just 

as  the  U.  S.  once  boosted 
bourses  everywhere,  now 
it's  dragging  them  down 

Stock  investors  from  London  to 
Singapore  just  can't  seem  to 
get  a  rally  going.  The  Tokyo 
Stock  Exchange  has  lost  52% 
of  its  value  since  it  peaked  last 
March.  Morgan  Stanley  Dean 
Witter's  index  of  European 
stocks  is  down  18%  from  its 
September  high. 

Ask  traders  what  the  problem  is  and 
they'll  tell  you  straight  out:  fears  of  an 
American  bear  market.  Just  as  super- 
charged growth  in  the  U.S. 
underpinned  soaring  equity 
markets  in  the  1990s,  so  the 
sudden  stateside  downturn  is 
now  driving  exchanges  low- 
er. "The  U.S.  economy  has 
hit  the  brakes,  and  the  rest 
of  the  world  has  to  slow  as  a 
result,"  says  Jon  F.  Chait, 
chairman  and  CEO  of  Spring 
Group  PLC,  a  London-based 
information-technology  re- 
cruitment company.  The  ques- 
tion is  how  scary  the  under- 
tow from  the  U.S.  will  be 
and  how  long  it  will  last. 


TOKYO  BROKERAGE:  Japan's  exporters 
depend  heavily  on  U.  S.  earnings 


The  giant  exchanges  of  London, 
Frankfurt,  and  Tokyo  are  feeling  the 
undertow  the  worst.  Odds  are  these  big, 
developed  markets  will  fall  further — 
particularly  if  the  U.  S.  tumbles  into  re- 
cession. Despite  the  Federal  Reserve 
Board's  recent  brace  of  interest-rate 
cuts,  that's  still  a  real  possibility.  "The 
ice  is  very  thin,  and  we  could  easily  go 
through  it,"  says  Johannes  Reich,  head 
of  equity  research  at  Germany's  Bank 
Metzler.  "There's  little  I  can  see  to  be 
positive  about." 

Adding  to  the  damage  is  the  fact  that 
big-cap  European  stocks  such  as  BP 
Amoco  PLC  and  DaimlerChrysler  de- 
pend heavily  on  U.  S.  earnings.  The 
same  holds  true  with  Japan,  which 
sends  30%  of  its  exports  to  the  U.S. 
Toshiba,  Matsushita  Communications, 

A  WORLDWIDE  BEAR? 

STOCKS  FALL  IN  EUROPE...  ...AND  JAPAN 
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and  NEC  have  all  issued  profit  warninj 

recently  as  U.  S.  demand  for  their  goo< 

has  weakened.  "There's  a  lot  of  ta 

about  economic  decoupling,"  says  Cha 

"But     the     truth     is     the     opposit 

Economies  and  stock  markets  are  b 

coming  more  and  more  integrated." 

Slumping  equity  markets  are  makir 

it  difficult  and  costly  for  companies 

raise  fresh  capital.  France  Telecom  di 

covered  that  in  early  February  wh 

it  floated  shares  in  its  mobile-phone  si 

sidiary  Orange  PLC.  The  initial  pub 

offering  brought  in  less  than  half  i. 

money  first  projected.  That  prompt 

another  round  of  telecom-stock  pu: 

meling  in  Europe  and  the  U.  S. 

LAME  EURO.  A  U.  S.  recovery  in  the  si 

ond  half  would  certainly  lift  the  stoc 

of  European  blue  chips  and  Japane 

high-tech  houses.  But  that  hope  is  bei 

eroded  by  the  fear  that  the  current  s] 

uation — a  U.S.  bear  market  and  slo 

down,  investor  jitters  everywhere 

could   spiral  out  of  control.   In  t 

scenario,  Japan's  problems  would  deep 

and   European  strength  could  fizz 

Then  global  equities  would  probal" 

show  hardly  any  strength  until  2002 

One  sign  that  investors  fear  the  gl< 

al  stock  crisis  may  become  a  global  ec    „ 

nomic  crisis  is  the  euro's  continu 

weakness.  "Considering  all  the  bad  ne 

coming  out  of  the  U.S.  and  the  f; 

that  the  next  couple  of  months  will 

bad,  it  is  strange  that  the  strength 

the  euro  is  not  spectac\ular,"  says  Jes 

Pierre  Hellebuyck,  who  manages  $2    , 

billion   for  France's   AXA   Investme    , 

Managers  Ltd.  Lingering  fears  abc 

Europe  may  be  one  reason  its  mori 

managers  aren't  dumping  U.  S.  positio 

The  next  quarter  will  be  the  crur 

period  that  determines  whether  t 

worst-case  scenario  materializes.  "I 

relatively  positive  and  think  there 

just  a  20%  to  30%  chance  that  we  j 

two  or  three  years  of  na; 

markets,"  says  Klaus  Mart 

head  of  European  equities 

DWS  Investment,  a  big  G 

man    money    manager. 

with  the  relentless  bad  ne 

about  corporate  earnings  i 

stock    prices    grabbing 

headlines,   that   probabil 

seems  to  be  rising  with  e; 

passing  day. 

By   David   Fairlamb 

i Frankfurt  and  Brian  Bti 

FEB.23,'01         ner     in     Tokyo,     with     Jo 
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throw  Out 

fhe  Old  Rule  Book 


westing  Waiting  for  a 
sbound  is  no  longer  the 
olution-especially  with 
irge-cap  and  tech  stocks 

For  the  first  time  in  a  decade,  in- 
vestors  are   feeling   real    pain. 
They're  used  to  sell-offs  that  are 
sharp  but  short-lived,  but  now  a 
rebound  seems  ever  more  dis- 
tant. For  sure,  the  U.  S.  economy 
is  not  going  off  a  cliff,  and  the 
market  will  turn  around  eventu- 
ly.  Still,  financial  advisers  say  it's  time 
take  a  fresh  look  at  ways  to  ride  out 
e  storm. 

What  do  they  suggest?  There's  al- 
ays  the  safe  havens  of  money- 
arket  funds  or  Treasury  securi- 
28,  but  in  exiting  the  market, 
>u  risk  watching  from  the  side- 
les  as  a  comeback  takes  place, 
better  bet  may  be  rejiggering 
nir  equity  holdings.  That  could 
ean  lightening  up  on  tech 
ocks,  broadening  your  holdings, 
»d  seeking  out  the  market's 
reet  spots,  especially  small-  and 
id-cap  value  stocks.  Some  even 
Ivise  turning  to  publicly  trad- 
1  options  that  put  a  floor  on  a 
ock's  losses. 
XTING  GO.  Of  course,  the  tough-   | 


Inc.,  whose  share  price  has  fallen  69% 
since  September,  to  near  $20  recently. 
Wall  Street  analysts  who  follow  Sun 
still  expect  earnings  to  grow  an  average 
23.6%  a  year  over  the  next  five  years. 
Plug  that  assumption  into  a  widely  used 
valuation  model  and  Sun  looks  fairly 
priced.  But  if  the  analysts  are  even  a 
little  too  optimistic  and  the  growth  rate 
is  only  20%,  the  stock's  value  drops  to 
$15 — implying  a  further  25%  price  drop. 
Pruning  tech  and  telecom  would  help 
diversify  your  portfolio.  By  introducing 
other  kinds  of  investments,  your  wealth 
becomes  less  dependent  on  a  few  com- 
panies or  sectors.  It  also  becomes  some- 
what less  volatile.  That  concept  was  of- 
ten ignored — or  misunderstood — during 
the  high-flying  bull  market.  "New  clients 
come  in  and  say:  'I'm  diversified.  I  own 
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t  decision  in  investing  remains 
hen  to  sell.  It's  tempting  to  hold 
i  to  a  stock  whose  price  has  al- 
ady  lost  more  than  half  its  val- 
;  on  the  premise  that  things 
n't  get  any  worse.  But  they  can. 
"hat  drives  a  stock's  price  isn't 
)w  much  it  has  already  fallen, 
it  market  expectations  for  fu- 
re  earnings.  If  the  economy 
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AVOIDING  A  BEAR-MARKET  MAULING 


Cisco,  Microsoft,  and  ge,  Fidelity  Mag- 
ellan, the  Janus  Fund,  and  an  s&p  500 
index  fund,'"  says  Mark  E.  Balasa,  a 
financial  planner  in  Schaumburg,  111. 
"They  don't  realize  their  portfolio  is  all 
in  large  growth  stocks." 

Value  stocks,  those  in  more  mundane 
sectors  of  the  economy  such  as  finance 
or  energy,  which  have  been  holding  up 
better  than  the  growth  stocks  in  the 
market  rout.  Even  in  the  growth-stock 
area,  Wall  Streeters  say  there  are  bet- 
ter opportunities  among  small-  and  mid- 
cap  companies  than  among  the  giants. 
Despite  plunging  prices,  many  big  caps 
still  trade  at  high  price-earnings  ratios. 
Indeed,  while  much  is  being  made  of 
the  so-called  profits  recession  on  Wall 
Street,  those  who  follow  smaller  com- 
panies say  they  see  no  such  thing.  Don- 
ald G.  Berdine,  chief  investment  officer 
at  pnc  Advisors,  says  2001  operating 
earnings  for  small-  and  mid-cap  compa- 
nies should  be  up  21%  and  14%,  respec- 
tively. But  here,  too,  caution  is  advised. 
He  suggests  investors  stick  to  mutual 
funds  for  small-  and  mid-cap  stocks,  a 
safer  bet  than  buying  individual  issues. 
Granted,  some  investors  are  reluctant 
to  unload  their  largest  holdings.  Christo- 
pher Cordaro,  a  Chatham  (N.J.)  financial 
planner,  suggests  a  "collar"  for  investors 
who  have  20%  or  more  of  their  portfolio 
in  one  stock.  Here's  how  it 
works:  If  the  stock's  price  is  $100 
a  share,  you  buy  put  options  that 
give  you  the  right  to  sell  the 
stock  at  $90  over  a  period  of 
time,  typically  the  next  12  to  24 
months.  To  offset  the  cost,  you 
also  sell  call  options  that  grant 
the  buyer  the  right  to  purchase 
your  stock  for  $120  during  that 
same  period. 

The  cost  of  the  put  and  the 
proceeds  from  the  call  should 
net  out  and  you  benefit  whether 
the  stock  falls  or  rises.  If  the 
stock  falls  to  $50,  you  exercise 
the  puts  and  collect  $90  a  share. 
If  the  stock  instead  rises  to  $150 
and  you  want  to  hang  on  to  it? 
You  can  buy  back  the  calls  so 
you  don't  have  to  sell  the  stock. 
Financial  advisers  say  the 
biggest  challenge  these  days  is 
getting  investors  to  take  action. 
After  all,  most  people's  past  ex- 
perience rewarded  them  for  wait- 


►  Consider  selling  former  highfliers  even  if  their 
prices  have  already  dropped  sharply 

►  Diversify  your  portfolio  to  include  value 
stocks.  Consider  bonds  and  money  market  funds 

•ntinues  to  slow  and  companies      as  well  ing  out  the  slumps.  That  could 

id  Wall  Street  analysts  continue      "™  "q'~~~~{'\    and  "miH  ran  rnmnanip^"  "t^ wel1  Pay  off  aS^-  But  until  the 

lower  profit  forecasts,  a  stock      *  i               1  ,                u"^P  comPames  to  economy  and  earnings  prospects 

tat  aoDears   chean  now  rnnlH       balance  out  large-cap  holdings  economy  ana  earnings  prospects 

idi  appears  cneap  now  could      ° r. ?. improve,  a  more  defensive  strate- 

§  pretty  pricey  a  few  months     ►  Use  option-based  strategies  to  protect  against  gy  will  likely  pay  off  better. 

further  declines  By  Susan  Scherreik 

Microsystems  in  New  York 


>wn  the  road. 
Consider  Sun 


HOSE  WHO  FOLLOW  SMALL-  AND  MID-CAP  COMPANIES  DON'T  SEE  A  "PROFITS  RECESSION1 
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Bush  will  face  dug-in  Democrats 
-and  some  rebellious  Republicans 


In  the  opening  weeks  of  his  Presi- 
dency, George  W.  Bush  labored  to 
find  a  rationale  for  his  centerpiece 
$1.6  trillion  tax  cut.  It  was  alter- 
nately depicted  as  first-aid  for  a 
sick  economy,  a  bulldozer  demol- 
ishing "tollbooths  to  the  middle  class," 
and  a  new  Contract  with  American  Tax- 
payers that  decrees  Uncle  Sam  should 
never  take  more  than  a  third  of  any- 
one's income.  But  on  Feb.  27,  Bush  used 
his  first  major  policy  address  to  frame 
his  idea  in  simple — and  effective — terms. 
Casting  himself  as  a  consumer  crusader 
battling  a  tax-gouging  government,  he 
told  a  joint  session  of  Congress:  "The 
people  of  America  have  been  over- 
charged. And  on  behalf  of  them,  I  am 
here  to  ask  you  for  a  refund." 

Even  tax-cut  skeptics  found  them- 
selves moved  by  Bush's  appeal — and  his 
fervent  insistence  that  there  will  be 
enough  money  to  pay  for  his  plans. 
Goodloe  E.  Byron  Jr.,  president  of  Po- 
tomac Investment  Services  Inc.  and  an 
Al  Gore  voter,  concedes  he  was  "im- 
pressed" by  the  Salesman-in-Chief.  He 
now  thinks  Bush  will  "get  a  [tax]  bill 
pretty  close  to  what  he's  after."  Indeed, 
in  a  post-speech  poll  by  cnn/usa  To- 
day/Gallup, support  for  the  Bush  tax 
plan  jumped  to  79%. 

Bush's  problem  is  that  the  public's 
positive  response  to  his  plain-spoken 
pitch  for  tax  cuts  and  other  policy  initia- 
tives does  not  reflect  the  prevailing  view 
on  Capitol  Hill.  Despite  the  new  Presi- 
dent's month-long  charm  offensive,  movie 
screenings  with  the  likes  of  liberal 
warhorse  Teddy  Kennedy,  and  trips  to 


Democratic  policy  retreats,  Bush  still 
faces  a  challenge  pushing  his  agenda  to 
passage  in  the  land  of  powerful  congres- 
sional barons. 

The  fiscal  2002  budget  he  sent  to 
Congress  on  Feb.  28  contains  more  than 
its  share  of  accounting  legerdemain — 
and  something  to  offend  nearly  every 
powerful  interest,  Republican  and  De- 
mocrat alike.  "It  will  get  tougher  when 
we  get  into  substance,"  concedes  Sen- 
ate Majority  Leader  Trent  Lott. 

Indeed,  there's  nothing  like  budgetary 


RISING  PUBLIC  SUPPORT 


BEFORE  AFTER 
SPEECH  SPEECH 

BUSH  IS  LEADING  THE  COUNTRY 

IN  THE  RIGHT  DIRECTION  73%  84% 


FAVOR  BUSH  TAX  CUT 


68      79 


*Margin  of  error  +/-5  percentage  points 

Data:  CNN/USA  Today/Gallup  Poll  on  Feb.  27 

fine  print  to  chill  a  budding  courtship. 
Bush  is  sending  the  Hill  a  $1.95  trillion 
spending  blueprint  that  is  built  around 
three  big  ideas:  his  tax  cut,  part  of 
which  will  be  moved  up  to  take  effect  in 
January,  2001;  restraining  the  growth 
of  domestic  spending  to  4%  this  year 
and  to  a  very  stringent  3%  or  less  over 
the  decade;  and  using  most  of  the  Social 
Security  surplus  to  slice  $2  trillion  off 
the  $3.4  trillion  national  debt. 

Those  numbers  stand  to  be  very  con- 
troversial. For  starters,  the  President 
proposes  holding  back  $(500  billion  in 
excess  payroll  tax  revenues  to  help  pay 
for  private  Social  Security  investment 


accounts.  Conservative  privatizers  thii  |jj 
that's  too  small,  since  it  would  pay  f  m 
only  a  1%  account — half  of  what  th<    )[ 
expected.  Privatization  critics,  for  the  m 
part,  view  the  ploy  as  a  raid  on  the  e   n| 
isting  retirement  system. 
"MARCH  MADNESS."  In  addition,  the  A  £ 1 
ministration  wants  to  set  aside  $842  b 
lion  for  a  new  "contingency  fund"  t  Ws, 
President  could  tap  for  items  such     j,i 
weapons,  farm  relief,  or  Medicare  i  m 
forms.  Democrats  are  furious,  insisti 
that  more  than  half  of  the  cash  is 
phoned  from  surpluses  in  the  Medica 
program — which  the  House  has  just  v<  .  ]i; 
ed  to  put  in  a  lockbox.  Fumes  Max  B; 
cus  (D-Mont.),  senior  Democrat  on  t 
Senate   Finance   Committee:   "This 
nothing  short  of  March  Madness." 

Already,  Republicans  and  Democr;  | 
are  taking  issue  with  Bush's  plan  to  ma 
room  for  tax  cuts  by  slashing  domes 
programs.  His  new  budget  cuts  spendi 
for  farm  programs,  the  Environmen 
Protection  Agency,  and  the  Ener 
Dept.,  and  it  freezes  spending  for 
Justice  Dept.  Lawmakers  vow  to  rest( 
many  of  these  holddowns,  which  will  i 
to  the  pressure  to  slim  the  tax  cut 
Senate  Budget  Committee  Democ 
Kent  Conrad  (D-N.D.)  says  flatly:  "H 
get  zero  support  on  our  side  of  the  ais 
for  his  budget.  Senate  Appropriate 
Committee  chief  Ted  Stevens  (R-Al  . 
ka)  has  already  warned  Bush  that 
spending  plan  will  be  changed. 

The  President's  problems  go  beyc 
maintaining  budgetary  discipline,  Ik 
over.  Case  in  point:  health-cart-  legis- 
tion.  His  intraparty  rival,  Arizona  S 
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-or  John  McCain,  has  joined  Kennedy 
'  push  a  patients'-rights  bill.  Bush  calls 
le  McCain-Kennedy  measure  unac- 
■ptahle  because  it  would  ease  the  way 
r  patients  to  sue  their  managed-care 
impanies.  But  the  rump  legislation  con- 
aues  to  gain  momentum,  putting  Bush 

the  potential  bind  of  having  to  hold 
s  nose  and  sign  it. 

Likewise,  Senate  Finance  Committee 
hairman  Charles  E.  Grassley  (R-Iowa) 

warning  the  White  House  that  Bush's 
an  for  a  limited  Medicare  prescription- 
•ug  benefit  lacks  Hill  support.  Grass- 
y's  panel  will  try  to  write  its  own, 
ore  expansive  version.  Critics  say 
ush's  idea,  among  other  things,  limits 
aiefits  only  to  the  poorest  seniors. 
)UGH  TALK.  And  despite  generally 
)od  reviews  for  his  showy  tours  of 
'iblic  schools,  the  Prez  can  bid  sa- 
mara to  plans  for  a  quick  victory  on 
lucation  reform.  There  is  little  con- 
cessional support  for  key  Bush  initia- 
tes such  as  school  vouchers  and  year- 
performance  testing.  Senate 
ducation  Committee  Chairman  James 
.  Jeffords  (R-Vt.)  will  send  a  stripped- 
>wn  version — minus  vouchers  and  test- 
g— to  the  Senate  floor  in  mid-March. 
There  are  even  signs  that  conserva- 
■ires  are  growing  restive  over  Bush's 
nerging  foreign  policy.  True,  the  new 
resident  is  talking  tough.  But  hard- 
lers  are  edgy  after  an  ineffectual  U.S. 
>mbing  run  provided  scant  cover  for  a 
'.S.  retreat  from  sanctions  on  Iraqi 
rongman  Saddam  Hussein.  Another 
«f:  Bush  gave  British  leader  Tony  Blair 
i  endorsement  for  the  idea  of  a  Euro- 


pean Defense  Force  outside  nato  without 
getting  a  nod  for  missile  defense. 

At  the  moment,  though,  Bush's  at- 
tention is  riveted  on  shoring  up  sup- 
port for  his  tax  plan.  He  followed  up  his 
policy  address  with  a  campaign-style 
tour  of  the  heartland.  "All  Bush's  eggs 
are  in  the  tax-cut  basket,"  says  Mar- 
shall Wittmann,  a  senior  fellow  at  the 
Hudson  Institute.  "He'll  rise  or  fall  on 
whether  it  succeeds."  At  least  for  now, 
House  Republican  leaders  are  trying  to 
help.  On  Mar.  1,  the  Ways  &  Means 


BUSH  VS.  CONGRESS 


TAXES  Key  Republicans  and  most 
Democrats  want  the  Bush  plan 
scaled  back. 

SPENDING  Congress  could  add  to 
his  Pentagon  request. 

EDUCATION  Reform,  yes.  Vouch- 
ers, no.  A  battle  looms  over  testing. 

CAMPAIGN-FINANCE  REFORM 

Bush  doesn't  want  to  rein  in  un- 
regulated donations,  but  Congress 
may  pass  legislation  by  spring. 

HEALTH  CARE  Bush  may  have  to 
swallow  a  patient's  bill  of  rights. 

MEDICARE  The  White  House  plan 
for  health-care  reform  is  on  life 
support.  Congress  will  struggle  to 
write  its  own  version. 

SOCIAL  SECURITY  At  best  he'll 
get  another  reform  commission. 


GOP  MOMENT:  V-P  CHENEY 
AND  HOUSE  SPEAKER 
HASTERT  LISTEN  AS  BUSH 
ADDRESSES  CONGRESS 


Committee  was  set  to  approve  a  speed- 
up of  Bush's  rate  cuts.  The  big  fear: 
Moderate  gop  defections.  Already,  two 
Republican  Senators — Jeffords  of  Ver- 
mont and  Lincoln  D.  Chafee  of  Rhode 
Island — have  bailed  on  Bush,  and  other 
centrists  harbor  similar  misgivings. 

Meanwhile,  the  White  House  must 
still  fend  off  Republicans  who  are  push- 
ing still-bigger  tax  cuts.  House  Majority 
Leader  Richard  K.  Armey  (R-Tex.),  for 
instance,  insists  he  won't  support  a  tax 
bill  unless  it  includes  a  capital-gains  cut, 
and  he  has  the  backing  of  supply-siders 
who  think  Bush's  proposal  is  wimpy.  So 
how  about  all  those  moderate  Dems 
whom  Bush  has  been  counting  on  to 
back  some  of  his  pet  initiatives?  Ap- 
parently, charm  has  its  limits.  Many 
complain  that  Bush  isn't  budging  on  key 
issues.  Says  Representative  Ellen  O. 
Tauscher  (D-Calif.)  "There's  a  growing 
sense  that  the  President... hasn't  figured 
out  how  to  compromise." 

None  of  this  means  that  Bush  is  in 
serious  trouble.  If  his  bravado  gives 
way  to  flexibility,  he  is  likely  to  win  ap- 
proval of  at  least  $1  trillion  in  tax  relief. 
And  he'll  be  able  to  take  credit  for  some 
version  of  education  reform  and 
progress  on  granting  the  White  House 
broader  authority  to  negotiate  trade 
pacts.  The  details  will  change,  but  at 
the  end  of  the  day  there  could  be  a  fair 
number  of  initiatives  passed  that  are 
close  enough  to  the  Bush  proposals  to 
carry  the  gwb  brand. 

By  Lorraine  WoeUert  and  Howard 
Gleckman  in  Washington,  with  Ann 
Therese  Palmer  in  Chicago 
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REVERSAL 

OF  MISFORTUNE? 

Microsoft  has  a  shot  at  getting  its  antitrust  ruling  overturned 


For  the  first  time  since  the  govern- 
ment filed  its  sweeping  antitrust 
case  against  Microsoft  Corp.  in 
May,  1998,  it  had  a  bad  day  in  court. 
Make  that  two  bad  days.  On  Feb.  26 
and  27,  a  panel  of  federal  appeals  court 
judges  pummeled  the  trustbusters — 
treating  their  lawyers  just  as  harshly, 
in  fact,  as  Judge  Thomas  Penfield  Jack- 
son treated  Microsoft's  legal  team  dur- 
ing the  trial. 

Conventional  wisdom  has  it  that  the 
District  of  Columbia  Circuit  Court  of 
Appeals  will  uphold  at  least  part  of  the 
government's  case  against  Microsoft  and 
impose  restrictions  on  the  company's 
conduct.  But  for  the  first  time,  many 
antitrust  experts  are  starting  to  wonder 
whether  Justice  and  the  state  attorneys 
general,  notwithstanding  their  sensa- 
tional trial  performance,  could  see  the 
entire  case  crumble.  "I  think  there  is 
now  a  reasonable  prospect  that  the 
court  will  reverse  [Jackson's  decision]," 
said  George  Mason  University  antitrust 
expert  Ernest  Gellhorn  on  Feb.  28,  the 
day  after  the  hearings  concluded.  "I  sort 
of  changed  my  mind  last  night,  the 
more  I  thought  about  it  and  the  more  I 
reviewed  the  transcript." 

Immediately  after  the  hearing,  the 
government's  Achilles'  heel  appeared  to 
be  Judge  Jackson,  whose  out-of-school 
remarks  to  reporters  infuriated  the  ap- 
pellate judges  and  could 
give  them  ammunition 
for  striking  down  his 
findings  of  fact.  That's 
rarely  done,  but  it  has 
many  in  the  anti-Micro- 
soft camp  worried.  "I 
wouldn't  say  [a  reversal] 
is  impossible,"  says 
Stephen  D.  Houck,  a 
Manhattan  litigator  who 
was  the  lead  trial  attor- 
ney for  the  states  during 


isn't  the  government's  only  worry.  To 
prevail,  Justice  is  going  to  have  to  get  a 
majority  of  the  seven  judges  to  buy  one 
of  its  three  main  legal  theories 
that  Microsoft  illegally  tied 
the  Internet  browser  to  the 
Windows  operating  sys- 
tem; that  the  company  at- 
tempted to  monopolize  the 
browser  market;  or  that 
it  engaged  in  a  series  of 
predatory  practices  de- 
signed to  protect  the  Win- 
dows monopoly.  There's  a 
limit  to  how  much  meaning 
can  be  gleaned  from  a  judge's 
questions,  but  after  listening  to 
oral  arguments,  most 
experts  think 
the  feds  don't  / 
have  a  chance  if 
on  the  first  " 
two  counts. 

That  leaves 
the      govern- 
ment's        so- 
called  monop- 
oly main- 
tenance theo- 
ry under  Sec- 
tion Two  of  the 
Sherman    Act. 
Two      of      the 
judges    on    the 


Bill's  Saviors? 

The  federal  appeals  judges  who  have  Microsoft's  fate  in  their  hands 


to  the  government's  case  dur- 
ing oral  argument. 

DAVID  B.  SENTELLE  Social 


HARRY  T.  EDWARDS  Chief 
Judge.  Carter  appointee.  Tore 
into  Judge  Thomas  Penfield 

Ja.cks.on.d.uri.ngth.e.h.ea,:i.ng:......     To"n"se7vaTivrView7o"n  antitrust 

DOUGLAS  H.  GINSBURG 

Reagan-era  antitrust  chief  at 
Justice  Dept.  Was  highly  criti 


are  unknown.  Winning  him  over 
is  key  for  Microsoft. 

DAVID  S.  TATEL  Clinton  ap- 
If  it  happens,     p.^i  ot  trustpusTers.  pointee.  Said  overturning  Judge 

Jackson's  fact-finding  would  be 
difficult. 

STEPHEN  F.  WILLIAMS  Has 


the  trial. 

"the    reason    would    be 

...because  of  Jackson's 

comments." 

Once   analysts   had   a 


A.  RAYMOND  RANDOLPH 

Bush  appointee.  Ruled  against 
government  in  an  earlier  case 


w..«  «i«.jr=«  .,«,  «     involving  Microsoft.  Z.*ZSmH 

chance  to  review  tran-      ?. authored 


one  opinion  in 


scripts  of  the  hearing 
closely,  though,  it  became 
clear  that  Judge  Jackson 


JUDITH  W.  ROGERS   Clinton 
appointee.  Seemed  friendliest 


Microsoft's  favor;  thought  to  be 
leaning  the  company's  way. 


D.C.  Circuit,  Stephen  F  Williams  an 
Douglas  H.  Ginsburg,  are  known  ant 
trust  skeptics  who  both  sharply  que; 
tioned  the  logic  of  this  argument.  A 
least  three  others,  Harry  T.  Edward 
A.  Raymond  Randolph,  and  David  ] 
Sentelle,  also  seemed  doubtful.  Thei 
may  be  enough  votes  in  this  group 
give  Microsoft  a  total  victory. 
TELLTALE  QUESTION?  Of  particular  co 
cern  to  the  government  is  a  commei 
by  Edwards,  a  Democratic  appoint 
whom  the  trustbusters  can  ill  afford 
lose.  During  discussion  of  the  m 
nopoly  maintenance  theory  < 
Feb.  26,  he  and  others  seem* 
troubled  that  Netscape  Cor 
munications  Corp.  nev 
appeared  to  have  ai 
intent  to  compete 
rectly  with  Microsoft 
the  operating  systems  mark( 
"If  we're  looking  at  an  instit 
tion  that  is  not  reasonably  g 
ing  to  compete  with  Microsoft 
this  middleware  area,  then  \ 
don't  worry  about  it,  right 
he  asked  a  governme 
lawyer.  Just  asking  t 
question,  of  course,  hare 
dooms  Justice's  caus 
But  it  does  in< 
cate      that 

judges  h; 
bor     soi 
fundami 
tal     qu 
tions    o 
whether 
Wp     crosoft's 
legedly  pr 
atory  practi 
really         ha 
consumers. 
To  be  sure,  the  gc 
emment  established  a  r 
factual     record     of    I 
crosoft's  bullying  tact 
during  the  trial.  And  | 
pellate  judges  norma 
give  great  deference 
trial  judges'  findings 
fact.  But  this  deference 
predicated  on  their  co: 
dence  in  the  trial  jud  [\ 
And  with  Jackson,  tl  I 
confidence  level  seems  p| 
be  ebbing.  Victory  for  % 
crosoft  may  not  be  lik* 
but  all  of  a  sudden,  | 
not  out  of  the  questioi 
By    Dan    Carney 
Washington,  I).  C,  J  t 

(Ireeiie    in    Seattle,    n 

Mike    France    in    A 
York 
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WORKERS  COMP 


Well,  you  know  what  we  mean:  teamwork.  The  real  kind.  Ask  our  customers 
about  the  impact  of  our  teamwork.  Last  year,  we  helped  them  save  nearly  700,000 
disability  days,  reduce  claims  by  20%  and  lower  their  cost  of  claims  by  10%.  Results 
like  these  come  from  partnering  with  our  customers  on  every  angle  of  insurance, 
through  our  unique  team  process  called  LibertyWorks™.  It's  how  we  evaluate  their 
business  from  top  to  bottom,  helping  them  uncover  safety  and  savings  opportunities. 
It's  how  we  customize  the  best  insurance  for  each  individual  business.  And  ultimately, 
teamwork  is  how  we  make  your  insurance  more  effective  and  easier  to  manage. 


To  learn  about  case  histories  in  your  industry, 
or  for  more  information,  call  1-800-4-LIBERTYorgo  to  www.libertymutualgroup.com 


Liberty 
Mutual 
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TECHNOLOGY 


DEAD  DOT-COMS 

CAN  STILL  CAUSE  HAVOC 

Afire  sale  of  their  gear  threatens  big  equipment  makers 


Before  they  turned  out  the  lights  at 
ZipLink  Inc.  on  Feb.  20,  the  Lowell 
(Mass.)-based  wholesaler  of  Inter- 
net hosting  services  held  an  auction  of  its 
high-tech  equipment.  The  booty,  which 
included  Internet  servers  and  comput- 
er-networking equipment  from  name- 
brand  outfits  such  as  Nortel  Networks 
and  Cisco  Systems,  was  worth  more  than 
$30  million  when  new.  Some  of  it  was 
less  than  a  year  old  and  still  in  original 
shipping  crates.  But  under  the  auction- 
eers gavel,  much  of  it  sold  for  pennies  on 
the  dollar.  For  example,  a  Cisco  7500  se- 
ries router  that  usually  retails  for 
$150,000  and  resells  refurbished  for 
$11,000  went  for  just  $1,850. 

DIRT  CHEAP.  Already  struggling  to  re- 
duce inventories  and  cope  with  evapo- 
rating customer  demand,  some  high-tech 
equipment  makers  and  their  distributors 
are  under  attack  from  a  third  front. 
Thanks  to  the  rising  number  of  bank- 
ruptcies and  delinquencies  among  dot- 
coms, plenty  of  equipment,  from  used  to 
nearly  untouched,  for  networking,  com- 
puting, and  telecommunications,  is  pro- 
liferating at  dirt-cheap  prices.  In  fact, 
auctions  of  these  products  now  account 
for  about  a  third  of  sales  at  auctioneer 
DoveBid  Inc.,  up  from  just  5%  two  years 
ago.  "We  used  to  be  thought  of  as  a  last 


resort.  Now  we  are  another  distribution 
channel,"  says  DoveBid  Chief  Executive 
Ross  M.  Dove. 

That's  a  problem  likely  to  cause  big 
headaches  for  Sun  Microsystems,  Com- 
paq Computer,  and  Cisco.  Although  oth- 
ers like  Nortel,  Compaq  Computer,  and 
Lucent  Technologies  Inc.  have  also  seen 
some  of  their  gear  show  up  on  the  auc- 
tion blocks,  the  two  tech  heavyweights 
earlier  had  much  greater  success  selling 
to  fast-growing  Net  companies. 

Trouble  is,  a  domino  ef- 
fect in  the  industry  is 
about  to  make  the  used- 
equipment  glut  much  big- 
ger. Many  dot-coms  host- 
ed their  Web  sites 
through  application-ser- 
vice providers,  companies 
that  basically  rented  them 
software  over  the  Net. 
But  with  the  dot-coms 
now  boarding  up  shop, 
the  asp  market — which 
accounted  for  a  fast-grow- 
ing portion  of  Cisco  and 
Sun's  gear  sales — is  with- 
ering, too.  Research  firm 
amr  Research  Inc.  of 
Boston  predicts  about  500 
of    the    mostly    private 


TECH  BACKWASH 


The  dot-com  bankrupt- 
cies have  created  a  glut 
of  nearly  new  high-tech 
equipment.  Companies 
likely  to  suffer: 

►  Large  sellers  of  com- 
puter and  networking 
equipment,  including 
Cisco,  Sun,  Nortel  and 
Lucent 


►  Thousands  of  private 
resellers  that  buy  gear 
from  large  distributors 
like  Tech  Data  and 
Ingram  Micro 


1,200  asps  in  the  U.S. 
survive  2001.  Even  won 
Wall  Street  brokeraj 
Sanford  C.  Bernstein 
Co.  predicts  another  ci 
tomer  group,  small  te 
com  upstarts  known 
competitive  local  exchan 
carriers,  could  also  beg 
defaulting  en  masse  as 
nancing  dries  up. 

The  problem  is  mc 
severe    in    servers    a 
routers,    although    te 
equipment  such  as  pes 
also  flooding  the  mark 
During     the     past     s 
months,  hundreds  of  S 
servers  have  been  sold 
the  auctions  of  failed  d 
corns.  When  the  asps  tl 
served  the  dot-coms  bei 
to  fail  in  big  numbers  tj 
year,  they  will  flood  the  market 
equipment  that  routes  Internet  traJ 
or  connects  digital  subscriber  line  ci 
tomers  to  their  service  providers.  Th^ 
especially  troubling  because  much  of 
equipment  is  new,  or  just  one  gene 
tion  older  than  what's  now  available. 
In  response,  Cisco  is  encouraging 
largest  distributors,  such  as  Ingram  ] 
cro  Inc.  and  Tech  Data  Corp.,  to  h 
smaller  Cisco  resellers  sell  recovei 
gear.  It  can  then  be  sold  as  refurbisl 
by  those  resellers,  who  account  for  m 
than  70%  of  Cisco's  sales.  "We're  going 
keep  control  of  quality  and  pricing,"  s: 
Cisco  spokeswoman  Claudia  Cenicerc 
So  far,  Sun  doesn't  see  a  probh 
"We  haven't  noticed  anything  yet,"  s; 
spokeswoman  Kasey  Holman.  It 
had  an  agreement  with  eBay  Inc.  si: 
December,  1999,  that  helps  it  unl 
excess  and  obsolete  equipment.  Ne 
theless,  it  recently  hired  DoveBid 
host  monthly  auction 
material  it  recovers 
failed  customers. 

But  all  those  effc 
aren't  likely  to  make  a  I 
dent  in  the  growing  ut  I 
gear  market.  Cisco  unc  I 
wrote  less  than   10%  I 
customer  purchases.  T  I 
means  the  rights  of  eit  I 
to  repossess  equipm  I 
from  bankrupt  outfit:  I 
severely  limited.  Instil 
they'll  have  to  spen  I 
growing  amount  of  cih  \ 
trying    to    keep    chq 
barely  used  equipmen 
the  market. 

By  John  Sin  in, 
Sun  Mateo,  Q 
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The  bandwidth  that  makes 

every  scooter  move  faster. 
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IP  SOLUTIO,, 

...,~."E  NETWORKS:  When  MasterCard  launched  the 
payment  industry's  first  Virtual  Private  Network  (VPN)  three  years 
igo,  it  turned  to  AT&T  for  an  IP  VPN  with  bandwidth  on  demand.  The 
lexible  system  now  operates  in  61  countries,  allowing  MasterCard 
nembers  to  expand  network  capacity  during  peak-season  loads.  No 
natter  what  size  your  business,  when  transactions  soar,  AT&T  keeps 
hem  moving  right  along. 


al 


usmess 

Innovative  Networks.  Innovative  Thinking.5' 

:ind  out  how  VPN  can  speed  up  your  busines: 


©2001  AT&T  Business 


.com/business/vpn 
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CENDANT:  A  BLAST 
FROM  THE  PAST 

there's  more  fallout  from 
the  Cendant  stock  meltdown 
of  1998:  A  federal  grand  jury 
charged  former  Cendant 
Chairman  Walter  Forbes,  58, 
and  a  former  vice-chairman, 
E.  Kirk  Shelton,  46,  with  con- 
spiring to  innate  the  compa- 
ny's earnings  and  stock  price. 
Cendant — a  name  now  syn- 
onymous with  one  of  the 
largest  accounting  scandals  of 
the  '90s — was  created  by  a 
merger  of  Forbes'  cue  Inter- 
national, a  marketer  of  dis- 
count membership  clubs,  and 
hfs,  a  hotel  and  real  estate 
franchiser.  Following  the  1997 
merger,  shareholders  saw  the 
company's  value  plunge  by 
$13  billion  when  the  fraud  was 
discovered  in  April,  1998.  The 


CLOSING    BELL 


JUST  DIDN'T  DO  IT 

When  Nike  announced  its 
third-quarter  earnings  would 
miss  Wall  Street  expectations 
by  28%,  investors  treaded  on 
its  shares,  sending  them  down 
19.5%,  to  $39.60  on  Feb.  27. 
The  problems:  sluggish  U.S. 
footwear  sales  and  inventory 
snafus  from  a  new  software 
system.  Despite  inventory 
glitches,  which  the  world's 
largest  maker  of  athletic 
footwear  said  would  affect 
sales  for  six  to  nine  months, 
Nike  expects  to  hit  its  fourth- 
quarter  earnings  targets. 


Dl 


FEB.  13  '01  FEB.  28 

Data:  Bloomberg  financial  Market', 


Securities  &  Exchange  Com- 
mission also  filed  a  civil  fraud 
lawsuit  against  Forbes  and 
Shelton.  Attorneys  for  both 
men  say  they  are  innocent. 

EGTRUSTBUSTERS 
SLOW  GE  DOWN 

GENERAL   ELECTRIC   PREDICT- 

ed  in  October  that  its  $45  bil- 
lion acquisition  of  Honeywell 
International  could  be  com- 
pleted by  now.  But  the  deal 
won't  be  swift,  after  all:  The 
European  Commission  has 
launched  an  extended  anti- 
trust review  that  could  last 
up  to  four  months.  Analysts 
say  ge  was  too  optimistic  in 
expecting  fast  regulatory  ap- 
proval for  a  merger  of  this 
scope.  There  is  little  product 
overlap,  but  ge  will  by  far 
stand  as  the  aerospace  indus- 
try's largest  supplier.  The  EC 
is  concerned  that  GE  will 
trounce  rivals  by  bundling 
products,  services,  and  fi- 
nancing. The  delay  won't  dent 
ge's  earnings,  analysts  say, 
but  it  will  slow  the  compa- 
ny's progress  in  integrating 
Honeywell,  which  has  many 
businesses  that  are  in  need 
of  repair. 


AN  ILL  WIND 
FOR  BUSINESS 

THE  ENVIRONMENTAL  PROTEC- 

tion  Agency  got  a  boost  on 
Feb.  27  when  the  U.S. 
Supreme  Court  ruled  it  did 
not  overstep  its  authority  by 
imposing  tougher  smog  and 
soot  requirements  on  states 
through  a  1997  provision 
added  to  the  1970  Clean  Air 
Act.  Business  groups  argued 
that  the  EPA  should  have  tak- 
en into  account  mounting  in- 
dustry compliance  costs, 
which  add  up  to  billions  of 
dollars  a  year  annually.  In  a 
blow  to  industry,  the  high 
court  unanimously  ruled 
those  costs  did  not  have  to 
be  considered  because  the 
Clean  Air  Act  is  a  health- 
based  statute. 


HEADLINER:  ROBERT  HUBBARD 


HE  MAJORS  IN  TAX  CUTS 


IN  TAPPING  COLUMBIA  UNI- 

versity  Professor  Robert 
Hubbard  as  chairman  of 
the  White  House's 
Council  of  Econom- 
ic Advisers,  Pres 
ident  Bush  has 
chosen  a  well- 
respected  econ- 
omist who  will 
be  a  strong  ad- 
vocate for  the 
Administration's 
$1.6  trillion  tax-cut 
plan.  "He's  an  academic 
star,"  says  American  En- 
terprise Institute  econo- 
mist Kevin  A.  Hassett. 
"He's  going  to  be  a  force 
in  the  Administration." 
The  42-year-old,  who 
served  at  Treasury  from 
1991  to  1993  under  Bush's 
father,  was  not  the  Presi- 
dent's first  choice  to  head 


the  cea.  Bush  had  wanted 
John  Taylor  for  the  job. 
But  Administration  insid- 
ers say  the  Stanford 
University  econo- 
mist shied  away 
out  of  concern 
he'd  be  over- 
shadowed by 
senior  White 
House  domes- 
tic adviser 
Lawrence  Lind- 
sey.  For  his  part, 
Hubbard  says  that  he  ex- 
pects no  trouble  in  work- 
ing with  Lindsey.  No  ab- 
sent-minded academic, 
Hubbard  is  a  well-orga- 
nized economist  known  for  §er 
his  work  on  taxes  and  sav 
ings — two  areas  that 
should  serve  him  in  good 
stead  in  his  new  post. 

Rich  MilleiVfXi  \ 
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THE  FEDS  GO  POKING 
AROUND  AT  SQUIBB 

HAVE       DRUGMAKERS      BEEN 

breaking  the  law  in  their  zeal 
to  sell  more  drugs?  Federal 
prosecutors  suspect  the  an- 
swer is  yes.  In  the  latest  case 
to  come  to  light,  the  feds 
have  subpoenaed  data  from 
Bristol-Myers  Squibb  to  learn 
whether  the  $21  billion  phar- 
maceutical giant  improperly 
gave  doctors  free  drugs  to 
persuade  them  to  buy  its 
products.  Prosecutors  also 
want  to  know  if  the  company 
helped  doctors  bill  Medicare 
and  Medicaid  for  more  than 
the  physicians  paid  for  the 
drugs.  Bristol-Myers  says  it's 
cooperating  with  the  probe, 
but  that  it  broke  no  laws. 


UAL  THINKS  ITS 
US  AIR  DEAL  IS  DONE 


NEVER   MINI)  THAT   MOST   IN- 

vestors  figure  ual's  takeover 
of  us  Airways  to  be  a  long 


I" 

shot.  The  parent  of  Unite  ^ 
Airlines  is  acting  as  if  it  wei 
a  done  deal.  On  Feb.  26,  u;  hg 
announced  that  it  is  in  tallja. 
to    sell    three    us    Airwa; 
commuter  subsidiaries — ps 
Piedmont,  and  Allegheny  Ai  k 
lines — to  regional  carrier  A  r , 
lantic  Coast  Airlines.  The  sa  L 
depends  on  UAL  winning  an  I  ,. 
trust  approval  of  its  purcha 
of  No.  6  carrier  us  airwaj  f\> 
The  Justice  Dept.  is  expect 
to  rule  on  the  deal  in  Ap 
UAL  does  not  own  any  feed 
airlines,  relying  instead 
low-cost  carriers  that  ope   I 
ate  under  contract. 


ETCETERA... 


E 


■  Walmart.com  is  laying  ( 
24  employees,  or  about  1( 
of  its  workforce. 

■  Berkshire  Hathaway  aa 
Leucadia  National  will  rea< 
Finova  with  a  $(>  billion  lot 

■  Motorola  said  that  it  coi 

Buffer  its  first  quarterly  < 

crating  loss  since  L985. 
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HE  FUROR  AHEAD  OVER 
•AT  TAX  BREAKS  FOR  ENERGY 


When  Senate  Republicans  unveiled  a  long-awaited  ener- 
gy bill  on  Feb.  26,  its  call  to  open  the  Arctic  National 
Wildlife  Refuge  to  oil  drilling  got  most  of  the  attention, 
it  the  anwr  proposal  is  a  sideshow.  The  main  event  of 
e  energy-policy  debate  will  be  the  lucrative  tax  incentives 
ned  at  the  oil-and-gas,  nuclear  power,  and  mining  industries. 
President  Bush  strongly  favors  anwr  drilling,  but  the 
istinc  coastal  plain  isn't  likely  to  see  an  oil  derrick  anytime 
on.  Why?  Even  though  the  energy  bill's  main  sponsor  is  c;op 
•nator  Frank  H.  Murkowski  of  Alaska,  and  it's  backed  by 
iding  Democrats  such  as  Senator  John 

Breaux  of  Louisiana,  the  controversial 
IWR  plan  is  steadily  losing  support 
long  gop  senators  crucial  to  its  passage, 
id  Democrats  and  their  environmental 
ies  are  gearing  up  to  oppose  the  bill  as 
Drporate  welfare"  at  a  time  when  rising 
ergy  prices  are  causing  financial  hard- 
ip  for  millions.  Some  Democrats  will 
en  charge  that  breaks  for  energy  are  a 
ckdoor  payoff  to  Bush  donors  locked 
t  of  the  President's  tax-cut  bill. 
OOD  START."  The  proposed  tax  cuts  cer- 
nly  are  generous.  The  bill  would  exempt 

producers  from  paying  federal  royalties 

deep-water  wells  if  crude  prices  drop  be- 
n  an  average  of  $28  a  barrel  for  12   ~ 
Miths.  The  measure  would  also  hike  the  so-called  depletion  al- 
vance,  or  the  percentage  of  income  that  producers  can  shel- 
•  from  corporate  taxes  as  wells  age.  And  it  offers  an  array  of 
<  breaks  to  encourage  the  nuclear  and  coal  industries. 
The  cost?  At  least  $23.6  billion  in  tax  breaks,  subsidies,  and 
w  spending  over  10  years,  according  to  Taxpayers  for 
immon  Sense,  a  nonpartisan  watchdog  group  in  Washington, 
his  isn't  an  energy  bill.  It's  an  energy-industry  bill,"  gripes 
elinda  Pierce,  a  Sierra  Club  lobbyist. 
The  bill's  sponsors  don't  have  their  own  cost  estimate  yet, 


IN  COLORADO:  P 


but  they  insist  that  the  most  generous  breaks  are  for  small 
producers  with  average  production  of  fewer  than  25  barrels  a 
day.  Besides,  supporters  argue,  tax  incentives  are  needed 
to  address  the  heart  of  the  problem:  too  much  demand,  not 
enough  supply.  "Unless  the  public  is  willing  to  change  what 
they're  doing  considerably,  we  have  to  increase  supply,"  says 
Jack  N.  Gerard,  ceo  of  the  National  Mining  Assn. 

But  Murkowski  knows  he  has  a  fight  on  his  hands.  The 
White  House  calls  the  bill  "a  good  start,"  but  industry  lob- 
byists say  the  Bushies  are  waiting  to  see  which  provisions 
have  enough  support  for  inclusion  in  their 
own  energy  plan  this  spring.  Already,  gop 
senators  have  stripped  out  several  breaks 
for  big  producers,  such  as  deductions  for 
"intangible"  drilling  costs  like  site  prepa- 
ration. "Big  Oil  is  doing  quite  well"  with- 
out new  incentives,  says  Murkowski. 

Democrats  from  the  Northeast  and  oth- 
er regions  hit  by  this  winter's  cold  snap 
couldn't  agree  more.  Energy  producers, 
they  say,  don't  need  tax  relief.  A  study 
last  fall  by  the  Institute  on  Taxation  & 
Economic  Policy  found  that  in  1996-98, 
the  petroleum  industry  paid  less  in  taxes 
than  any  other  group.  Opponents  also  will 
focus  on  what  they  claim  is  a  lack  of  at- 
tention to  conservation.  "We  can't  even 
talk  about  a  comprehensive  energy  policy  without  concrete 
policies  to  reduce  oil  demand,"  says  Senator  Jeff  Bingaman 
(D-N.M.).  And  they'll  point  to  polls,  such  as  one  on  Feb.  23 
by  Gallup,  in  which  56%  say  that  spiraling  energy  costs  are 
causing  them  financial  problems.  As  utility  bills  mount,  so  will 
pressure  on  Capitol  Hill.  For  the  first  time  in  over  a  decade, 
Washington  is  about  to  have  a  vigorous  energy  debate,  and 
it's  shaping  up  as  an  old-fashioned  populist  tug-of-war  between 
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consumers  and  powerful  corporate  interests. 


CAPITAL  WRAPUP 


MEDICARE  POINT  MAN 


►  Pi'esident  Bush  is  expected  to  name 
?homas  A.  Scully,  ceo  of  the  Federa- 
ion  of  American  Hospitals,  to  head 
he  Health  Care  Financing  Adminis- 
ration,  which  runs  Medicare  and  Med- 
caid.  Scully,  43,  was  a  budget  aide  un- 
ler  the  elder  President  Bush.  Last 
rear,  he  helped  persuade  Congress  to 
■estore  hospital  payments  slashed  by 
he  '97  Balanced  Budget  Act.  Scully 
iij  vill  have  his  hands  full  at  hcfa,  which 

3  under  assault  as  an  overly  aggres- 
sive regulator. 


WANTED:  FDA  CHIEF 

►  hcfa  may  have  a  new  leader,  but  the 
Bushies  are  having  a  tougher  time  find- 
ing a  Food  &  Drug  Administration 
commissioner.  The  White  House  aims  to 
keep  conservatives  happy  by  not  nam- 
ing a  supporter  of  abortion  drug  RU-486. 
Health  Secretary  Tommy  Thompson 
wants  a  woman,  in  part  to  deflect  criti- 
cism that  such  a  pick  would  be 
antifemale.  So  far  no  credible  names 
have  surfaced,  say  insiders,  who  want 
candidates  such  as  ex-acting  FDA  chief 
Dr.  Michael  A.  Friedman  considered. 


By  Laura  Cohn 


TAKING  AIM  AT  ERGO 

►  Senator  Don  Nickles  (R-Okla.)  is 
moving  to  undo  the  Clinton  Adminis- 
tration's ergonomics  regulations. 
Business  and  GOP  critics  say  the  rules 
would  cost  billions  and  cripple 
companies.  Nickles  plans  to  use  a 
1996  law  allowing  Congress  to 
block  regs  with  a  simple  majority 
vote;  he  is  expected  to  have  the  votes 
he  needs  in  the  Senate.  Labor 
groups  and  others  are  gearing 
up  to  try  to  save  the  regs  in  the 
House. 


RusinsssWPPk  /  Marr.h   1?    POM   53 


International  Business 


AUTOS 


GM  TRIES  TO  SHOW 
WHO'S  BOSS 

It  must  rally  its  global  partners  and  tap  their  expertise 


For  a  company  run  by  conservative 
finance  guys,  General  Motors  Corp. 
is  making  some  big  wagers  these 
days.  Case  in  point:  GM  agreed  in 
late  February  to  spend  $99  million  on  a 
joint  venture  with  beleaguered  Russian 
auto  maker  Avtovaz.  The  Detroit  giant 
will  put  its  reputation  on  the  line  by 
selling  an  Avtovaz-designed  sport  utility 
vehicle  as  the  Chevrolet  Niva,  for  $7,500 
or  so,  in  emerging  markets  worldwide. 
Betting  on  such  overseas  ventures 
with  other  auto  makers  has  become 
standard  procedure  for  GM.  The  grand 
design  is  to  exploit  emerging  markets 
and  develop  small  vehicles  for  Europe 
and  North  America.  So,  since  buying 
the   remaining   50%   of 

^y  laly^5 G^pent  It's  one  thing  to  buy  control,  another  to  exertl 

$2.4  billion  for  a  20% 


find  new  technology  fast.  GM  in  the  U.  S., 
for  example,  has  proven  inept  at  making 
successful  small  cars  for  entry-level  buy- 
ers, an  area  where  Suzuki  and  Fiat  ex- 
cel. Tapping  such  expertise  and  building 
a  global  presence  is  worth  the  effort  to 
Wagoner.  "Sure,  there's  risk,"  he  con- 
cedes. But  "I  would  challenge  [anyone] 
to  find  a  better  overseas  footprint  than 
we  have." 

A  skeptic  would  point  out  that  last 
year,  gm's  international  operations  lost 
almost  $900  million,  mostly  from  the 
travails  of  Isuzu  and  Adam  Opel,  the 
German  operation.  Revenue  from  out- 
side North  America  is  essentially  flat 
at  around  $35  billion.  And  overseas  co- 


rious,  he  has  finally  forced  a 
tough  recovery  plan  on  Isuzu. 
The  new  approach  is  paying  i 
off  in  some  areas,  gm  has  had 
success  with  the  Opel-designed 
Celta  in  Brazil  and  the  Suzu- 
ki-designed, Polish-built  Opel 
Agila  compact  wagon  in  Eu-  ^ 
rope.  In  the  U.  S.,  GM  is  jointly 
designing     an     entry-level 
Chevrolet  with  Suzuki. 
TOO    DISTANT.    But    the    ap- 
proach may  not  solve  a  kind  of 
psychological  complex  GM  has:  It  I 
often  declines  to  buy  outright' 
control  of  a  partner,  as  Renault  has 
essentially  done  with  Nissan  Motor. 


stake  in  Fiat,  $1.3  billion  for  a  fifth  of 
Subaru  parent  Fuji  Heavy  Industries, 
and  $653  million  to  double  its  10%  posi- 
tion in  Suzuki  Motor.  To  put  this  spend- 
ing in  perspective,  the  $4.6  billion  ac- 
quisition spree  is  twice  gm's  earnings 

target  for  this  year. 
THE  YGMl  Pricey  as  it  is,  this  glob- 

al hunt  is  key  to  ceo 
G.  Richard    Wagoner 
Jr.'s  vow  to  build 
market  share  and 


GM'S  WORLD 


SLIPPING 
MARKET  SHARE" 


'96         '97 
▲  PERCENT 
'OIJTSIUI  NORTH  AMERICA  I  OR  All.  VEHICLES 

Data:  Company  reports 


'96         '97 
▲  BILLIONS  OF  DOLLARS 


operation  with  Detroit  has  resulted  in 
some  notable  duds  like  the  Cadillac  Cat- 
era  and  the  Saturn  L-series — both  joint- 
ly developed  with  Opel. 

Wagoner's  response  has  been  a  major 
review  of  gm's  overseas  management. 
Before,  foreign  alliances  tended  to  be 
loosely  monitored.  To  rectify  this  sloppi- 
ness,  over  the  past  year  GM  has  installed 
a  much  tighter  network  of  senior  man- 
agers who  work  in  the  headquarters  and 
product  development  centers  of  its  part- 
ners and  report  di- 
rectly to  the  top- 
ranking  GM  executive 
in  each  region  of  the 
world.  Those  execu- 
tives send  ideas  to 
Lawrence  D.  Burns, 
gm's  vice-president 
of  research  &  devel- 
opment in  Detroit. 
Wagoner  now  run  Is 
regularly  with  top 
executives  at  part- 
ner companies.  In  a 
sign  he  is  getting  se- 


.AND  ELUSIVE 
PROFITS 


And  when  gm  does  acquire  con- 
trol, the  process  can  be  so  pon- 
derous that  benefits  ^^ 
are  lost.  Says  Pru-  flgT8*-- 
dential  Securities  \ 
Inc.  auto  analyst  J£; 
Michael 
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■uynestyne:  "When  you  can't  control  a 
ompany.  that  means  making 
kpromises." 

Many  of  these  issues  are  apparent 
i  gm's  forays  in  Europe.  Witness  Saab. 
I  bought  half  of  the  struggling 
■Tedish  carmaker  in  1990.  A  decade 
iter.  Saab  still  has  a  measly  two-car 
leup,  and  it  has  lost  $1  billion  since  GM 
night  it.  In  all,  say  sources  close  to 
■  deal,  gm  spent  nearly  $1  billion  to 
et  all  of  Saab.  Yet  GM  often  let  the  op- 
ration  sputter  along  without  giving 
aab  the  new  products  it  needed  to 
transcend  its  status 
as  a  niche  player. 
Undaunt- 
ed, GM 
plans 


to  double  Saab  sales,  to  250,000  a 
year,  by  2005. 

Saab  is  just  the  start  of  gm's 
troubles  in  Europe.  Opel  Presi- 
dent Robert  W.  Hendry  plans  to 
quit  in  March.  Last  year,  Opel 
lost  $472  million,  having  badly 
misread  the  shift  to  diesel-pow- 
ered  cars.  A  lack  of  sharp  styling 
hurt,  too.  To  fix  Opel,  gm  has  cut 
15%  of  its  capacity  and  is  sacking 
salaried  workers.  Con- 
cedes Michael   Burns,   OPEL 
head     of     GM  Europe:   ZAFIRA 
"Our  goal  is  to  be  prof- 
itable by  [yearend],  but 
a  lot  has  to  go  our  way 
to  make  that  happen." 
Opel's   crying   need 
for  more  diesel  engines 
offers  GM  a  chance  to  test 
its  new  strategy  of  close 
coordination,  gm  ally  Isuzu  Motors 
Ltd.  has  a  Polish  plant  that  can  crank 
out  200,000  small  diesel  engines  a 
.\  year,  and  it  will  share  the  output 

i|F  with  Opel.  By  late  2002,  cm  will  start 
putting  Fiat  diesels  in  its  cars,  in- 

i         eluding  the  Opel  lineup.  There  could 

jgJT"  be   a   Fiat   payoff  for   gm    North 

America,  too,  if  it  follows  through  on 

^^  plans  to  sell  Fiat's  Alfa  Romeo  cars  in 

■  the  U.S.  The  Italian  marque  could 

be  the  third  leg  of  a  premium-car 

strategy  in  America  that  would  include 

>  Cadillac  and  Saab,  says  Ronald  L. 
Zarrella,  president  of  gm's  North  Amer- 
ican operations. 

This  is  just  what  Wagoner  envisioned. 
But  there  are  signs  that  the  old  GM  way 
of  doing  things  may  slow  the  execution 


Saab  has  lost  $1  billion  for 


of  the  alliance.  Opel  insiders  bemoan  all 
the  levels  of  decision-making,  with  gm 
Europe  executives  and  now  Fiat  man- 
agers all  in  the  mix.  gm  executives  say 
the  synergies  emerging  from  the  Fiat 
deal  will  put  these  concerns  to  rest. 

gm  has  similar  troubles  in  Asia, 
where  weak  oversight  has  built  up 
the  problems.  GM  owns  49%  of 
Isuzu,  which  accounted  for  nearly  all 
of  gm's  $107  million  fourth-quarter 
loss  in  Asia.  Rudolph  A.  Schlais 
Jr.,  president  of  Asia-Pacific 
operations,  told  Wall  Street 
analysts  in  February  that  Isuzu 
lacked  good  cost  controls.  Hence 
gm's  decision  to  install  a  new 
president  at  Isuzu. 
A  FEW  HITS.  Apart  from  the 
Isuzu  hassle,  gm  has  found 
East  Asia  and  Japan  nearly  impos- 
sible to  crack.  In  early  February, 
GM  decided  to  yank  Saturn  from 
its  Japanese  dealerships  after  a 


PROBLEM  CHILD 

Wagoner  must  quash 
internal  squabbling  at  its  Opel 
subsidiary 

three-year  attempt  to  build  the  brand 
there,  gm  has  less  than  4%  of  the  11 
million-vehicle  market  in  Asia.  So  gm  is 
again  turning  to  its  partners.  With 
Suzuki,  it  developed  the  YGMl  subcom- 
pact,  a  car  built  expressly  for  Asia  that 
seats  five.  In  China,  gm  is  looking  at 
some  of  Suzuki's  subcompacts  and  mini- 
cars  to  sell  besides  its  Opel-based  Buick 
Sail  compact,  says  Philip  Murtaugh, 
head  of  gm  China,  gm  has  invested  $2 
billion  in  China,  selling  the  Buick  Cen- 
tury sedan,  minivans,  and  Chevrolet 
Blazer  suvs,  but  has  just  3%  of 
the  market. 

If  General  Motors  gets  the 
C\  Tl  T  green  light  to  build  other  cars 
VJ1V1  in  China,  its  partners  would  be 
the  source  for  some  of  the  vehi- 
cles. It  might  be  a  while,  though,  before 
any  agreement  is  struck.  "We  would 
like  them  to  move  faster,"  says  Koichi 
Arasawa,  Fuji's  senior  vice-president 
of  product  planning,  "gm's  structure  can 
be  very  bureaucratic."  The  Fuji  part- 
nership has  yet  to  announce  a  jointly 
designed  vehicle  that  they  can  market. 
Sometimes  cooperation  produces  clear 
hits.  The  Brazil-built,  Opel-derived 
Celta  minicar  should  push  gm's  profits  in 
South  America,  up  from  last  year's  slim 
results,  says  Frederick  A.  "Fritz"  Hen- 
derson, group  vice-president  of  opera- 
tions in  Latin  America,  Africa,  and  the 
Middle  East.  In  the  U.S.,  pickup  trucks 
jointly  designed  with  Isuzu  could  liven 
up  gm's  line.  But  no  matter  how  clear 
the  vision  at  the  top,  there's  always 
the  problem  of  the  gm  bureaucracy. 
Wagoner  has  the  right  idea.  He  needs 
the  right  organization. 

By  David   Welch  in  Detroit,  with 
bureau  reports 
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SAUDI  ARABIA 


A  SAUDI  OFFER 

BIG  OIL  CANT  REFUSE 

Hoping  for  exploration  rights,  the  majors  vie  for  industrial  deals 


It's  the  dream  of  every  oil  executive: 
to  get  his  company  lucrative  oil  and 
gas  rights  in  Saudi  Arabia,  which  sits 
on  the  world's  richest  hydrocarbon  re- 
serves. Yet  big  oil  has  been  largely  shut 
out  of  the  kingdom  since  the  Saudis  na- 
tionalized the  industry  in  the  mid-1970s. 
Now  the  Saudis  are  starting  to  soften 
their  attitude  towards  foreign  energy 
investment.  They  are  soliciting  bids 
from  foreign  companies  to  build  infra- 
structure for  natural  gas,  as  well  as 
petrochemical  plants  and  other  projects 
that  would  use  the  gas.  The  big  ques- 
tion: Will  these  industrial  projects  lead 
to  groundbreaking  deals  for  oil  and  gas 
exploration? 

The  oil  majors  sure  hope  so.  In  recent 
days  the  top  brass  of  the  oil  world,  in- 
cluding bp  Amoco  PLC  Group  ceo  Sir 
John  Browne  and  Total  Fina  Elf  ceo 
Thierry  Desmarest,  have  trekked  to 
Riyadh  for  talks  with  Foreign  Minister 
Saud  al  Faisal,  who  is  acting  as  the 
Saudis'  point  man  in  negotiations.  In 
coming  weeks  there  could  be  some 
rough  jockeying  for  position  as  the 
champions  of  the  American,  British,  and 
French  oil  industries  vie  for  leadership 
roles.  The  companies  will  also  badger 
the  Saudis  for  better  terms,  otherwise 
the  kingdom  may  not  get  as  much  in- 
vestment as  it  hopes. 

The  Saudis  have  laid  out  three  huge 


projects.  The  biggest  is  in  the  South 
Ghawar  field  in  the  eastern  province. 
The  other  two  are  in  the  sands  of  the 
Empty  Quarter  and  on  the  Red  Sea 
coast.  Total  investment  might  come  to 
$25  billion  over  10  years,  estimates  Brad 
Bourland,  chief  economist  of  Riyadh- 
based  Saudi  American  Bank.  The  bet- 
ting in  the  industry  is  that  Exxon  Mobil 
will  be  awarded  a  marquee  role:  A  side 
objective  of  the  Saudis  is  to  give  Wash- 
ington a  greater  stake  in  protecting  the 
kingdom  from  predators  such  as  Iraq. 

The  companies  aren't  ec- 
static about  what  the  Saud- 
is are  offering  now — mainly 
opportunities  to  build 
petrochemical,  power,  and 
desalinization  plants,  which 
generally  don't  produce 
much  of  a  payoff.  And  in 
the  Riyadh  meetings  the 
companies  complained  that 


REFINERY 

Projects  up  for  tender 
don't  offer  the  kind  of 
returns  the  oil 
companies  really  want 

As  a  lure,  the  Saudis  ar 
providing  some  gas  expl 
ration  deals.  But  the  con 
panies  say  that  the  acreag 
is  not  very  attractive  an 
they  are  pressing  th 
Saudis  for  better  prope: 
ties.  An  industry  sour<! 
doubted  that  the  compank- 
would  find  it  worthwhile  t 
develop  the  fields  for 
decade.  Still,  he  said  th 
Saudis  have  come  a  lor 
way.  "It  is  an  unbelievab 
move  forward,"  he  said.  "Some  day  w 
may  actually  reach  our  real  objective.' 
LITTLE  LEEWAY.  Crown  Prince  Abdu 
lah,  who  opened  the  talks  two  yeai 
ago,  would  probably  like  to  give  tl 
companies  longer  leashes.  But  he  h; 
to  reckon  with  strong  nationalist  sent 
ments.  Saudi  Aramco,  the  national  ( 
company,  has  worked  hard  to  restri 
the  international  companies.  Explorir 
for  oil  has  never  been  on  the  table.  Fi 


K 


:. 


THE  SAUDI  GAS 
INITIATIVE 


THE  SAUDIS  want  the 
companies  to  invest  in 
downstream  projects  to  ere 
ate  jobs.  They  are  ottering 
marginal  gas  exploration 
properties  and  are  locking 


the  Saudis  were  providing 

ea  ■  u  j  4.  04.-H  j  the  companies  out  of  oil 
insufficient  data.  Still,  de- 
spite grousing,  few  of  the 
world's  oil  majors  want  to 
miss  this  opportunity  to 
raise  their  profiles  in  the 
kingdom.  "The  person  who 
says  he  is  not  interested  in 
Saudi  Arabia  is  either  a 
liar  or  not  very  smart," 
says  one  industry  source. 


THE  COMPANIES  are  only 
modestly  interested  in 
petrochemicals  and  power 
plants.  They  are  hoping  to 
gain  access  eventually  to 
higher-return  exploration 
and  production. 


N.il.i   Hil'. .'.Wirk 


the  moment,  Aramco  also  seems  to 
succeeding  in  largely  keeping  them  o 
of  gas  exploration. 

Still,  the  Saudi  offerings  could  y 
prove  worthwhile  as  stand-alone  pr 
jects.  Saudi  Arabia  has  advantages  as 
petrochemical  center:  The  natural  g 
used  in  these  facilities  to  generate  el 
tricity  or  make  petrochemicals  costs  le 
than  10%  of  prices  in  the  U.S.  With  liti 
risk,  the  companies  would  probably 
willing  to  accept  returns  in  the  low  teer 
But  some  executives  warn  that  unle 
they  can  make  dece 
money  they  won't  play, 
make  projects  like  the  c 
salinization  and  pow 
plants  fly,  the  govemme 
will  likely  have  to  rai 
electricity  and  water  rat 
which  are  heavily  sub 
dized.  The  companies  al 
worry  that  some  of  th 
competitors  will  ace 
minimal  returns  in  ho} 
of  winning  more  attracl 
work.  "I  would  hope  tl 
no  company  would  look 
this  as  ;i  loss  leader," 
an  oil  executive.  Of  com 
that  would  delight  at  le; 
sniiic  Saudis. 

By  Stanley   Reed 

Loudon 
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HE  BIG 

SQUEEZE 

space  shortage  threatens 
le  country's  Silicon  Valley 

Hiin  Wu  needs  to  build  a  new  semi- 
conductor fabrication  plant.  The 
company  of  which  he  is  president, 
acronix  International  Co.,  already  op- 
ates  three  such  facilities  in  the 
rfnchu  Science-Based  Industrial  Park, 
it  the  high-tech  campus  is  running 
t  of  room.  Wu  would  build  the  plant 
a  nearby  army  base,  but  he  knows 
■nchu's  creaky  infrastructure  may  not 
pport  it.  "Even  if  [the  government] 
tes  you  the  land,"  he  says,  "they  may 
t  let  you  build  because  they  have  only 
much  power  and  water.  We  may  have 
look  elsewhere." 

Many  Hsinchu  execs  are  reaching  the 
me  conclusion  about  Taiwan's  Silicon 
illey.  And  that  has  the  government  of 
•esident  Chen  Shui-bian  scrambling 
*  options.  To  be  sure,  the  infrastruc- 
re  problems  won't  spark  a  sudden  ex- 
us;  having  invested  billions  in  the 
rk,  most  companies  aren't  about  to 
and  leave.  But  the  devastating  earth- 
ake  of  1999  started  many  Hsinchu 
ecutives  thinking  about  expanding  in 
is  quake-prone  parts  of  Taiwan.  And 

2  infrastructure  problems  have  pushed 
em  as  far  afield  as  Singapore. 
PORT  MACHINE.  The  last  thing  Chen's 
ministration  needs  is  for  more  high- 
:h  firms  to  move  overseas.  Already,  Tai- 
in  is  losing  PC  manufacturing  to  the 
unland  and  other  low-cost  centers.  With 

3  economy  slowing,  Chen  must  ensure 
it  the  capital-intensive  makers  of  semi- 
iductors  and  liquid-crystal  displays  don't 
ive,  too.  That  means  fixing  Hsinchu  or 
ding  an  alternative. 

Hsinchu  is  nothing  less  than  the  en- 
le  room  of  Taiwan's  high-tech  export 
ichine.  Over  the  past  two  decades,  the 
vernment  has  nurtured  the 
5-hectare   park,   offering 
lants  cheap  rent  and  low 
tes.  Today,  Hsinchu,  a  cam- 
s  of  tree-lined  streets  with 
mes  like  Innovation  Road, 
home   to  289  high-tech 


CLOGGED 

Hsinchu  is  a  victim  of 
its  own  wild  success 


companies  generated  $29  bil- 
lion in  sales  and  accounted 
for  13%  of  Taiwan's  trade. 

Hsinchu  has  succeeded 
beyond  anyone's  expecta- 
tions— and  become  a  victim  of  its  own 
success.  "The  government  didn't  plan 
for  so  much  growth,"  says  Thomas 
Chang,  technology-development  czar  at 
chipmaker  Mosel  Vitelic. 

The  biggest  concern  is  the  power 
grid.  Most  electricity  comes  from  plants 
outside  Hsinchu  and  flows  along  above- 
ground  lines  that  are  vulnerable  to 
everything  from  lightning  to  stray  kites. 
Chipmakers  depend  on  perfect  condi- 
tions, and  a  slight  change  in  supply  can 
spell  disaster.  On  Feb.  10,  power  failed 
at  one  of  tsmc's  plants,  causing  millions 
of  dollars  of  damage.  Hsinchu's  water 
supply  also  is  erratic.  When  rain  is 


TROUBLE  IN  TECHLAND 

THE  PROBLEMS...  ...AND  REMEDIES 

►  With  space  at  a  premium, 
the  government  is  encouraging 


►  High-tech  tenants  are  running 
out  of  real  estate  to  build  new 


sparse,  companies  must 
truck  in  supplies.  It's  not 
the  cost,  says  Mosel's 
Chang,  but  the  "additional 
headaches." 

Long  term,  executives 
like  Macronix'  Wu  fret  most 
about  the  shortage  of  real 
estate.  With  chipmakers  up- 
grading from  8-inch  wafers 
to  next-generation  12-inch- 
ers,  companies  need  space 
to  build  new  plants,  umc  re- 
cently announced  that  it 
would  invest  $3.6  billion  to 
build  a  12-inch  fab  in  Singa- 
pore, tsmc,  in  a  joint  ven- 
ture with  Royal  Philips 
Electronics,  is  building  one 
there,  too. 

COPYCAT  PARK.  Chen's  gov- 
ernment is  getting  serious 
about  fixing  the  problems.  It 
is  building  new  power  lines 
and  putting  existing  ones  un- 
derground, as  well  as  widen- 
ing water  pipes  and  building 
a  new  reservoir.  With  space 
at  a  premium,  it  is  also  en- 
couraging companies  to  in- 
vest in  a  copycat  park  about 
200  km  south  of  Hsinchu,  in 
Tainan.  Both  tsmc  and  umc 
are  building  12-inch  wafer 
fabs  there.  But  critics  say 
the  new  park  lacks  a  criti- 
cal mass  of  engineers.  And 
executives  claim  vibrations  from  a  pro- 
posed high-speed  train  could  wreak  hav- 
oc on  their  operations. 

The  government  isn't  about  to  give 
up.  Under  a  new  initiative,  it  will  pro- 
vide companies  that  open  factories  any- 
where in  Taiwan  all  the  tax  benefits 
and  regulatory  relief  conferred  on 
Hsinchu  tenants.  Officials  hope  that  by 
moving  production  out  of  Hsinchu,  the 
park  can  return  to  its  original  role  as  a 
center  of  research  and  development. 

That  sounds  good  to  Charles  Hsu, 
founder  of  eMemory  Technology  Inc.,  a 
year-old  designer  of  flash  semiconduc- 
tors. He  wants  to  move  his  25  employ- 
ees to  the  park  from  the 
other  side  of  town.  Hsu 
knows  about  the  infrastruc- 
ture problems,  but  as  a  fab- 
less  chip  designer,  they 
don't  affect  him  much.  Mov- 
ing to  Hsinchu,  however, 


mpanies  that  employ  more       production  facilities  companies  to  move  to  other  parks       provides  intangible  benefits. 


an  102,000  people.  Among 

most  prominent  tenants: 

iwan  Semiconductor  Man 


►  Chronic  power  shortages 
and  disruptions  are  costing 


►  To  eliminate  the  power 
problems,  the  state-run  electric 


"If  you  say  you  work  in 
Hsinchu  park,"  he  says, 
"people  think  you  have  a 


acturing  Co.  (tsmc)  and     chipmakers  big  bucks company  is  building  new  lines ^future  "The  challenge 


lifted  Microelectronics  Corp. 
Mc),  the  world's  two 
?gest  contract-chip  manu- 
iturers.  Last  year,  Hsinchu 


►  Water  shortages  are  forcing 
companies  to  truck  in  H20  during 
the  dry  season 


►  The  government  is  building 
a  new  reservoir  and  overhauling 
pipes  to  improve  supply 


is  to  make  certain  Hsinchu 
itself  does,  too. 

By  Bruce  Einhorn 
in  Hsinchu 
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inside  homeshoppingnetwork.com  you'll  now  find 
a  microsoft  and  intel  e-commerce  solution- 

because  they  knew  that  if  they  didn't  get  to  market  quickl 
they  didn't  need  to  worry  about  getting  there  at  all- 


lllUM 


Demand  rises  and  falls  in  the  retail  world  at  Internet  speed- 
So  if  your  e-commerce  site  is  open  24/7  you  need  a  reliable  and 
scalable  platform-  And  you  need  it  quick-  That's  why  HSN-.com 
chose  to  switch  from  the  Sun  Solaris  platform  to  the  flicrosoft® 
lileb  solution  platform  and  InteP-based  servers-  The  result?  They 
got  to  market  in  only  six  weeks- 


Microsoft 


stailed   information  on  some  of   the  thousands  of  other  companies  who  have 


turned  to  flicrosoft  and   Intel    is  available  at  www.micr 


osof t-cotn/ecomn  C 


.,,,; ,,,,„.. ,„d  Intel  Cotpoi n.  All  riflhtt  reserved.  Mlcroaoft  ta  a  registered  trademark  of  Microsoft  Corporation  In  lha  UnKedStatesi tot 

.,1  actual  companies  and  prod I ni  d  herein  may  be  Ihe  ttademarks  ol  their  respective  owners. 
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CHILLY  WITH  CHINA,  COZY  WITH  JAPAN: 
WILL  BUSH'S  NEW  LINE  PAY  OFF? 

It  was  George  W.  Bush's  first  comment  on  China  as  Presi- 
dent, and  he  didn't  mince  words.  "It's  troubling,"  he  told  re- 
porters on  Feb.  22,  "that  [China  would]  be  involved  in 
elping  Iraq  develop  a  [radar]  system  that  will  endanger 
ur  pilots."  Indeed,  he  added,  "it's  risen  to  the  level  where 
re're  going  to  send  a  message  to  the  Chinese."  Days  later, 
he  Administration  fired  another  shot:  It  vowed  to  push  a 
J.N.  resolution  condemning  China's  human  rights  record. 

The  Bush  Administration  is  wasting  no  time  in  unveiling  its 
olicy  toward  Asia — one  that  contrasts  sharply 
nth  that  of  the  Clinton  era.  While  the  Clinton 
idministration  placed  Beijing  at  the  center  of 
s  Asia  policy  and  fought  hard  to  pave  the 
'ay  for  China's  admission  to  the  World  Trade 
•rganization,  the  Bush  team  plans  to  take  a 
jugher,  more  arms-length  approach  to  Bei- 
ng. For  starters,  the  Administration  does  not 
iew  China  as  a  strategic  partner,  but  is  more 
lclined  to  see  it  as  a  competitor.  Policy  to- 
'ard  Japan  is  changing,  too.  For  several  years, 
le  Clinton  team  bullied  Japan  as  an  unruly 
•ade  partner,  then  largely  ignored  the  rela- 
onship.  But  for  Bush  &  Co.,  the  key  to  sta- 
ility  in  Asia  will  be  a  stronger  U.S.  security 
lliance  with  Japan  and  other  allies  such  as 
outh  Korea.  It's  a  revival  of  an  old  State 
•ept.  view  of  Asia,  when  Japan  was  the  most 
•^liable  Asian  partner  in  the  Cold  War. 

The  Bush  Asian  policy  is  the  brainchild  of  officials  from  for- 
mer gop  Administrations:  Paul  D.  Wolfowitz,  Deputy  Defense 
ecretary-designate,  and  Richard  L.  Armitage,  nominee  for 
•eputy  Secretary  of  State,  who  worked  for  Ronald  Reagan 
rid  the  current  President's  father  in  the  1980s  and  1990s, 
hen,  China  was  weaker  economically,  and  Japan  and  South 
x>rea  were  more  willing  to  follow  the  U.S.  But  the  Bush 
jam  thinks  it  can  persuade  Japan  to  shoulder  more  of  the  se 
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IN  JAPAN:  A  bigger  role'i 


ority  burden  in  Asia,  and  play  a  larger  role  in  peacekeeping. 


GLOBAL  WRAPUP 


Some  Japanese  officials  are  delighted  by  the  shift  in  focus. 
"Our  old  friends  from  the  1980s  are  back,"  says  Hisahiko 
Okazaki,  a  former  Japanese  diplomat  in  Washington  who  now 
heads  his  own  think  tank  in  Tokyo.  Japan's  largest  circulation 
daily,  Yomiuri,  recently  editorialized  in  favor  of  joint  operations 
between  Japanese  and  U.  S.  troops.  But  beefing  up  Japan's  mil- 
itary role  requires  a  controversial  revision  of  Japan's  consti- 
tution, and  it  could  send  shudders  through  Asian  neighbors 
who  remember  Japanese  atrocities  during  World  War  II. 

TOUGH  TASK.  Meanwhile,  the  Bush  stance  could 
also  ruffle  feathers  in  Seoul,  which  is  pleased 
with  its  warming  relations  with  the  North. 
r  p<"  But  when  President  Kim  Dae  Jung  visits 
-  |  Washington  on  Mar.  7,  Bush  is  expected  to 
ask  for  a  pause,  fearing  Kim  will  rush  into  a 
weak  deal  with  Pyongyang  on  nuclear  weapons. 
Bush  aides  are  also  mulling  asking  North  Ko- 
rea to  cut  conventional  arms  as  a  sign  of  good 
faith.  "That's  a  tough  concession  to  obtain," 
says  a  top  South  Korean  security  official.  To 
complicate  matters,  Seoul  now  backs  Russia's 
opposition  to  Washington's  desire  to  amend  or 
scrap  the  1972  anti-ballistic  missile  treaty. 

The  most  serious  tensions  could  arise  with 
Beijing.  True,  the  Foreign  Ministry  says  it  will 
look  into  China's  supposed  help  for  Iraq.  But 
Beijing  strenuously  objects  to  Bush's  plans  for 
~  missile  defense.  And  hints  of  a  stronger  U.  S. 
military  alliance  with  Japan  "are  not  a  good  signal,"  warns 
Yan  Xuetong,  director  of  the  Institute  of  International  Stud- 
ies at  Tsinghua  University.  "If  the  U.S.  and  Japan  regard 
China  as  the  enemy,  China  has  no  other  choice  to  protect  its 
interests."  The  Bushies  may  soon  discover  that  Asia  is  far 
more  complicated  than  it  seemed  in  the  1980s — or  even  dur- 
ing the  Presidential  campaign. 

By  Stan  Crock  in  Washington,  with  Chester  Dawson  in 
Tokyo,  Dexter  Roberts  in  Beijing,  and  Moon  Ihlwan  in  Seoul 


DELAYING  BRITAIN'S  VOTE 

►  The  epidemic  of  foot-and-mouth  dis- 
ease that  is  devastating  British  live- 
stock could  upset  Prime  Minister  Tony 
Blair's  political  calculations.  With  the 
disease  spreading  fast,  the  government 
has  banned  all  movement  of  animals; 
cordoned  off  swaths  of  the  country- 
side; and  slaughtered  thousands  of 
j  pigs,  cattle,  and  sheep.  With  farms  and 
even  country  footpaths  closed  to  visi- 
tors, Blair  may  be  forced  to  scrub 
plans  for  a  spring  election.  It  now 
•seems  inconceivable  that  he  could  hold 


the  vote  on  Apr.  5 — a  rumored  date. 
Even  May  3,  considered  the  most  like- 
ly date,  could  be  a  problem.  But  Blair 
has  time:  He  doesn't  have  to  call  a 
vote  until  May  2002. 

ANOTHER  MOSCOW  SHAKEUP? 

►  Pressure  is  rising  on  Russian  Prime 
Minister  Mikhail  Kasyanov.  His  grip  on 
power  has  looked  shaky  since  President 
Vladimir  V.  Putin  recently  ordered  him 
to  make  a  humiliating  about-face  after 
he  told  the  Paris  Club  of  creditor  na- 
tions that  Russia  could  not  afford  to 
pay  $3.5  billion  to  service  its  debt  this 


year.  Kasyanov  managed  to  wheedle 
the  parliament  into  allocating  the  mon- 
ey. But  now,  Putin  has  given  Kasyanov 
an  even  tougher  job — streamlining  his 
own  government,  which  Kremlin  aide 
Gleb  Pavlovsky  calls  "a  bureaucratic 
monster."  Pavlovsky  says  Kasyanov  has 
until  May,  when  Putin  makes  his  annual 
address  to  the  nation,  to  come  up  with 
a  plan  for  shaking  up  the  government 
and  speeding  up  economic  reform. 
Otherwise,  pundits  say,  Putin  may  re- 
place Kasyanov  with  ex-Premier  Sergei 
Stepashin  or  security  council  chief 
Sergei  Ivanov. 
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U-HAUL 


ONE-WAY  &  IN-TOWN  MOVES 


Legal  Affairs 
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THE  WORKPLACE 


REVENGE  OF 
THE  MANAGERS' 

Many  so-called  supervisors  are  suing  for  overtime  pay 


Until  recently,  few  people  questioned 
the  way  salaried  employees  sweat- 
ed and  slaved,  skipping  dinners, 
parties,  even  vacations,  without  ever 
getting  so  much  as  a  dime  in  overtime. 
Toiling  longer  and  harder  than  anyone 
else  in  the  industrialized  world  was  sim- 
ply the  price  of  going  for  the  white- 
collar  gold  in  the  New  Economy's  of- 
fice Olympics.  Overtime  pay  was  often 
considered  a  blue-collar  perk  for  the 
lowly  hourly  crowd. 

But  thanks  to  some  recent  high-dollar 
settlements,  the  reinstatement  of  work- 
er-friendly labor  laws  in  California,  and 
increased  workloads  throughout  the 
1990s,  more  and  more  workers  are  re- 
alizing they  might  be  getting  stiffed. 


The  allegations  are  coming  from  all 
kinds  of  white-collar  workers,  including 
retail  managers,  reporters,  pharmacists, 
sales  reps,  personal  bankers,  engineers, 
computer  programmers,  claims  ad- 
justers, and  even  lawyers.  In  growing 
numbers,  these  employees  are  filing 
suits  and,  in  some  cases,  winning  set- 
tlements for  as  many  as  four  years  of 
overtime  pay,  plus  damages.  In  the  case 
of  General  Dynamics  Corp.,  this  amount- 
ed to  a  $100  million  award  that  is  now 
on  appeal.  "It's  exploding,"  says  defense 
attorney  Victor  Schachter,  a  partner 
with  San  Francisco-based  Fenwick  & 
West  LLP.  "Companies  that  are  not  ad- 
dressing these  issues  now  are  sitting 
ducks  waiting  to  get  shot  at." 


LONG  DAYS 
U-Haul's 

Horner  was 
part  of  a 
successful 
class  action 


Already,  large  cor 
porations  are  quietl 
changing  their  com 
pensation  structure 
to  avoid  the  legal  Ian 
mines.  They  are  er 
larging  jobs  to  includ 
work  that  is  trul 
managerial  or  recla: 
sifying  workers  as  nonexempt  so  th; 
they  qualify  for  the  extra  pay.  For  otl 
ers,  though,  it's  already  too  late.  Con 
panies  such  as  U-Haul,  Taco  Bell,  Peps 
Cola,  AutoZone,  Borders  Books,  Pacif 
Bell,  Bridgestone/Firestone,  and  Wa 
Mart,  to  name  a  few,  have  all  bee 
slapped  with  overtime  suits.  Ironicall 
even  the  nation's  chief  law  enforcemer 
agency — entrusted  with  policing  the  n; 
tion's  wage  and  hour  laws — has  gotte 
into  trouble  over  the  issue.  Last  yea 
more  than  9,000  former  and  current  Ju 
tice  Dept.  lawyers  used  a  law  mandatir 
overtime  pay  for  federal  workers  to  ft 
a  class  action  against  the  department. 
OVERWORKED,  UNDERPAID.  It's  not  su 
prising  that  people  are  starting  to  sed 
revenge.  The  lawsuits  come  at  a  tin] 
when  many  of  the  overtired  and  ovel 
worked,  now  fearful  of  losing  their  jol 
in  the  slowdown,  are  becoming  fed 
with  what  they  describe  as  a  kind 
bait-and-switch  tactic.  By  misclassif 
ing  them  as  managers  exempt  fro 
overtime,  companies  can  then  load  the 
up  with  work  instead  of  hiring  new  pe 
pie,  avoiding  the  added  payroll  cost 
In  fact,  some  allege  that  all  tho 
record-breaking  productivity  gains 
the  New  Economy  came  not  just 
technology's  back  but  also  on  theirs, 
pecially  since  the  boom  was  large 
achieved  without  having  to  dole  out  b 
wage  hikes  to  the  rank-and-file.  "I 
unfair,  and  we  don't  deserve  to 
treated  like  that,"  says  Joyce  Moses, 
former  claims  adjuster  who  is  now  pa 
of  a  successful  class  action  again 
Farmers  Insurance  Group. 

Companies  are  getting  into  trouble 
part  because  the  nation's  overtime  la^ 
were  formed  in  the  Industrial — not  t 
Information — Age.  Plus,  the  rules  can 
confusing,  leaving  lots  of  room  for  mis: 
terpretation.  Exemptions  from  overtin 
federal  laws  state,  are  reserved  for  rrn 
agers  who  either  supervise  two  or  mc 
people,  make  big  decisions  affecting  tb 
corporations,  or  have  the  power  to  h 
and  fire.  But  in  today's  flat  organizatio 
where  even  high-ranking  exec-utiv 
often  do  their  own  word  processil 
"there's  not  a  whole  lot  of  people  sup 
vising  other  people  anymore,"  Bays  e 
ployment  lawyer  Lawrence  Lorb 
the   former   Deputy    Assistant    Lai 
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No  annual  IRA  fees  for  life. 

That's  what  you  can  expect  when  you  roll  over  or 
transfer  $10K  into  an  American  Express®  IRA  by 
April  16, 2001  r  And  with  a  $25K  minimum  invest- 
ment, you'll  quality  to  buy  stocks  online  for  free! 
American  Express  gives  you  access  to  a  variety  of 
powerful  online  planning  tools,  professional 
research  and  investment  options.  Allowing  you  to 
actively  manage  and  customize  your  IRA  portfolio 
as  your  investment  strategy  changes.  Online,  in 
person,  by  phone.  You  can  manage  your  account 
any  way  you  like,  knowing  American  Express  is 
always  there  to  help  you  do  more  with  your  IRA. 


online  trading 


advice  &  planning 


investments 


delete 


What  you've  always 
wanted  to  do 
with  your  IRA  fees. 


1-800-297 -8004  americanexpress.com/trade 


*IRA  fee  waiver  pertains  to  the  individual  client  making  investment.  SEP,  SIMPLE,  Annuity  and  Education  IRAs  are  not  included.  The  annual  fee  waiver  is  the  custodial 
fee  and  does  not  include  product  fees.  'Three  free  online  stock  buys  per  month  with  an  account  balance  of  $25,000  or  more.  Ten  free  online  stock  buys  and  sells 
per  month  with  an  account  balance  of  $1 00,000  or  more.  For  trades  of  more  than  3,000  shares,  add  $0.03  per  share  above  3,000.  Online  market  orders  at  lower 
asset  levels,  online  limit/stop  orders  and  all  online  orders  in  excess  of  allotted  monthly  free  trades  are  $19.95.  Account  balance  (defined  as  cash,  money  market 
funds,  mutual  funds,  stocks,  options,  and  bonds)  is  reviewed  periodically  to  determine  commission  rates.  Fees  and  commissions  are  subject  to  change.  Market  volume 
and  volatility  may  cause  delays  in  system  access  and  trade  execution.  American  Express  Financial  Advisors  Inc.  Member  NASD  and  SIPC.  American  Express 
Company  is  separate  from  American  Express  Financial  Advisors  Inc.  and  is  not  a  broker-dealer.  ©2001  American  Express  Financial  Corporation.  All  rights  reserved. 
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Secretary  under  Gerald  Ford. 
That's  why  experts  estimate 
that  as  many  as  half  of  U.  S.  cor- 
porations may  be  misclassifying. 
Company  execs  insist  that's  a 
huge  exaggeration.  They  point 
out  that  managerial  titles  benefit 
workers  by  putting  them  on  a 
road  toward  career  advancement. 
The  confusion  arises  in  part  be- 


Are  you  a  white-collar  worker 
who  qualifies  for  overtime? 

You  might  be,  unless  you  are: 


happens  in  central  offices  instea 
of  at  the  stores.  Retail  an 
restaurant  chains  are  also  likel 
to  be  hard  hit,  they  say,  sine 
computers  at  chains  like  Autc 
Zone  Inc.  do  almost  everythin 
a  manager  would — except  lea 
the  AutoZone  cheer  before  sale 
meetings. 
CACHET.  Not  all  workers  war 


►  A  degreed  professional  like  a  doctor  or  ac- 
countant (though  some  lawyers  are  waging  cam- 
cause  the  law  pertains  to  the      Paigns  for  the  extra  pay)  the  extra  pay  they're  entitle 
primary  duty  of  a  worker,  while      ►    An  executi^  whohas  the  powe7to  hjre  and  fire  to,  though^  One  reason  comp 

titles  don  t  necessarily  match      " nies  have  been  left  unchallenge 

those  duties.  Take  James  Horner,      ^    A  manager  who  supervises  two  or  more  people  for  so  long  is  because  many  en 


the  general  manager  at  U-Haul's 
Barstow  (Calif.)  moving  center. 
According  to  court  records  filed 
in  a  class  action,  Horner,  like 
other  U-Haul  International  Inc.  man- 
agers, is  expected  to  work  at  least  60 
hours  a  week  with  no  overtime.  U-Haul 
argues  that  its  managers  spend  50%  or 
more  of  their  time  managing,  but  the 
court  found  that  they  actually  spend 
more  time  doing  the  same  kind  of  work 
as  hourly  employees.  In  January,  a  Cal- 
ifornia Superior  Court  judge  ruled 
against  U-Haul,  though  the  amount  of 
restitution  is  still  being  determined. 

Though  these   suits   are   occurring 
across  the  country,  most  of  them  are 


►   A  staffer  who  has  the  authority  to  make  major 
corporate  decisions 


being  filed  in  California,  where  labor 
laws  are  stricter  than  the  federal  stan- 
dards. In  California,  for  example,  a  man- 
ager such  as  Horner  has  to  spend  more 
than  half  of  his  time  managing  the  store 
and  supervise  two  or  more  employees  in 
order  to  qualify  for  exemption,  whereas 
most  states  abide  by  the  federal  law, 
which  mandates  that  managing  must 
simply  be  the  employee's  primary  duty. 
Cookie-cutter  chains  like  U-Haul  are 
vulnerable  to  these  claims,  experts  say, 
because  much  of  the  decision-making 


ployees  feel  their  exempt  stati 
brings  them  a  certain  cache 
This  prestige  is  something 
Haul  execs,  for  one,  try  to  en 
phasize,  saying  that  if  they  treated  mai 
agers  more  like  hourly  employees,  tfr 
would  lose  status  in  the  eyes  of  the 
spouses,  friends,  co-workers,  and  futui 
employers.  Plus,  salaried  positions  o 
ten  come  with  better  benefits  ar 
chances  for  stock  options. 

Then  again,  if  the  slowdown  continui 
and  more  workers  find  themselves  la 
off — or  stuck  putting  in  more  hours  wii 
no  reward — more  employees  may  con 
to  prefer  the  pay  over  the  prestige. 
By  Michelle  Conlin  in  New  Yo 


Get  your  business 
online  or  this  might 
as  well  say  "Bye  Now.' 


No  matter  what  business  you're  in,  no  matter  how 
big  your  company  is,  becoming  "e"  is  essential  to 
staying  competitive  and  quite  soon,  staying  in 
business.  But  how  do  you  take  your  company  from 
brick  and  mortar  to  the  Web?  It's  not  as  difficult  as 
you  might  think.  Navision  Web  Shop,  the  e- 
business  tool  from  Navision  Software,  integrates 
your  back  office  processing  with  Web  ordering— 
the  first  step  in  getting  your  company  on  line. 

Web  Shop  lets  you  set  up  and  maintain  your 
storefront  directly  from  Navision  Financials, 
Navision's  proven  business  management  solution 
for  mid-market  businesses.  No  need  to  call  in  a 
team  of  technical  experts  every  time  you  want  to 
add  a  new  service  or  change  a  price.  No  need  to  re- 
enter information  from  your  web  orders  to  your 
order  processing  system.  Navision  Web  Shop  gives 
you  an  affordable,  fast  way  to  go  on  line. 

Navision  Web  Shop.  Fast,  affordable, 
integrated  "e". 

Navision  Software  US,  Inc. 

1-800-552-8478 
www.navision-us.com 


At  Fannie  Mae,  we're  turning  the  roadblocks 

to  homeOWnership  into  picket  fences. 


You  can  see  Fannie  Mae  at  work  all  across  the  country.  A  family  in  the 
Midwest  lives  their  dream  of  owning  a  home.  A  neighborhood  on  the 
East  Coast  is  revitalized  after  decades  of  decline.  A  family  with 
past  credit  problems  is  finally  able  to  afford  a  home  of  their 
own.  Our  lender  partners  are  able  to  utilize  our  technology  to 
save  time  and  money.  And  there  are  countless  other  examples. 


^  FannieMae 


www.fanniemae.com 


Because  every  day,  we  work  with  our  mortgage  lender 

partners  and  other  housing  leaders  to  fulfill  a  goal.  To  knock 

down  the  barriers  to  homeownership.  To  lower  costs  and 

increase  opportunities  for  low-  and  moderate-income  families.  To 

make  affordable  rental  housing  available  to  all  Americans.  How  do  we 

do  this?  As  the  nation's  largest  source  of  mortgage  funds,  we  put  our  financial 

strength  and  innovation  to  work  to  make  sure  that  low-cost  mortgage  funds  are  readily 

available  so  that  our  lender  partners  can  help  more  working  families  live  the  American  Dream  of  homeownership. 

We  believe  that  when  more  Americans  have  safe  places  to  call  home,  it  strengthens  families,  communities,  and 
our  nation  as  a  whole. 


Lower  rates.  Lower  costs.  Increasing  homeownership  opportunities.  Fannie  Mae  at  work. 


We  develop  innovative  pharmaceuticals  for  the  treatment  of  rheumatoid  arthrit 


So  that  even  people  with  rheumatoid  arthritis  c 


Everyone  wants  to  live  life  freely.  Unfortunately,  for  more  than  5  million  people  around  the 
world  that's  just  not  possible.  Simple  movement  that  most  of  us  take  for  granted  is  quite  painful  to  them. 
They  suffer  from  rheumatoid  arthritis.  At  Aventis,  one  of  the  world's  leading  pharmaceutical  companies,  our 
scientists  are  combining  their  in-depth  know-how  with  new  technologies  to  develop  more  innovative  anti-rheu- 
matic treatments.  One  of  our  most  important  goals  is  to  fight  the  causes  of  rheumatoid  arthritis,  not  only  its 
symptoms  -  so  that  people  are  free  to  enjoy  whatever  moves  them. 


Aventis,  Strasbourg  (France),  is  listed  on  the  stock  exchanges  in  Paris,  Frankfurt  and  New  York,    www.aventis.com 


t 


by  very  moving  moments. 


Aventis 


Our  Challenge  is  Life 
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No  self-respecting  media  mogul  would  be  caught 
dead  in  these  offices.  The  rented  space  in  Pasadena, 
Calif.,  is  miles  from  the  action  in  Hollywood,  Bev- 
erly Hills,  or  Santa  Monica.  Sitting  seven  floors 
above  a  Federal  Express  storefront,  the  offices 
have  no  young  hotshots  scurrying  through  the 
halls.  No  producers  are  taking  meetings.  No  Evian  water  is 
being  hustled  to  the  elbow  of  a  pampered  star.  As  for  the  full- 
size      movie 
posters   that 
adorn     most 
moguls'      of- 
fices,   forget 
it.  Scores  of  wood-framed  plaques  that  could  be  mistaken 
for  awards  from  the  local  Rotary  Club  hang  on  these  walls. 
But  the  plaques  represent  power.  As  Michael  D.  Eisner, 
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Barry  Diller,  or  any  other  mogul  will  tell  you,  power  is  get-<  i» 
ting  your  phone  calls  taken.  And  no  one  is  getting  his  calls 
taken  faster  these  days  than  Henry  C.  Yuen,  a  onetime  math  [ 
professor  who  believes  he  holds  the  keys  to  the  future  of  tele- 
vision. The  plaques  are  patents  for  the  technology  Yuen  says  »i 
will  be  needed  in  the  next  few  years  to  navigate  the  comin 
tsunami  of  TV,  Internet,  and  other  services  about  to  hit  tv§;> 
sets  everywhere.  And  his  arsenal  of  nearly  200  patents  is  1ST 
making  Yuen  and  the  company  he  heads,  Gemstar-TV  Guide  feir 
International  Inc.,  the  hottest— and  perhaps  the  most  con- 
troversial— player  in  the  new  world  of  interactive  TV. 

With  his  bowl  haircut  and  owlish  glasses,  the  slightly  builft* 
Yuen,  52,  looks  more  like  a  technology  geek  than  a  mogul.  Anc  I 
until  just  a  few  years  ago  he  was  just  that:  a  research  scien  w 
tist  who,  together  with  fellow  Chinese-born  students  he  hac  m 
met  in  the  game  room  at  California  Institute  of  Technology  & 
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ame  up  with  VCR  Plus+.  That  technology,  invented  in  1989,  is 
ow  presenl  in  nearly  all  VCRs,  making  it  easier  to  program 
tt  recorders.  The  VCF  Plus+  breakthrough  made  Yuen  a 
nltimillionaire,  but  it  was  just  a  warmup.  In  the  early  '90s, 
nout  the  time  cable-TV  titan  John  Malone  made  his  speech 
redid  ing  a  500-channel  world,  Yuen  already  was  working  on 
B»ys  to  make  the  exploding  TV  world  more  user-friendly. 
AST  POWER.  Today,  allied  with  Malone  and  News  Corp. 
hairman  Rupert  Murdoch,  Yuen  wants  nothing  less  than  to 
mtrol  the  first  screen  you  see  when  you  turn  on  your  TV. 
he  game  plan  is  to  make  Gemstar's  interactive  program 
fide  the  portal  to  the  TV  universe,  much  as  America  Online 
ic.  or  msn  greets  you  as  you  log  on  to  the  Internet.  If 
uen  lias  his  way,  you'll  be  paying — indirectly  through  ad- 
atisements  or  through  your  cable  bill — every  time  someone 
icks  on  that  guide.  Gemstar  is  counting  not  only  on  licensing 


1ENRY  YUEN  of 

jemstar-TV  Guide 
tfants  to  take  control 
)f  your  television 


fees  for  the  guide  itself  but  also  on  a  cut  of  all  the  advertis- 
ing and  commerce  generated. 

So  how  can  one  guy  amass  so  much  power  from  something 
so  seemingly  inconsequential  as  a  programming  guide?  Be- 
cause Yuen,  Murdoch,  Malone,  and  everyone  else  in  the  me- 
dia world  believe  that  the  potential  of  interactivity  via  the  TV, 
the  world's  most  ubiquitous  home  appliance,  is  vast.  Accord- 
ing to  statistics  collected  by 
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Gemstar,  U.S.  TV  viewers  come  back  to  the  guide  an  average 
of  four  times  an  hour  and  surf  through  at  least  three  screens 
of  listings.  If  people  watch  TV  an  average  of  seven  hours  a 
day,  that  can  mean  a  lot  of  time  logged  on  to  the  guide. 
With  the  coming  barrage  of  channels,  they  may  spend  even 

more  time  glued  to 
the  tube,  analysts  say. 
And  the  chances  are 
that  more  viewers  will 
be  clicking  to  sort  shows  by  category,  record  the  news,  buy  a 
movie,  or  get  on  the  Internet.  Right  now,  to  do  just  about 
anything  from  an  interactive  program  guide  requires  a  Gem- 
star  patent.  "A  person  can  get  through  maybe  60,  70  channels 
without  some  help,  but  not  500,"  says  Yuen.  "And  with  all 
that  confusion,  we  see  great  opportunity." 

Most  analysts  agree.  By  2005,  they  figure,  the  interac- 
tive-TV market  will  be  huge,  with  nearly  half  of  America's  102 
million  TV  households  using  their  TVs  to  click  onto  the  Inter- 
net or  order  products.   By 


for  being  combative;  a  magazine  article  once  described  him  as 
a  "patent  terrorist."  To  that  charge,  a  composed  Yuen  scarce- 
ly reacts.  "I  am  no  terrorist,"  he  says.  "A  terrorist  is  someone 
who  breaks  the  law.  I  am  only  doing  what  the  U.  S.  Congress 
and  patent  law  allow."  Still,  Yuen  has  been  a  relentless  liti 
gant,  with  pending  lawsuits  against  such  companies  as 
EchoStar  and  TiVo.  Once  a  student  of  the  Jackie  Chan  style , 
of  Chinese  martial  arts  called  Wing  Chun,  Yuen  rarely  backs 
off  from  a  good  fight.  And  he  has  never  lost  a  lawsuit. 

Yuen  also  ex- 
acts  often 
onerous  terms 
from  partners 
for  huge  per- 
centages of 
the  advertising 
and  commerce 
revenues  that 


Microsoft 


then,  interactive  TV  will  be 
a  $40  billion  market,  gen- 
erating revnues  on  every- 
thing from  advertising  to 
subscriptions  to  video-on- 
demand,  calculates  ing  Bar- 
ings analyst  Spencer  Wang. 
With  its  "first-screen"  strat- 
egy, Gemstar  "controls  the 
most  important  piece  of  real 
estate  out  there,"  says  Mer- 
rill Lynch  &  Co.  media  an- 
alyst Jessica  Reif  Cohen. 

No  less  a  media  figure 
than  Murdoch,  whose  News 
Corp.  owns  a  43%  stake  in  Gemstar,  has  made 
the  company  a  key  element  in  his  own  plans  to 
create  a  worldwide  satellite  network.  Yuen  "is  a 
brilliant  strategist,"  says  Murdoch.  "And  [he] 
has  shown  to  have  a  novel  way  for  thinking  out 
of  the  box."  For  weeks,  Murdoch's  News  Corp. 
has  been  negotiating  to  merge  its  Sky  Global 
Network  Inc.  with  General  Motors  Corp.'s  Di- 
recTV unit.  Almost  overnight,  that  would  put 
Gemstar's  guides  on  TVs  in  as  many  as  20 
million  homes  worldwide. 
"THE  SMARTEST."  Other  media  heavy- 
weights have  signed  on  with  Yuen,  too. 
William  H.  Gates  III  has  licensed  Yuen's 
technology  for  Microsoft  Corp.'s  new  Ulti- 
mate TV,  while  Stephen  Case  has  signed 
on  for  his  company's  just-released  AOL  TV. 
More  than  100  cable  companies  license 
the  technology.  In  all,  the  interactive  guide 
today  is  seen  in  more  than  10  million 
homes.  "We  think  he  may  just  be  the 
smartest  guy  in  television,"  says  Robert 
R.  "Dob"  Bennett,  president  of  Malone's 
Liberty  Media  Corp.  and  a  Gemstar  board 
member.  "His  greatest  strength  is  that 
he  owns  every  idea  he  has." 

With  so  much  power  in  the  nascent 
world  of  interactive  TV,  Yuen  has  his 
share  of  enemies.  And  many  of  them  he 
has  cultivated  himself.  Exhibiting  a  cer- 
tain swagger  about  the  coveted  technolo- 
gy he  owns,  Yuen,  who  holds  a  law  degree 
alongside  his  math  PhD,  has  a  penchant  for 
suing  his  competitors  over  alleged  patent  in- 
fringement. That  has  earned  him  a  reputation 
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Has  licensing 
agreements 
with  Microsoft  for  its  WebTV  and 
Ultimate  TV  set-top  boxes  and  for  its 
Windows  98  software.  Microsoft 
paid  $45  million  up  front,  plus  $10 
to  $30  a  box,  depending  on  volume. 
Gemstar  also  gets  up  to  75%  of 
revenues  generated  from  the 
advertising  and  commerce  initiated 
on  the  guide.  ^^^—.—^ ___ 


RUPERT  MURDOCH  The  media 
mogul's  News  Corp.  owns  43%  of 
Gemstar-TV 
Guide.  Plans  to 
put  Gemstar- 
TV  Guide's 
programming 
guide  on  every 
receiver  linked 
to  his  global 
network  of 
satellites. 


Zenit 
owned 
by  Ko- 
rean LG  Electronics, 
now  pays  Gemstar 
$10  a  set  for  its 
programming  guide. 


THOMSON   Gemstar 
will  put  its  interactive  TV  guide  on 
all  of  Thomson's  RCA,  GE  Pro- 
Scan, and  other  TV-set  brands. 
Thomson  pays  an  annual  fee  of 
$10  million  and  takes  a  minority 
share  of  ads  and  commerce  sold 
through  the  guide.  Also  a  licensee 
of  Gemstar  technology  for  the  RCA 
brand  Gemstar  e-Book  Reader. 


jet 
tec ' 


A  CLUSTER  OF  FOES 

The  litigious  Yuen  has  also  made  his  share  of  enemies,  generating  a 
spate  of  lawsuits  and  a  new  competitor  backed  by  cable  heavyweights 

LAWSUITS  FLY... 

SET-TOP  BOX  MAKERS  Scientific-Atlanta 
and  Pioneer  Electronics  countersued 
Gemstar  after  it  claimed  they  had  infringed  its 
patents.  SA  and  Pioneer  also  allege  antitrust  violations. 

TIVO  It  has  countersued  Gemstar,  alleging  antitrust  viola 
tions  and  to  invalidate  Gemstar  patents. 

ECHOSTAR  The  satellite  service  is  countersuing  Gemstar  after  it  sued 
for  patent  infringement.  Echostar  has  also  alleged  state  and  federal 
antitrust  abuse. 

AND  A  RIVAL  EMERGES 

TVGATEWAY  A  consortium  launched  in  July  to  provide  a 
"server-based"  interactive  guide,  is  backed  by  four  of  the  six  largest 
cable  companies:  Adelphia,  Comcast,  Cox,  and  Charter.  Also  backed 
by  WorldGate  Communications,  a  provider  of  interactive-TV  services. 

Source:  Goldman,  Sachs  &  Co.,  BusinessWeek,  company  reports 
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E  GEMSTAR-TV  GUIDE 
CONSTELLATION 


nearly  200  patents  covering  interactive 
hnologies,  Gemstar  has  business  deals 
some  of  the  world's  biggest  players  in  TV 
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>HN  MALONE  The  former  cable 

an  remains  a  key  strategist  for 

;mstar-TV 

jide.  Initially 

ntrolled 

;mstar  rival 

lited  Video, 

lich  combined 

th  TV  Guide, 

lich  then 

erged  with 

•mstar. 


3L  The  nation's  largest  cable 
p  operator  pays  300  per 
Jj^rl.  subscriber  for  Gemstar's 

MlST  interactive  guide.  It's  now 
n  2.9  million  homes  and  aims  to 
>e  in  all  16  million.  Gemstar  also 
;ets  85%  of  all  ad  revenue.  Is 
legotiating  a  sharing  arrangement 
or  commerce  revenue 
;enerated  on  the  guide. 


SONY  The  Japan- 
ese electronics  giant  pays 
Gemstar  $10  per  set-top 
box  for  the  programming 
guide.  Sony  also  pays  $10 
for  each  TV  set  sold  with 
the  programming  guide 
mbedded  in  it. 


I  R  ECTV 


Set-top 
makers 
used  by  the 
satellite  service  pay 
lO  a  piece  for  each  of  the  9  mil- 
■m  boxes  used  by  DirecTV  sub- 
ribers.  Is  negotiating  a  license 
reement  to  use  Gemstar's 
>graded  program  guide  that  would 
elude  a  monthly  fee  and  a  cut  of 
iy  revenue  for  ads  or  commerce. 


1  generated  on  the  guide.  That,  plus  his 
irtroom  track  record,  has  hardened  many 

the  TV  world's  players  against  Gemstar. 

e  scares  the  hell  out  of  us,"  says  one  top  ca- 

!  executive  who,  like  most  of  his  peers,  insisted  on  anonymi- 

"He  can  force  his  way  onto  our  system  because  we  need 

2  guide,  and  he  seems  to  be  the  only  way  to  get  one." 
"me  cable  guys,  including  Cox  Communications  Inc.  and 
•mcast  Corp.,  were  so  turned  off  by  the  hardball  tactics  that 


they   banded   together  to 
start  a  rival  service,  TV- 
Gateway.  It's  a  fledgling  ef- 
fort so  far,  but  the  hope  is 
that  it  will  give  them 
some     leverage     in 
talks  with  Gemstar 
in  the   meantime. 
Certain  opponents, 
such   as   satellite 
service    EchoStar 
Communications 
Corp.     and     set-top 
maker  Scientific-Atlanta 
Inc.,  are  countersuing, 
W      claiming  Gemstar  has  a 
stranglehold  on  a  crucial 
piece  of  the  new  world  of  dig- 
ital   TV.    Even   many   that    have 
signed  with  Gemstar  have  done  so  only  af- 
ter bruising  negotiations. 
The  problem  is  that  Yuen  is  upsetting  the 
existing  order  in  which  cable  and  satellite  op- 
erators have  been  able  to  offer  viewers  all  sorts  of 
choices.  That's  why  most  cable  companies  carry 
both  HBO  and  Showtime,  or  ESPN  and  Fox 
Sports.   "It  is  the   Noah  principle,"  says 
Lawrence  F.  Marcus,  a  venture  capitalist 
with  Walden  vc  who  has  worked  with  cable 
operators  and  interactive-TV  companies.  Ca- 
ble and  satellite  companies  "like  to  have  two 
of  everything  so  that  one  guy  can't  hold 
them  up."  So  it  would  seem  Yuen's  business 
plan  was  built  on  alienating  the  companies 
he  needed  most  as  customers. 

But  Yuen  appears  to  be  softening  his  ap- 
proach, realizing  the  importance  of  signing  up 
holdout  cable  companies.  He  needs  them  if  he 
is  successfully  to  build  a  "national  footprint"  to 
sell  advertising  in  every  major  market.  By  offering  more 
favorable  terms  than  he  has  done  in  the  past,  Yuen  was 
able  to  ink  a  deal  on  Feb.  19  with  billionaire  investor  Paul  G. 
Allen's  Charter  Communications  Inc.,  once  a  main  foe.  While 
the  deal  was  seen  by  many  as  a  big  win  for  Gemstar,  the  ca- 
ble operator  is  continuing  to  hedge  its  bets,  keeping  its  part- 
nership stake  in  rival  TVGateway. 

Even  more  important  for  Yuen  are  talks  now  under  way 
with  AOL  Time  Warner  Inc.,  the  country's  No.  2  cable  oper- 
^^^^^_^_^  ator.  If  he  can  strike  a  deal  with 

Time  Warner  Cable,  once  an  ad- 
versary, Yuen  will  add  nearly  13 
million  households,  giving  Gem- 
star a  stronger  footing  in  New 
York  and  other  East  Coast  cities. 
Much  of  those  negotiations  are 
handled  directly  by  hard-nosed 
Peter  C.  Boylan  III,  a  onetime 
dealmaker  for  Malone  and  now 
one  of  three  Gemstar  co-presi- 
dents. It's  no  easy  task.  Time 
Warner  Cable  last  year  stripped 
from  several  of  its  cable  systems 
Gemstar's  ability  to  send  signals 
that  feed  program  information  to 
its  guides.  Those  signals  were  reinstated  to  help  Time 
Warner  win  approval  for  its  merger  with  America  Online 
Inc.  from  federal  regulators  who  questioned  the  combined 
companies'  power  to  exclude  programming  it  didn't  own.  But 
it's  not  clear  what  aol  Time  Warner's  next  moves  are.  Of- 


AOL  Time  Warner 

AOL  paid  an  up-front  fee  of  $40 
million  and  pays  an  estimated 
600  a  month  per  subscriber  for 
its  just-launched  AOL  TV 
service.  Gemstar  is  negotiating 
new  long-term  deals  that  would 
cover  AOL  TV  and  AOL  Time 
Warner's  cable  subscribers. 
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tici;ils  declined  to  comment  on  the  current  talks  with  Gemstar. 
Yet  even  before  Gemstar  was  forced  to  become  a  kinder 
and  gentler  negotiator,  it  had  important  allies.  Two  of  its 
biggest  investors,  Murdoch  and  Malone,  agreed  to  merge 
their  TV  Guide  Inc.  holdings  with  Gemstar  after  their  failed 

1998  takeover  at- 
tempt. Gemstar  is  also 
something  of  a  Wall 
Street  darling  these 
days,  winning  a  rush  of  new  fans,  with  eight  analysts  putting 
out  "buy"  recommendations  in  the  past  two  months.  Richard 
J.  Rosenstein,  an  analyst  at  Goldman,  Sachs  &  Co.,  figures 
that  by  2005,  the  company  will  generate  nearly  80%  of  its 
projected  $9.8  billion  in  revenues  from  its  in- 
teractive unit.  And  the  company,  with  a 
market  cap  of  $21  billion,  is  outperforming 
the  broader  market.  Since  Gemstar  and  TV 
Guide  completed  their  merger  in  July,  shares 
are  down  19%,  to  about  $50,  but  that's  com- 
pared with  a  43%  drop  for  the  Nasdaq  com- 
posite index. 

LOW  HURDLE.  Wall  Street  also  seems  to 
like  that  Gemstar  clearly  overshadows 
tiny  rival  TVGateway.  Unlike  Gemstar's 
interactive  service,  which  is  based  on 
software  contained  in  the  set-top  box, 
TVGateway's  service  stores  information 
about  TV  shows  on  a  server  located  at 
the  cable  company's  central  office.  The 
company  says  a  new  version  is  due  out 
in  mid-June.  But  it  still  is  unlikely  to  in- 
clude some  basic  features  available  on 
Gemstar's  guide,  such  as  searching  for 
TV  shows  by  title  and  the  one-button 
recording  of  shows.  But  it  does  have  one  im- 
portant feature,  says  Hal  M.  Krisberg,  chair- 
man and  CEO  of  World- 
Gate    Communications 
Inc.,  which  developed 
TVGateway.    It's   de- 
signed to  steer  clear 
of  Gemstar's  patents 
and  doesn't  require 
cable    operators    to 
pay   Yuen   a   penny. 
"The  hurdle  that  my 
folks  set  wasn't  par- 
ticularly high,"  says 
Krisberg.   "All  they 
wanted  was  to  make 
it  Gemstar-proof." 

Yuen  waves  off 
any  threat  by  TVGate- 
way, and  Boylan  sug- 
gests that  despite 
claims  to  the  con- 
trary, it  probably  in- 
fringes the  Gemstar 
patents.  But  Boylan 
says  Gemstar  won't 
bother  suing  because 
so  far,  TVGateway  has 
been  deployed  by  only  a  single  service,  New  Hampshire's 
35,000-subscriber  MetroCast  Cablevision.  To  date,  according  to 
MetroCast  President  Terry  Hicks,  it  has  been  installed  in 
little  more  than  100  households.  Hicks  picked  TVGateway  not 
so  much  for  the  cost,  since  he's  paying  the  same  monthly 
350  a  subscriber  that  Gemstar-TV  Guide  is  likely  to  charge.  In- 
stead, he  says,  he  wasn't  particularly  eager  to  share  the  rev- 
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enues  from  ads  or  whatever  new  services  he  might  add  dow 
the  road  to  the  program  guide.  "It's  a  real  problem  having 
gatekeeper,"  says  Hicks.  "[Gemstar-]TV  Guide  is  a  gatekeepei 
The  irony  is  that  gatekeeper  Yuen  is  setting  out  to  captujl 
a  service  of  which  he  is  at  best  a  casual  user.  The  Gemst;( 
CEO  tunes  in  his  DirecTV  satellite  dish  to  take  in  the  Fox  scl 
fi  drama  The  X-Files  or  an  occasional  soccer  game.  His  affii 
ity  for  sports  is  an  echo  of  his  youth  in  Hong  Kong,  where  11 
and  his  family  moved  when  Yuen  was  2.  There,  Yuen  rose  » 
become  a  high-scoring  soccer  player  ranked  one  level  beloL 
world-class.  Tough-minded,  he  was  quick  on  the  field  an 
scored  often,  recalls  Daniel  S.  Kwoh,  a  Gemstar  founder  ail 
friend  who  worked  with  Yuen  at  defense  contractor  tr| 


DEALMAKER 

Co-President 
Boylan  told 
Murdoch 
and  Malone  that 
'Sve  could  litigate 
for  50  years 
with  Henry, 
or  get  half 
the  company" 

Inc.  in  the  late  198( 
Their  project  the 
studying  wave  m 
tions  in  the  ocea 
useful  in  submarii 
detection. 

It  was  that  kind 
scientific  pursuit  th 
seemed  to  drive  Yui 
at  an  early  age.  T] 
son  of  a  lawy 
turned  film  produce 
Yuen  was  not  tak< 
by  the  world  of  m 
dia.  His  father's  filr 
were  mostly  financi 
bombs,  although  tl 
older  Yuen  was  noi 
inated  in  1982  for 
prize  at  the  Cann 
Film  Festival  for 
film  called  The  Tr 
Story  of  M  Q.  At 
Yuen  left  Hong  Koi 
for  the  U.S.,  whe 
he  got  his  bachelor's  degree  in  math  at  tl 
University  of  Wisconsin. 

The  turning  point  in  Yuen's  life  came 
1988.  A  "long-suffering  Boston  Red  Sox  fai 
as  Yuen  calls  himself,  he  set  his  VCR 
record  a  BoSox  playoff  game  against  tl 
Oakland  Athletics.  Returning  home  from 
weekend  trip,  he  found  he  had  recorded 
screen  full  of  snow.  And  so  was  born  t 
idea  for  vck  Plus+,  a  nearly  foolproof  way  of  recording  sho\ 
by  plugging  into  a  VCR  numbers  that  correspond  to  the  shov 
listings  in  the  local  newspaper.  The  trick  was  getting  new 
papers  to  carry  the  numbers.  Eventually,  Gemstar  exec 
tives  persuaded  The  New  York  Times,  then  worried  abo 
falling  newspaper  readership,  that  carrying  the  listings  wai 
service  TV  news  couldn't  offer.  Other  newspapers  followed    v 


OPERATIONS  CHIEF 

Also  a  Gemstar 
co-president, 
Kiener  is  the 
smooth-talking 
media  exec 
who  watches 
over  the  daily 
affairs  of 
TV  Guide 
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/■^^  Being  the  best  in  your  business,  you've  already 
got  enough  excitement  without  surprises  from  your 
information  systems.  So  Fujitsu  Technology  Solutions 
has  designed  robust  open  systems  solutions  that  you  can 
trust.  Our  enterprise-class  PRIMEPOWER,  Solaris™ 
SPARC'-compliant,  Web-enabling  servers  and  storage 
systems  deliver  industry-leading  flexibility,  resilience, 
reliability,  and  availability.  As  well  as  the  peace  of  mind 
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J  TECHNOLOGY  SOLUTIONS 

HELPS  YOU  BUILD  A  WORLD  YOU  CAN  RLLY  ON. 


that  comes  from  a  low  total  cost  of  ownership.  Our  data 
center  perspective  shows  in  the  quality  of  our  products 
and  solutions.  With  innovative  architecture,  hot-swap 
components,  and  built-in  SANs,  you'll  feel  totally  at 
ease.  Our  powerful  servers  and  storage  systems  are 
the  engine  that  can  power  today's  e-business  boom. 
Count  on  it.  Enjoy  the  advantages.  And  learn  to  trust. 


FUJITSU 


THE     POSSIBILITIES     ARE     INFINITE 


FUJITSU  TECHNOLOGY  SOLUTIONS 

SUNNYVALE,  CA  1-877  005  3644 

www.luIltsuleclinalogv.com 


PRIMEPOWER  is  a  registered  trademark  ot  FuiJsu  Unwed  Solaris  is  a  tradema*  ot  Sun  Microsystems,  he  SPARC  s  a 

registered  trademark  ot  SPARC  International,  inc  Products  bearing  the  SPARC  trademak  are  based  on  an  Archtecture 

developed  by  Sun  Microsystems.  Inc  6  2000  Fujitsu  Technology  Solutions.  Inc  Al  rights  resaved 
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Plus+  also  turned  Yuen  into  a  businessman.  Even  as  he 
worked  a  full-time  job  at  trw,  Yuen  studied  for  a  law  degree 
at  night.  He  started  out  by  representing  Chinese  clients  with 
U.  S.  business  interests.  One  such  client  was  Mary  Lau,  the 
younger  sister  of  Hong  Kong  corporate  raider  Thomas  L.  H. 

Lau.  Lau  gave  Yuen 
$50,000  to  start  a  com- 
pany to  sell  vcr  Plus+. 
Although  early  on 
it  made  remote  controls  that  translated  the  VCR  Plus+  codes 
into  programming  commands,  Gemstar's  goal  from  the  be- 
ginning was  the  high-margin  technology-licensing  business.  It 
collected  fees  from  TV  and  VCR  makers  that  wanted  to  incor- 
porate vcr  Plus+  into  their  products  as  a  premium  feature.  It 
also  got  paid  by  newspapers  that  wanted  to  list  the  numeri- 
cal codes.  Yuen  then  realized  the  same  model  could  work  for 
programming  guides.  After  some  experimentation,  Yuen  and 
his  friends  hit  on  the  notion  of  an  onscreen  directory,  says 
Kwoh.  Another  company,  StarSight,  backed  by  media  heavy- 
weights such  as  Tribune  Co.,  Viacom,  and  Cox  Communica- 
tions, had  a  two-year  headstart.  But  Yuen  went  after  Star- 
Sight  for  allegedly  infringing  a  patent  he  already  owned  and 
in  1997  bought  the  money-losing  company.  A  year  earlier, 
Yuen  had  snapped  up  VideoGuide,  which  had  other  interactive 
TV  patents. 

In  1998,  it  was  Yuen  who  was  in  someone  else's  sights, 
when  Malone  and  Murdoch  launched  a  $2.8  billion  hostile 
takeover  of  Gemstar.  At  the  time,  TV  Guide's  own  antiquated 


INTERACTIVE:  The, 
TV  Guide  main 
screen  carries 
a  few  ads,  too 
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HENRY  C.  YUEN 

BORN   Apr.  7,  1948,  in  Shanghai. 

CHILDHOOD  When  Yuen  was  2,  his  family  moved  to 


Guide  for  alleged 
patent  infringe- 
ment, forcing  Mur- 
doch and  Malone 
to  the  bargaining 
table.  The  result:  a 
$7.9  billion  stock 
merger.  Says  Boylan:  "I  told  Rupert  and  John  that  we  coul< 
litigate  for  50  years  with  Henry,  or  get  half  the  company." 
RUSHING  FORWARD.  Gemstar  is  now  run  through  a  manage 
ment  structure  designed  to  cater  to  all  the  power  brokers  ir 
volved.  Under  Yuen,  three  distinct  co-presidents  operat 
across  the  country.  In  Pasadena  with  Yuen  is  Chief  Finance 
Officer  Elsie  Ma  Leung,  a  longtime  associate  who  oversee 
Gemstar's  traditional  VCR  P1us+  business.  Dealmaker  Boy 
Ian,  based  in  the  Tulsa  headquarters  that  once  housed  Me 
lone's  United  Video,  plays  liaison  to  Wall  Street  and  negc 
tiator  with  cable  companies.  In  New  York,  Joe  Kiener,  th 
smooth-talking  media  exec,  watches  over  the  TV  Guide  opei 
ations.  Among  those  on  the  12-member  Gemstar  board,  whic 
is  split  between  Gemstar  and  News  Corp.  representatives, 
Chase  Carey,  CEO  of  News  Corp.'s  Sky  Global  Network.  Yuer 
who  has  options  to  own  nearly  10%  of  the  company  and 

currently  worth  $1  bl 
lion,  has  the  tie-break 
ing  vote  but  has 
prove  himself  worthj 
As  part  of  the  Gerr 
star-TV    Guide    dea 


Hong  Kong.  Father  was  a  lawyer  and  independent  filmmaker.  Murdoch  can  fire  th 

2 - :. .T. -         Gemstar  ceo  in  fiv 

TEENAGE  JOCK  Was  a  star  forward  on  his  high  school 
soccer  team  and  a  student  of  Chinese  martial  arts. 


EDUCATION  Attended  high  school  at  Wah  Yan  College  in 
Hong  Kong  and  at  17  came  to  the  U.S.  for  college.  Graduated 
from  the  University  of  Wisconsin  at  Madison  with  a  math  degree 
in  1969.  Went  on  to  receive  a  PhD  in  applied  mathematics  at 

California  Institute  of  Technology  in  1973  and  a  law  degree  from 

Loyola  University  in  Los  Angeles  in  1979. 

CAREER  HIGHLIGHTS  Taught  math  at  CalTech  in  1973  and  at  New  York  University  in  1974. 
Hired  as  a  research  scientist  at  TRW,  where  he  spent  16  years.  Founded  Gemstar  in  1986. 

SHOWDOWNS  Resisted  a  $2.8  billion  takeover  bid  from  Rupert  Murdoch  and  once  used  his 
martial  arts  to  fight  off  attackers  in  Washington  Square  when  he  was  teaching  at  NYU. 

PASSIONS  An  avid  mah-jongg  player  and  a  voracious  reader  of  novels  by  John  Le  Carre, 
Nelson  DeMille,  and  James  Gavel  I — among  others.  A  current  favorite  book:  Cryptonomicon 
by  Neal  Stephenson. 

TV  HABITS  Barely  watches  it,  but  likes  X-Files,  soccer,  and  catching  his  favorite  baseball 
team,  the  Boston  Red  Sox. 

FAMILY  Divorced;  two  sons,  Philip,  22,  and  Gerald,  20. 

guide  of  upcoming  programs  was  scrolling  on  more  than  50 
million  cable  homes  in  the  U.S.  The  takeover  bid  was 
launched  to  get  hold  of  Gemstar's  patents,  but  Yuen  mounted 
a  ferocious  defense,  arguing  to  his  shareholders  that  the 
company  was  worth  far  more  than  the  bid.  The  market 
agreed,  and  with  the  spotlight  of  the  takeover  shining  on  it, 
Gemstar  within  months  rose  in  value  to  nearly  $10  billion. 
"He  worked  us  over  pretty  well,"  recalls  Gemstar  board 
member  and  Thomson  Multimedia  Executive  Vice-President 
James  E.  Meyer.  Then  Yuen  turned  the  tables  and  sued  TV 


years. 

That  may  be  on 
reason  why  the  Gen 
star  team  is  rushing 
meet  expectations 
and  pushing  hard 
sign  up  Time  Warne 
With  the  larger  sul 
scriber  base,  the  u 
side  would  be  pote: 
indeed.  Gemstar  saj 
it  will  sell  more  tha 
$20  million  worth 
advertising  this  ye; 
and  has  signed  up  su 
name  brand  sponso 
as  Ford  Motor,  Dom 
no's  Pizza,  and  77 
Wall  Street  Journal. 
The    eventual    lur 

for  advertisers:  With 

single  click  of  the  r< 
mote,  a  company  sue 
as  Ford,  say,  could  send  you  information  on  one  of  its  ne 
models,  especially  since  the  cable  company  already  has  yoi 
address.  By  2005,  Gemstar  could  take  in  more  than  $8.5  l>illi< 
in  ad  revenues  yearly  from  its  guide,  estimates  Goldman  ai 
alyst  Rosenstein. 

Gemstar  has  a  long  way  to  go  to  match  those  projection 
The  recent  deal  with  Charter  aside,  the  mist  nisi  among  cab 
and  satellite  operators  runs  deep.  EchoStar,  which  lasl  ye) 
COUntersued  Gemstar,  claims  in  court  papers  that  Yuen  ar 
Boylan  are  attempting  to  "coerce  companies  into  long  terl 
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/  have  my  own  investment  style. 
I  just  needed  someone  to  tell  me  what  it  was 
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'portfolio  needed  a  major  makeover.  So  my  MetLife  rep  gave  me  an  asset  allocation 
tew  that  helped  me  figure  out  exactly  what  kind  of  investor  I  am,  based  on  things 
e  risk  tolerance  and  long-term  goals.  Now,  my  portfolio  is  more  diverse,  which  could 
■p  me  make  more  money  in  the  long  run.  And  of  course,  that  never  goes  out  of  style. 

r  the  investment  look  that's  right  for  you,  call  1  -800-MetLife. 
visit  us  at  www.metlife.com. 
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agreements,  the  duration  of  which  may  extend  past  the  life  of 
Gemstar  patents."  Boylan  says  the  claims  are  untrue  and 
are  merely  EchoStar's  negotiating  tactic.  But  even  AT&T, 
Gemstar's  largest  single  customer,  is  busily  scrambling  to 

secure  its  own  rev- 
enue stream  from  dig- 
ital TV.  Its  "walled 
garden"  strategy  as- 
sumes that  it  will  be  able  to  steer  subscribers  away  from 
Gemstar's  interactive  guide  to  its  own  page,  where  viewers 
can  buy  movies,  conduct  e-commerce,  and  send  e-mail  mes- 
sages. "We  see  this  as  a  very  robust  business  for  us,  too," 
says  AT&T  Senior  Vice-President  Richard  Fickle,  who  heads 
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the  cable  operator's  interactive-TV  business.  "We  have  our  o\ 
portal." 

It  is  a  delicate  balancing  act  for  Gemstar  to  work  with  i 
clients — at  the  same  time  that  it  stakes  its  claim  to  a  cha 
nel  that  will  compete  against  them.  Eager  to  sign  up  ne 
clients,  Yuen  &  Co.  showed  the  first  inklings  of  compromi 
with  Charter.  Its  deal  allows  the  Paul  Allen  company 
get  the  same  advertising  split  it  gave  AT&T — with  Gemst 
getting  85%  of  ad  revenues  from  the  guide  and  Chart 
15%,  even  though  Charter,  unlike  AT&T,  did  not  agree 
roll  the  Gemstar  guide  out  to  all  of  its  customers.  Moreov< 
Gemstar  agreed  to  reduce  the  fees  it  is  charging  Charter 
the  cable  company  increases  the  number  of  subscribers  wi 


WILL  500  CHANNELS  KILL  TV  GUIDE"; 


It's  not  your  grandmother's  TV 
Guide  anymore.  When  Philadel- 
phia publisher  Walter  Annenberg 
launched  the  magazine  in  1953,  a 
busy  time  slot  might  have  four  or 
five  listings.  The  choices?  Programs 
such  as  Today  with  Dave  Garroway, 
Twenty  Questions,  or  Hopaiong  Cas 
sidy.  Today,  the  di- 
gest with  the  fa- 
miliar red  and 
white  logo  shaped 
like  a  TV  screen  is 
still  around,  but 
the  industry  it 
serves  has  been 
transformed.  With 
the  advent — final- 
ly— of  a  500-chan- 
nel  world  thanks 
to  digital  technolo- 
gy, TV  listings  on 
paper  are  headed 
for  extinction.  Af- 
ter all,  who  could 
afford  to  mail  a  di- 
gest the  size  of  a 
phone  book  every 
week,  especially  TV 
Guide,  with  its  200  local  editions? 
"UBER-BRAND."  Well,  the  venerable 
magazine  that  has  been  plopped  into 
so  many  grocery  carts  at  checkout 
lines  over  the  past  half  century  is 
finding  ways  to  survive,  even  though 
its  circulation  has  plummeted  in  the 
past  two  decades.  The  familiar  brand 
is  moving  beyond  print:  TV  Guide  is 
now  a  programming  guide,  a  TV  chan- 
nel, and  a  popular  online  site.  It 
sponsors  its  own  TV  awards  show, 
broadcast  on  Fox,  based  on  readers' 
votes  for  their  favorites.  And  TV 
Guide  works  with  the  Food  Network, 
providing  segments  about  what 
celebrities  eat,  and  with  VH1,  coordi- 
nating music-news  coverage.  Via  all 
of  its  properties,  TV  Guide  content 
reaches  100  million  people  every 


week,  its  executives  say.  "We  are  still 
the  uber-brand  of  TV,"  boasts  Joachim 
"Joe"  Kiener,  co-president  of  Gem- 
star-TV  Guide  International  Inc. 

The  makeover  seems  to  be  paying 
off,  capturing  the  younger  audience 
that  advertisers  love.  A  study  last 
year  by  market  researcher  Total  Re- 


AS  PRINT 
CIRCULATION  FALLS... 


Data:  Audit  Bureau 
of  Circulations 


...THE  BRAND 
BRANCHES  OUT 

TV  GUIDE  CHANNEL  Received 
in  more  than  54  million 
households,  it  offers  segments 
on  family  programs,  movies, 
music,  sports,  and  weather. 

TV  GUIDE  ONLINE  The  Web 

site,  which  includes  listings  and 
entertainment  news,  garners 
82.2  million  page 
views  a  month. 


TV  GUIDE  AWARDS  The  three-year-old  awards 
show  on  sister  outlet  Fox  lets  magazine  readers 
vote  for  their  favorite  shows  and  stars. 


search  Corp.  showed  that  people 
age  20  to  29  had  a  greater  aware 
ness  of  TV  Guide  than  those  60 
and  above.  That  could  be  be- 
cause of  the  heavy  dose  of  mu- 
sic-industry news  covered  on  its  TV 
channel  and  Web  site.  "While  the 
technology  is  changing,  what's  not  is 
people  wanting  to  be  entertained. 
And  the  sheer  power  of  our  reach  is 
mind-blowing,"  says  Kiener,  a  former 
executive  at  music  company  EMI 
Group. 

Not  that  the  fall-off  in  circulation 
doesn't  hurt.  After  all,  at  its  peak  in 
the  mid-1970s,  TV  Guide  had  a  paid 
circulation  of  20  million  and  was  read 
by  nearly  50  million  people  each 
week — nearly  25%  of  the  U.  S.  popu- 
lation at  the  time.  Those  were  the 


magazine's  golden  days,  when  up- 
start TV  supplements  in  Sunday 
newspapers  could  do  little  to  chip 
away  at  its  franchise.  In  1988,  Ru- 
pert Murdoch's  News  Corp.  laid  out 
$3.2  billion  to  buy  TV  Guide  from  An- 
nenberg's  Triangle  Publications.  Soon 
after,  TV  Guide  got  clobbered  by  an 
avalanche  of  enter- 
tainment news,  in 
print  and  online, 
that  was  geared  to 
a  younger  audi- 
ence. Today,  circu- 
lation has  fallen  to 
10  million.  True,  TV 
Guide  is  still  the 
U.S.'s  largest-circu- 
lation weekly  and 
the  fourth-largest 
of  any  magazine. 
But  the  drop-off, 
particularly  on  the 
newsstand,  is 
troubling  to 
advertisers, 
says  Dan  Ca- 
pell,  editor  of 
CapeU's  Circula- 
tion Report. 

Once  TV  list- 
ings become  so 
voluminous  that 
they  have  to  go 
online  or  on  TV- 
screen  guides,  will  TV  Guide  maga- 
zine be  dead?  Absolutely  not,  says 
Kiener.  With  so  many  choices  on  TV, 
finding  what  you  want  to  watch  will 
be  "cumbersome,"  he  says.  "You  will 
need  editorial  guidance.  That's  what 
we  will  give  you  in  the  next  genera- 
tion of  our  magazine."  But  with  a 
cramped  field  of  entertainment  offer- 
ings, a  listings-less  TVGuide  jusl 
may  end  up  capping  off  its  rich  histo- 
ry in  print  and  continue  as  ;i  digital- 
only  brand. 

By  Tom  Lowry  in  New  York 
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the  Gemstar  guide.  Boylan  says  he  expects  "a  substantial  ma- 
jority" of  Charter's  subscribers  will  eventually  have  the 
Gemstar  interactive  guide. 

Boylan  may  have  to  bend  even  more  to  cut  a  deal  with 
Time  Warner,  which  is  currently  covered  by  an  earlier  accord 

signed  by  Gemstar 
and  Time  Warner's 
new  owner,  aol.  That 
agreement  pays  Gem- 
star almost  twice  the  30#  per  subscriber  that  AT&T  pays  to 
use  the  channel,  but  it  doesn't  let  Gemstar  share  in  any  of  the 
advertising  or  commerce  from  the  guide.  Boylan  will  say 
only  that  the  talks  are  continuing.  But  others  say  Gemstar 
may  give  AOL  a  bigger  break  on  ad  revenues  to  get  a  shot  at 
the  nearly  30  million  aol  Internet  and  cable  subscribers. 

Even  if  those  talks  bog  down,  Gemstar  has  what  Yuen  be- 
lieves is  an  ace  up  his  sleeve:  the  TV-set  makers.  Thomson 
Multimedia  is  selling  more  than  3  million  sets  a  year  with  the 
guide  built  in,  under  the  RCA,  GE,  and  ProScan  brand  names. 
Sony,  Zenith,  and  others  are  likewise  incorporating  the  guides. 


Right  now,  Gemstar  has  agreements  with  networks  and  loc 
stations  to  reach  those  sets  by  embedding  program  listinj 
into  their  signals.  But  because  the  cable  companies  can  str 
out  such  signals,  Yuen  signed  a  long-term  deal  with  a  snru 
paging  company,  Paging  Network  Inc.,  that  can  send 
listings  over  the  air.  By  next  year,  some  of  the  TV  sets  will 
sending — and  receiving — signals  from  Gemstar  directly.  Th 
will  enable  Gemstar  not  only  to  send  in  commercials  over  tl 
guide  but  also  to  receive  orders  for  any  merchandise  in  r 
turn.  Yuen  also  holds  key  patents  in  the  new  world  of 
books,  which  he  hopes  people  will  ultimately  be  able  to  dow 
load  from  the  Gemstar  guide  (box). 

If  it  all  works,  Henry  Yuen  could  have  the  makings  of 
own  virtual  television  network — a  virtual  empire  for  a  virt 
al  media  executive.  Sitting  in  his  downscale  office,  Hen 
Yuen  doesn't  look  very  menacing,  with  his  open-collar  shi 
and  benevolent  gaze.  But  he  has  power.  It's  all  around  hii 
hanging  on  the  walls  of  his  office. 

By  Ronald  Grover  in  Pasadena,  Tom  Lowry  in  New  Yen 
and  Larry  Armstrong  in  Los  Angeles 


E-BOOKS:  THE  NEXT  CHAPTER 


At  the  recent  TV  Guide  awards 
show  in  Los  Angeles — which  Fox 
broadcast  on  Mar.  7 — the  familiar 
refrain  "the  envelope,  please"  was 
not  to  be  heard.  Instead,  presenters 
read  winners'  names  from  a  leather- 
covered  gadget:  the  REB1200  e-book 
reader.  The  product  placement  could 
not  have  been  better.  But 
who  would  expect  any-  ,*i~*~ 

thing  else  from  Henry  C. 
Yuen,  ceo  of  Gemstar-TV 
Guide  Inc.?  An  obsessive 
reader,  Yuen  has  turned 
his  passion  into  a  busi- 
ness, making  Gemstar  a 
leader  in  the  barely 
hatched  e-book  industry. 
Not  even  a  year  old, 
Gemstar's  e-book  venture 
isn't  just  some  pet  proj- 
ect. Instead,  Yuen  plans 
to  incorporate  digital 
books  into  his  overall 
strategy  for  interactive 
TV,  ultimately  making 
books  available  for  down- 
loading over  his  guide.  In 
the  meantime,  he's  work- 
ing on  getting  the  technology  fine- 
tuned  and  winning  converts  with 
more  well-known  authors. 
HOT  TITLES.  Yuen  jumped  into  e- 
books  last  year  when  he  announced  a 
venture  with  Thomson  Multimedia, 
which  licenses  Gemstar's  technology 
to  manufacture  two  e-book  readers 
under  its  RCA  brand:  the  $300,  18-oz. 
REB1100  and  the  $700,  33-oz.  REB1200. 
Each  allows  a  consumer  to  download 
books  over  a  phone  line. 

But  e-books  are  nothing  without 


good  writers.  So  to  drum  up  sales, 
Yuen  set  out  to  craft  agreements 
with  publishers  to  release  the  work 
of  popular  fiction  writers  in  e-form 
ahead  of  the  hardcover  releases. 
While  sales  of  those  e-books  have 
been  modest  since  last  fall's  introduc- 
tion, publishers  say  the  publicity 


E-READER:  A  key  part  of  Gemstar's  interactive-TV  strategy 


around  e-books  helped  sell  the  hard- 
cover versions.  "There's  not  a  signifi- 
cant number  of  readers  in  this  mar- 
ketplace yet,"  says  Time  Warner 
Trade  Publishing  Chairman  Laurence 
J.  Kirshbaum.  "So  for  now,  success  in 
the  e-book  market  will  also  be  re- 
flected in  print  sales."  Warner  Books 
Inc.  released  James  Patterson's  Ros- 
ea Are  Red  and  Brad  Meltzer's  First 
Counsel  early  in  e-versions. 

By  the  end  of  last  year,  says  Yuen, 
50,000  e-book  devices  had  been 


shipped,  with  users  downloading  an 
average  of  3.8  books  a  month.  He 
believes  growing  demand  and  a  new 
plastic  display  screen  in  development 
will  allow  Gemstar  to  lower  the  price 
to  below  $100  by  2003.  Goldman, 
Sachs  &  Co.  estimates  Gemstar's 
e-book-reader  sales  this  year  will  be 
$6.3  million,  climbing  to 
$202  million  in  2004. 

Gemstar  isn't  alone  in 
the  e-book  market. 
Franklin  eBookman,  a 
$180  handheld  device, 
uses  Microsoft  Reader 
software,  which  can 
also  be  used  in  com- 
puters and  handheld 
devices  to  download 
books.  Adobe  Systems 
Inc.  offers  Acrobat 
Reader  software  that 
can  be  downloaded  from 
barnesandnoble.com.  But 
of  course,  as  more  big 
players  test  this  market, 
the  success  of  the  e-book 
industry  will  in  part  de- 
pend on  who  can  offer  the 
most  choices  to  readers. 

For  Yuen,  e-books  are  the  perfect 
device  for  his  grand  interactive  vi- 
sion. In  conjunction  with  Gemstar's 
interactive  TV  programming  guide,  e- 
books  might  allow  someone  to  down- 
load a  newspaper  from  an  icon  on 
the  guide,  or  zap  books  directly  from 
the  guide  into  the  e-book  reader. 
First,  though,  readers  have  to  !><■ 
willing  to  give  up  the  paper  page. 

By  Tom  Lowry  in  New  York,  with 
Amy  Bomis  in  Washington 
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Ever  wonder  how  those 
people  who  have  all  the  arts 


Chances  are,  we  had  something  to  do  with  it.  Fact 
is,  98  out  of  the  FORTUNE  100  count  on  business 
intelligence  solutions  from  SAS  to  explore  infor- 
mation, better  understand  customer  and  supplier 
relationships,  predict  behavior,  and  unlock  hidden 
opportunities.  Today,  SAS  is  leading  the  industry 
in  bringing  this  same  level  of  intelligence  to  the 
world  of  e-business.  With  e-Intelligence  from 
SAS,  you  can  capture,  analyze  and  react  to  data 
gathered  at  any  point  of  contact.  And  then  just  as 
quickly  disseminate  new  findings  to  anywhere 
they're  needed  across  your  extended  enterprise. 
To  get  the  answers  you're  searching  for,  call  us 
today  at  1-800-727-0025  or  stop  by  www.sas.com. 
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EMPIRES 


AD  SLUMP? 
WHAT  AD  SLUMP? 


It's  not  stopping  Tribune's 
John  Madigan  from 
pressing  ahead  with  his 
acquisition  spree 

With  ad  revenues  in  a  slump, 
newspaper  readership  in  a 
long-term  slide,  and  TV  view- 
ership  splintering  among  a 
broadening  array  of  choices,  Tribune 
Co.  Chief  Executive  John  W.  Madigan 
might  be  expected  to  pull  in  his  horns  a 
bit.  After  all,  he  built  the  nation's  No.  2 
newspaper  and  TV  company  less  than  a 
year  ago  by  snapping  up  Times  Mirror 
Co.,  and  he  still  is  absorbing  that  $8 
billion  deal.  Yet  Madigan  is  out  scouting 
for  more  purchases.  "We  don't  have  all 
the  major  markets,"  he  says.  "There 
are  opportunities  out  there." 

Another  megadeal  on  the  horizon? 
Not  likely,  but  the  onetime  Salomon 
Brothers  banker — who  since  June  has 
controlled  major  dailies  and  TV  stations 
in  New  York,  Chicago,  and  Los  Ange- 
les— sees  plenty  of  room  to  expand  his 
sprawling  media  empire.  For  some  on 
Wall  Street,  however,  Madigan's  ambi- 
tions seem  as  grandiose  as  the  gargoyle- 
laden,  36-story  neo-Gothic  tower  that 
houses  Tribune's  offices  in  downtown 
Chicago.  After  all,  the  vaunted  promise 
of  the  Times  Mirror  acquisition  has  yet 
to  be  realized  a  year  later.  Adding  more 
properties  now  seems  downright  per- 
ilous, particularly  in  an  ad  downturn. 

Indeed,  investors  have  been  anything 
but  enthusiastic.  They  shaved  17%  off 
Tribune  stock  on  news  of  the  Times 
Mirror  deal  last  March,  and  while  it 
has  bounced  back,  at  about  $40  a  share, 
it  remains  far  below  its  late  1999  high 
of  about  $61.  With  additional  empire- 
building,  stockholders  might  flee.  "In- 
vestors would  probably  look  at  any 
more  deals  with  a  bit  of  a  skeptical 
eye"  because  it  would  dilute  earnings, 
warns  Prudential  Securities  Inc.  ana- 
lyst Brian  S.  Shipman.  "The  stock 
would  get  pummeled." 

Madigan  is  plowing  ahead,  though, 
looking  to  add  to  the  Tribune's  22  TV 


stations  by  buying  up  more  outlets  in 
the  nation's  top  40  TV  markets.  Tribune 
still  has  room  to  grow  under  a  Federal 
Communications  Commission  rule  that 
restricts  station  ownership.  Madigan  and 
his  key  managers  say  they  don't  want 
to  miss  out  on  any  bargains,  now  that 
the  current  ad  softness  could  drive 
down  station  prices,  just  as  the  last  ad 
slump  did  in  the  early  1990s.  That  drop 
triggered  Tribune's  nationwide  expan- 
sion push,  leading  it  to  Times  Mirror. 
FALSE  HOPE?  Even  in  the  face  of  in- 
vestor doubts,  Madigan  continues  to  bet 
that  he  will  lure  national  advertising 
into  his  big-city  network  of  newspapers 
via  package  deals.  But  he's  keeping  ex- 
pectations modest — perhaps  under  $50 
million  in  additional  advertising  revenue 
this  year,  a  fraction  of  the  company's  $6 
billion  annual  revenue  base.  He  doesn't 
forecast  hefty  gains  until  2005,  when  he 
expects  slow-growing  sales  to  hit  $200 
million.  Madigan  also  is  aiming  to  build 
up  sales  across  media,  giving  advertisers 
the  chance  to  buy  space  in  newspapers 
at  the  same  time  that  they  buy  airtime 
on  local  TV — traditionally  a  tough  sell. 
Cross-media  promotions  have  left  ad- 
vertisers and  their  agencies  cool,  says 
George  Hayes,  an  executive  vice-presi- 
dent at  media-buying  outfit  Universal 
McCann.  Such  deals  rarely  "result  in 
better  discounts  or  some  unique  combi- 
nation," says  Hayes. 

But  don't  count  out  the  taciturn  63- 
year-old,  who  has  worked  in  Tribune 
senior  management  for  the  past  26 
years  and  is  clearly  looking  to  estab- 
lish his  legacy.  Madigan  points  to  a  num- 


TELECONFERENCE:  Madigan  has  yet  m 
prove  the  Times  Mirror  deal  was  wi 


ber  of  synergies  among  his  media  pro  t 
erties.   In  New  York,  Newsday  a;  h 
wpix-tv  teamed    up    on    pre-electi  \ 
polling  last  fall  in  the  Senate  race  I 
tween  Hillary  Clinton  and  Rick  Laz 
Ads  in  Newsday  have  helped  ceme  ^ 
wpix'  No.  3  position  in  New  York  in 
cent  sweeps  periods.  Likewise,  freque  tr, 
mentions  on  the  air  are  helping  bu  m 
readership  for  the  Long  Island-bas  r 
newspaper  as  it  boosts  coverage  of  N( 
York  City.  More  recently, 
Tribune  outlets  shared 
savvy    reporting   about 
auto-racing  safety,  which 
eerily     preceded     Dale 
Earnhardt  Sr.'s  fatal  Feb. 
18  Daytona  500  crash. 
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MIXING  MEDIA:  TRIBUNES  NATIONAL  REACH 


NEWSPAPERS  The  Los  Angeles 
Times,  Chicago  Tribune,  Newsday, 
The  Baltimore  Sun,  Orlando 
Sentinel,  the  Hartford  Courant, 
and  five  smaller  dailies  reach 
9  million  readers  every  day  and 
12  million  on  Sundays 


Data:  Tribune  Co. 
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And  by  using  other  assets,  most  no- 
bly the  Chicago  Cubs  baseball  team, 
•ibune  has  been  winning  still  more 
■w  business.  Last  season,  the  company 
i  axed  a  video-game  maker  into  min- 
ing a  $250,000  series  of  TV  spots  on  its 
ubs  broadcasts  even  though  the  ads 
« jre  slotted  for  the  networks.  "It  isn't 
ough  to  go  to  an  advertiser  and  say, 
l-et  me  steal  some  of  your  network 
jney  for   New   York.'  The   answer 
)uld     be     no,"     says     Betty     Ellen 
;rlamino,  general  manager  at  wpix- 
'.  "When  you  go  in  and  say,  'New 
brk,  L.  A.,  and  Chicago' — all  of  a  sud- 
en  they  listen  more." 

Cross-promotion  and  new  uses  for 

fie  data  his  news-gathering  machine 

produces  are  a  big  part  of  Madi- 

,    gan's  efforts  on  the  Net  as  well. 

Ever  since  a  $5  million  invest- 

■ 

'  TV  WPIX  in  New  York, 

KTLA  in  Los  Angeles, 

and  WGN  in  Chicago 

lead  a  22-station  group 

that  reaches  42%  of 
J  U.S.  TV  households, 

including 
2nces  in  Boston 
Philadelphia, 
owns  25%  of 
"VB  network. 


Instead  of  saving  for  a  rainy  day,  Tribune  may 
spend  even  more,  hoping  to  emerge  from  the 
downturn  with  properties  that  rivals  would  die  for 


ment  in  1991  in  the  company  that  be- 
came America  Online  Inc.  turned  into  a 
$1.2  billion  gain,  Tribune  has  backed 
promising  Net  ventures.  Like  others,  it 
has  made  a  few  mistakes  along  the  way. 
Outfits  such  as  Pseudo  Programs  Inc. 
and  iOwn  Inc.,  a  couple  of  dot-coms  that 
Tribune  invested  in,  are  in 
bankruptcy  protection  or 
have  been  sold  off.  But 
other  Net  efforts,  such  as 
chicagosports.com,  a  pop- 
ular sports  site,  and  the 
Recycler.com  California 
classified  ads  site,  continue 
to  draw  visitors.  Still,  Tri- 
bune, after  a  $50  million 
loss  last  year,  expects  to 
lose  an  additional  $25  mil- 
lion this  year  on  its  inter- 
active division. 

In  multimedia,  as  else- 
where, Madigan  insists 
he's  cautious.  Expansions, 
he  argues,  must  be  prof- 
itable. At  the  Los  Ange- 
les Times,  for  instance,  he 
has  let  daily  circulation 
drift  downward  4%,  to 
1.03  million,  reversing  the 
costly  readership-building 
strategy  previous  man- 
agers pursued.  And  he  will 
almost  surely  see  a  fur- 
ther slide  after  doubling 
the  paper's  newsstand 
price  on  Mar.  5,  to  50(2. 
Early  on,  Madigan  over- 
hauled senior  management 
at  the  Times,  and  he  has  trimmed  400 
jobs.  It's  all  in  an  effort  to  hike  profit 
margins  in  the  company's  publishing 
group  that  slipped  from  33%  to  27.7% 
after  the  Times  Mirror  purchase. 

As  he  moves  to  boost  profitability 
companywide,  Madigan  will  be  more  de- 
pendent than  ever  on  his  TV  stations  and 
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TELEVISION 


INTERNET  Tribune  Interactive's  Web 
sites  serve  most  major  cities,  plus  special- 
ty audiences  through 
such  sites  as 
chicagosports.com;  Re- 
cycler.com,  a  general 
classified-advertising 
site  in  Southern  Cali- 
fornia; and  blackvoic- 
es.com,  a  popular 
African  American  site. 
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newspapers.  To  reduce  debt  to  some  $4 
billion  and  to  repurchase  stock,  he  raised 
about  $2  billion  after  taxes  late  last  year 
with  a  rapid-fire  series  of  sales.  He  sold 
Times  Mirror's  magazine  division  to  Time 
Inc.;  its  Jeppesen  Sanderson  flight-in- 
formation services  operation  to  Boeing; 
and  its  education  unit  to 
The  McGraw-Hill  Cos. 
(publisher  of  Business- 
Week). The  moves,  though, 
have  made  Tribune  far 
more  dependent  on  some- 
times fickle  advertising 
revenues — which  lately 
have  made  for  a  "horren- 
dous" top  line,  warns  Mer- 
rill Lynch  &  Co.  analyst 
Lauren  Rich  Fine.  Indeed, 
on  a  pro  forma  basis,  the 
company's  operating  rev- 
enues rose  just  5%  in 
2000,  to  $5.7  billion,  and 
operating  profits  12%,  to 
$1.1  billion. 

"WELL-MANAGED."  For  all 
the  risks  he's  taking, 
Madigan  has  believers, 
even  among  the  competi- 
tion. Rival  publisher  and 
Gannett  Co.  CEO  Douglas 
H.  McCorkindale  nods  to 
Tribune's  national-consoli- 
dation strategy,  noting  it 
echoes  Gannett's  acqui- 
sition approach — even 
though  Gannett  sticks 
mostly  to  small-town  pa- 
pers and  TV  stations.  Con- 
cedes McCorkindale:  "Tribune  is  a  very 
well-managed  company." 

Madigan's  biggest  bet  may  be  on  a 
revival  in  the  advertising  market  in 
the  second  half  of  the  year.  But  even  if 
the  slump  lasts  longer  than  that, 
Madigan  expects  to  emerge  from  it  in 
a  better  spot  than  rivals  who  are  less 
oriented  to  multimedia.  The  company 
had  more  than  $400  million  in  cash  at 
the  end  of  January.  "When  the 
advertising  downturn  goes 
away,  we're  going  to  be  there 
with  these  great  assets  and  a 
great  financial  position,"  says 
Executive  Vice-President  Den- 
nis J.  FitzSimons.  Perhaps.  But 
with  Madigan's  appetite  to  buy, 
the  company  has  to  work  to 
avoid  a  prolonged  case  of 
indigestion. 

By  Joseph  Weber  in  Chicago 
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STRATEGIES 


CAN  PROCTER  &  GAMBLE 
CLEAN  UP  ITS  ACT? 

The  consumer-products  giant  is  floundering.  Why?  Look  at  how  it  lost  its  grip  on  Bounty 


For  a  glimpse  of  the  daunting  chal- 
lenge facing  Procter  &  Gamble 
Co.'s  chief  executive,  Alan  G. 
Lafley,  look  no  farther  than  the 
paper  towel  aisle  at  McCaffrey's  super- 
markets, p&g's  Bounty  brand  has  long 
been  king  at  the  small  Yardley  (Pa.)- 
based  chain,  posting  year  after  year  of 
solid  sales  gains.  So  McCaffrey's  mar- 
keting director,  Rick  Bozzelli,  was  more 
than  a  little  surprised  by  what  hap- 
pened last  year:  Bounty's  sales  dipped. 
At  the  same  time,  Scott — a  brand  that 
just  five  years  ago  had  been  left  for 
dead — was  a  quicker  picker-upper  in 
sales.  "I  never  expected  that  the  com- 
petition would  knock  Bounty  off  its  up- 
ward track,"  Bozzelli  says. 

McCaffrey's  experience  wasn't  iso- 
lated. Bounty's  share  of  the  nation's 
paper  towel  market  in  supermarkets, 
drugstores,  and  major  discounters  fell 
1.8  percentage  points  last 
year — equivalent  to  a 
loss  of  $49  million 
in  sales  in  the  $2.7 
billion  U.S.  paper 
towel  market,  ac- 
cording to  In- 
formation Re- 
sources Inc.  And 
that's  only  one 
small  piece  of  a 
much  larger  prob- 
lem for  Lafley. 
Procter  &  Gamble's 
market  share  was 
down  in  16  of  its  27 
major  product  cat- 
egories last  year, 
says  mi.  In  fact, 
seven  of  its 
nine  biggest 
U.S.  brands 
lost  market 
share  (table, 
page  82). 

What  is 
happening  is 
that  an  ar- 
ray of  smaller, 


— 


more  nimble  players  are  chipping  away 
at  P&G  across  its  vast  range  of  brands. 
Despite  slipping  last  year,  Bounty  still 
dominates  paper  towel  sales,  with  39% 
of  the  market,  but  Scott  and  Kimberly- 
Clark  Corp.'s  other  two  brands  cap- 
tured 15.5%  of  the  market,  up  from 

HOW  BOUNTY  GOT  ROLLED 

P&G's  Bounty  still  dominates 

paper  towels,  but  missteps  helped 

Kimberly -Clark's  Scott  brand  gain 

market  share  last  year 

INNOVATION  Bounty  hasn't  had  a 
brandwide  upgrade  since  1994 

PRICING  Facing  soaring  pulp 
costs,  P&G  raised  Bounty  prices 
9%  last  April;  Kimberly  responded 
with  just  a  6%  hike 

TURNOVER  Bounty  has  had  four 
brand  managers  over  the  past  18 
months 


13.8%  just  one  year  earlier,  p&g's  Tar 
pax  brand  lost  1.9  points  in  mark* 
share,  falling  to  40.9%,  while  Playte 
tampons  picked  up  1.1  points  last  yea 
and  now  has  31%  of  the  market.  Thre 
years  ago,  Colgate-Palmolive  Co.'s  Co 
gate  brand  captured  the  toothpast 
crown  from  p&g's  Crest.  "The  exter 
of  p&g's  vulnerability  right  now  is  as 
founding,"  says  Nick  Chilton,  wh 
worked  at  P&G  and  is  now  ceo  of  snacl 
food  maker  Wyandot  Inc. 
OVERSPENDING.  Indeed,  P&g's  sales  ma 
not  grow  at  all  for  the  fiscal  year  endir 
June  30.  In  January,  the  $40  billion  con 
pany  lowered  its  target  for  revenu 
growth  in  fiscal  2001  to  2%  to  4%,  e: 
eluding  currency  changes,  from  the  4* 
to  6%  range  it  set  in  September.  But  a 
ter  the  company  issued  an  earning 
warning  on  Feb.  26,  blaming  the  cu 
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WE  DIDN'T  JUST  JUMP  ON  THE 
NFRASTRUCTURE  BANDWAGON 

WE  BUILT  IT 


HBk 


i  time  to  set  the  record  straight.  Long  before  our  competitors  even  added  the  word 
ifrastructure"  to  their  vocabulary,  we  were  busy  creating  it.  Since  we  first  launched 
licenter;  it  has  become  the  de  facto  global  standard  for  managing  eBusiness 
restructure.  But  we  didn't  stop  there-we're  also  the  world  leader  in  security  and  storage 
iware.  Every  day  our  software  handles  over  180  million  transactions,  protects  $50  billion 
wire  transfers  and  stores  40  million  security  exchanges.  Expertise  doesn't  happen 
ernight.  It's  taken  25  years  of  hard  work  and  leadership  to  get  to  be  the  best.  So 
ien  we  say  you  can  trust  every  one  of  our  18,000  employees  around  the  world  to  deliver 
s  software  and  service  that  your  eBusiness'  success  depends  on,  we  really  mean  it. 
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THE  SEVEN  IMPERATIVES  FOR 
OUTSMARTING  THE  COMPETITION 

STAN    RAPP   AND 
CHUCK  MARTIN 


"If  your  company  is  plagued 

by  increased  commoditization 

and  intense  price  pressure, 

you  must  read  this  book." 

—Philip  Kotler, 

Kellogg  Graduate  School  of  Management 

Northwestern  University 

"What  MaxiMarketing  did 

for  direct  marketing, 

Max-e-Marketing  will  do  for 

Internet  marketing.  As  usual 

Stan  Rapp  and  his  partner 
Chuck  Martin  are  in  the  van- 
guard of  marketing  thinkers." 

— Al  Ries,  Ries  &  Ries, 
Focusing  Consultants 
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rency  depreciation  in  Turkey,  p&g's  12th- 
biggest  market,  analysts  said  even  that 
is  too  high.  "It's  going  to  be  flat,"  says 
William  H.  Steele,  an  analyst  at  Banc  of 
America  Securities. 

Of  course,  Lafley  inherited  much  of 
this  problem,  p&g  tapped  him  for  the 
top  job  last  June,  after  Durk  I.  Jager 
abruptly  resigned.  Jager,  in  his  18- 
month  tenure,  had  sought  to  shake  up 
the  company's  culture  in  order  to  spur 
innovation,  speed  new  products  to  mar- 
ket, and  boost  sales.  While  he  succeed- 
ed in  boosting  revenues  by  launching 
new  brands,  such  as  the  electrostatic 
dust  mop  Swiffer,  he  overspent  on  new 
products,  and  that  hurt  earnings.  The 
company's  core  earnings  rose  only  2%  in 
fiscal  2000;  they're  expected  to  rise  a 
still-measly  4.1%  in  fiscal  2001.  Now 
Lafley,  a  23-year  p&g  veteran,  is  taking 
a  new  tack.  Instead  of  emphasizing  new 
products,  he  decided  p&g  must  focus 
its  brainpower  and  cash  on  the  big,  es- 
tablished brands  that  drive  earnings 
such  as  Tide  detergent,  Charmin  toilet 
tissue,  and  Bounty. 

OUTGUNNED.  The  formation  last  month 
by  p&g  and  Coca-Cola  Co.  of  a  jointly 
owned  company  to  develop  and  mar- 
ket juices  and  snacks  is  Lafley's  most 
visible  step  yet  in  reorienting  p&g.  The 
plan  aims  to  rejuvenate  p&g's  Pringles 
snack  and  Sunny  Delight  juice-drink 
brands  by  pushing  them  through  Coke's 
global  distribution  system,  which  is 
more  vaunted  even  than  p&g's.  The 
move,  Lafley  said  in  a  conference  call 
with  investors,  "allows  p&g  to  focus  on 
core  categories."  He  declined  to  com- 
ment for  this  story. 

Many  of  p&g's  headaches  in  defend- 
ing its  powerhouse  brands  can  be  seen 
in    Kimberly's   assault   on    one   such 


I  brand,  Bounty.  The  35-year-old  hous- 
hold  name  lost  more  U.S.  market  sha 
last  year  than  any  of  the  compan; 
top  nine  U.S.  brands.  Kimberly  oi 
executed  p&g  on  nearly  every  front: 
product  innovation,  cost  control,  pricir 
promotion,  advertising,  even  in  how 
worked  with  the  managers  of  individi 
stores.  Those  are  all  areas  that  P< 
once  dominated.  "Kimberly-Clark  si; 
ply  out-Proctered  Procter,"  says  Jo 
Watkins,  a  former  paper  towel  sale 
man  at  p&g  who  now  heads  the  sa! 
operations  at  Acosta  Sales  &  Marketi 
Inc.,  one  of  the  nation's  largest  cc 
sumer-products  brokers. 

p&g  officials  say  Bounty's  troubl 
in  2000  are  just  a  bump  in  the  ros 
Tarang  Amin,  Bounty's  North  Ame 
can  marketing  director,  points  out  tl 
Bounty  gained  $800  million  in  toi 
North  American  sales  during  the  199 
"Short-term  blips  aren't  really  the  s 
ry  here,"  he  says.  Still,  Bounty  sales 
U.S.  supermarkets,  drugstores,  and  c 
counters  (data  from  club  stores  si 
as  Costco  aren't  available)  rose  Is 
year  by  just  $18  million,  or  1.7%, 
$1.06  billion,  according  to  iri,  wh 
Scott's  sales  jumped  from  $150  milli 
to  $197  million.  That  pushed  Scot 
market    share    to    7.2%    from    5.1 

Kimberly  set  the  stage  for  its  ; 
sault  on  Bounty  when  it  acquired  Sc 
Paper  in  1995,  taking  on  a  paper  tov 
brand  that  was  cheaper  than  Bour 
but  far  inferior  in  quality.  In  1999,  Ki 
berly  made  its  first  move,  upgradi 
Scott  to  make  it  softer  and  more  s 
sorbent.  The  new  version — called  Sc 
"with  Ridges" — also  used  20%  less  ] 
per  pulp,  lowering  production  cos 
Kimberly  officials  say.  Meanwhile,  P 
hasn't  made  a  similar  brand-wide  i 


P&G'S  Slumping  fSeven  of  Procter  &  Gamble's 

iT»  top  nine  brands  lost  market 

Brand  Lineup  share  last  year* 


PRODUCT 


2000  MARKET  SHARE  %  CHANGE  VS.  199 


ALWAYS  Feminine-protection  pads       38.6%  -1.1 

TIDE  Laundry  detergent  38.3%  0 

BOUNTY  Paper  towels  39.0%  -1.8 

CHARMIN  Toilet  tissue  29.4%  -0.3 

DOWNY  Fabric  softener  46.4%  -0.1 

F0LGERS  Coffee  33.0%  -0.1 

PAMPERS  Disposable  diapers  24.5%  -0.7 

PANTENE  Hair-care  products  13.1%  +0.2 

PRINGLES  Potato  crisps  5.4%  0.9 


^^  M 


*U.S.  sales  in  food,  drug,  and  mass  discount  stores  only     Data:  Inlormation  Resources  Inc. 


82  Biimii        '.'■  .  i       March  12,  2001 


PRESSURE 


These  days,  an  array  of  smaller, 
lore  nimble  players  are  chipping  away  at  P&G's 
rands.  Says  one  former  employee:  "The  extent 
f  Procter  &  Gamble's  vulnerability  right  now  is 
gtounding" 


Dvement  to  Bounty  since  1994,  when 
launched  "quilted  embossed  technol- 
y"  to  make  the  towels  more  durable. 
o  one  in  the  industry  disputes  that 
mnty's  quality  is  still  higher  than 
ott's,  but  Kimberly  entered  2000  with 
towel  closer  in  quality  to  Bounty  that 
ill  cost  less  and  that  Kimberly  could 
:ch  as  improved.  p&g  couldn't  counter 
th  ;i  similar  message. 
Kimberly  made  the  most  of  this.  The 
mpany  stepped  up  advertising  spend- 
%  on  Scott  by  15.6%,  to  $3.5  million, 
iring  the  first  10  months  of  2000,  ac- 
rding  to  cmr,  a  firm  that  tracks  ad 
ending.  That's  puny  compared  with 
G,  which  spent  $29.9  million  on  Boun- 
during  the  same  period,  much  of  it 
network  television,  cmr  says.  But 
mberly  spent  efficiently,  using  local 
ads  to  target  specific  markets  as  it 
lied  out  its  new  towels  in  different 
rts  of  the  country.  And  it  didn't  help 
at  p&g's  ad  spending  on  Bounty, 
lile  huge,  was  cut  by  30.5%  from  a 
ar  earlier.  A  p&g  spokesman  declined 
specify  why  it  cut  Bounty  advertis- 
y,  but  noted  that  the  company  often 
ifts  spending  levels  on  brands. 
As  Kimberly-Clark  stepped  up  the  at- 
:k,  Bounty's  management  was  in  flux, 
the  past  year  and  a  half,  Bounty  has 
d  four  brand  managers.  One  went  on 
iternity  leave  and  two  left  for  new 
)s  outside  p&g.  "There  was  no  institu- 
nal  memory,"  says  a  person  close  to 
g's  Bounty  operations. 
That  might  explain  the  company's 
xt  misstep.  Hit  by  soaring  pulp 
ices,  p&g  increased  Bounty's  wholesale 
ice  by  9%  last  April.  Kimberly  seized 
2  opportunity  to  boost  its  profits  and 
les.  It  raised  Scott's  price  the  same 
mth,  but  by  only  6%,  letting  the  price 
p  grow.  It  could  afford  this  because  it 
oduces  two-thirds  of  its  pulp  for  the 
S.  market  itself,  which  buffers  it 
>m  rising  prices. 

ICE  POINTS.  Kimberly  drove  the  price 
sdge  further  by  discounting  Scott  to 
)res  more  frequently  than  p&g  was 
i  ing  with  Bounty,  grocers  say.  At  Mc- 
■ffrey's,  for  example,  Scott  was  on  sale 
o  to  three  times  as  often  as  Bounty 
it  year,  selling  at  69<2  to  79<2  for  a 
jular-size  roll,  down  from  a  list  price 
$1.19.  Meanwhile,  Bounty  sat  on  the 


shelf  at  its  full  $1.29  price  much  of  the 
time.  "I  don't  care  how  loyal  you  are, 
most  people  aren't  going  to  pass  up  a 
50(2  price  difference,"  says  Bozzelli,  the 
chain's  marketing  director. 

Kimberly  has  another  advantage.  Its 
salespeople  visit  the  supermarkets  more 
frequently  than  p&g's,  some  chains  say. 
They  pay  attention  to  whether  prod- 
ucts are  getting  enough  shelf  space  and 
a  prominent  shelf  position,  and  are  being 
sold  at  the  right  price — details  that  can 
make  a  big  difference  in  such  a  slow- 
growth  business.  In  contrast,  a  former 
P&G  field  manager  says  P&G  sharply  cut 
back  its  in-store  presence  at  supermar- 
kets during  the  1990s.  It  went  from  a 
full-time  staff  for  that  purpose,  to  a 
part-time  staff,  then  finally  contracted 
out  most  of  the  work.  Larry  Murphy, 
the  grocery  manager  at  a  Treasure  Is- 
land store  in  Chicago,  says  his  Kimber- 
ly saleswoman  stops  in  twice  a  month: 
"We  don't  see  anyone  from  p&g.  I'm 
more  inclined  to  give  her  the  shelf  loca- 
tions she  wants." 

By  November,  p&g  decided  it  had 
lost  enough  market  share  with  Bounty. 
It  rolled  back  its  April  price  increase 
by  half  and  aggressively  stepped  up 
its  promotion;  sales  responded  with  a 
22.4%  year-on-year  gain  in  January. 
The  company  is  also  rolling  back  price 
increases  in  feminine-care  products  in 
the  U.S.,  diapers  in  Germany,  and  de- 
tergent in  Britain.  "We  have  been  tak- 
ing a  hard  look  at  pricing  to  make  sure 
we  are  offering  customers  a  better  val- 
ue," Lafley  said  in  a  conference  call  in 
January.  He  added  that  p&g  will  step 
up  efforts  to  cut  costs  so  that  it  has 
more  pricing  flexibility,  p&g  also  ap- 
pears to  be  hiring  part-time  merchan- 
disers to  boost  its  relationship  with  in- 
dividual supermarkets,  according  to 
consumer-product  brokers.  It's  running 
newspaper  ads  in  help-wanted  sections 
for  the  positions. 

Still,  p&g's  competitors  aren't  letting 
up.  On  the  paper  towel  front,  Kimberly 
says  it  will  continue  rolling  out  Scott 
"with  Ridges" — it's  now  available  in 
about  half  of  the  country — and  plans  to 
launch  a  softer  Scott  with  wider  ridges 
in  May.  Don't  expect  Lafley 's  job  to  get 
easy  anytime  soon. 

By  Robert  Berner  in  Chicago 
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Written  by  a  senior  executive  in 

Oracle's  Customer  Relationship 

Management  Division,  E-Business  or 

Out  of  Business  uncovers  the  secret 

of  Oracle's  Web-based  success 
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World  Wide  Web." 
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Oracle  Corporation,  from  the  Foreword 
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ALLSTATE  had  to  build  an  Internet  distribution  channel  under  an  aggressive 
deadline  that  left  some  on  Wall  Stn  al.  Using  enterprise  software  from 

Microsoft,  they  created  a  new  quote-and-buy  Web  solution  from  scratch  and 
integrated  it  with  legacy  systems.  As  planned  and  on  budget,  www.allstai< 
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Service  mark  of  Allstate  Insurance  Company. 


. 


ist  night's  t 

ea  can  be  implement© 
fore  the  competition's. 

software  had 
ad  to  nod,  it  would. 


enterprise  software  from  Microsoft  helps  you  implement 

st.  Though  the  logic  is  clearly  faulty,  the 
)hrase  "it  has  to  happen  yesterday"  is  understood  by  most 
)usinesspeople.  That's  why  Microsoft  gives  you  a  complete 
;et  of  software  building  blocks  that  can  be  rapidly 
issembled,  reconfigured,  and  reassembled  according  to 
'our  situation.  From  mission-critical  operating  system 
software  like  the  Microsoft®  Windows*1  2000  Server  family 
o  powerful  business  software  such  as  the  Microsoft  .NET 
Enterprise  Server  family,  all  Microsoft  software  is  designed 
o  be  flexible  enough  to  help  you  quickly  meet  whatever 
he  "do  it  yesterday"  world  of  business  sends  your  way.  To 
ind  out  how  you  can  make  your  business  more  agile,  visit 
nicrosoft.com/business  Software  for  the  Agile  Business. 
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COMMENTARY 


By  Roger  O.  Crockett 


NORTEL:  OPTIMISM  OR  HUBRIS? 


Sometimes,  lessons  come  hard.  For 
months,  Nortel  Networks  Corp. 
CEO  John  A.  Roth  told  Wall 
Street  that  the  telecom-equipment 
maker  would  sizzle  in  2001,  with  more 
than  30%  revenue  growth.  He  made 
the  bold  prediction  not  once  but  three 
times  since  September.  Then  reality 
came  crashing  in.  On  Feb.  15,  Roth 
announced  that  Nortel's  revenues 
would  be  flat  in  the  first 
quarter,  at  $6.3  billion — 
$2  billion  shy  of  the  com- 
pany's previous  estimate. 
The  company's  stock  plum- 
meted more  than  35%,  to 
less  than  20  on  the  news. 
Still,  Roth  predicted  that 
Nortel's  revenue  growth 
will  accelerate  the  rest  of 
this  year,  so  2001  revenues 
should  be  15%  more  than 
2000's  $30.3  billion. 

Deja  vu,  anyone?  About 
12  months  ago,  Nortel's 
archrival,  Lucent  Technolo- 
gies Inc.,  badly  missed 
Wall  Street's  revenue  esti- 
mates for  a  single  quarter. 
Lucent  ceo  Richard  A. 
McGinn  said  it  was  a  tem- 
porary stumble  that 
wouldn't  keep  his  company 
from  achieving  20%  annual 
growth.  Eleven  months 
and  four  missed  earnings 
targets  later,  McGinn  is 
gone,  and  Lucent  is  still 
reefing.  "It's  a  tidal  wave," 
says  BlueStone  Capital  Se- 
curities Inc.  analyst  Susan 
.  Kalla  of  the  telecom  indus- 
try's slump.  "These  tidal 
waves  affect  everybody." 

Nortel  included.  The 
Brampton  (Ont.)  company 
doesn't  have  the  gobs  of 
problems  that  plague  Lu- 
cent. Even  so,  Roth  will  be 
hard-pressed  to  meet  that 
15%  growth  target.  Blame 
Nortel's  most  important 
customers,  the  telephone 
companies,  which  are 
ratcheting  back  spending 
on  telecom  gear.  Kalla  ex- 


pects capital  expenditures  by  major 
telecom  companies  to  shrink  9%  this 
year,  to  $113.6  billion,  after  a  17% 
jump  in  2000.  Nortel  will  fare  better 
than  the  rest  of  the  equipment  indus- 
try because  of  its  dominant  share  of 
the  fast-growing  optical  market,  but 
that  probably  won't  be  enough  for 
Roth  to  meet  the  growth  rates  he's 
forecasting.  Most  Wall  Street  analysts 


are  predicting  a  7%  to  12%  rise.  "Fif- 
teen percent  revenue  growth  seems 
very  undoable,"  says  abn  Amro  Inc. 
analyst  Ken  Leon.  "We  see  10% — and 
think  that's  optimistic." 

Nortel's  earnings  forecast  may  be 
even  more  optimistic.  The  company 
expects  income  before  special  charges 
to  surge  10%  this  year,  from  $2.3  bil- 
lion last  year.  But  on  Feb.  15,  Roth 
said  that  Nortel  will  lose 
about  $129  million  in  the 
first  quarter,  and  he  won't 
provide  specifics  on  the 
profit  outlook  for  each  busi- 
ness unit.  So  the  consensus 
analyst  estimate  is  that 
profits  will  be  flat  this  year. 
The  10%  goal  is  "just 
ridiculous,"  says  analyst  B. 
Alex  Hendersen  of  Sa- 
lomon Smith  Barney. 
THE  PLAN.  Roth  promises 
to  have  the  skeptics  eating 
crow  one  more  time.  He  is, 
after  all,  the  exec  who 
transformed  sleepy  North- 
ern Telecom  into  a  Digital 
Age  star  with  the  most  ad- 
vanced optical  gear  any- 
where. To  meet  that  profit 
[.!      target,  Roth  plans  to  radi- 
j       cally  cut  manufacturing 
costs  by  turning  over  pro- 
duction of  low-margin  voice 
products  to  contract  manu- 
facturers. He'll  slice  $1  bil- 
lion in  expenses  by  trim- 
ming 10,000  jobs  and 
rolling  back  research-and- 
development  spending  to 
12%  of  revenues,  from  14% 
in  2000. 

Roth  is  just  as  adamant 
that  his  revenue-growth 
goals  are  utterly  doable. 
While  the  U.  S.  economy  is 
struggling,  Nortel  expects 
regions  outside  of  North 
America,  which  account  for 
35%  of  sales,  to  fuel  the 
business.  He  thinks  Nor- 
tel's wireless  division  can 
grow  20%  this  year  becaua 
'of  the  rollout  of  mobile  ser- 
vices worldwide.  And  he 
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The  bigger  the  crowd, 
the  better  the  performance. 


You're  a  major  player  in  the  securities 
irkets  worldwide,  so  when  it  comes 
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predicts  that  Nortel's  dominance  in 
the  optical-gear  market  will  help  gen- 
erate robust  sales  growth  even  as 
telecom  companies  slow  their  purchas- 
es of  other  products.  "We're  going  to 
ride  this  out,"  he  says.  "Other  people 
may  not  be  so  lucky." 

Confidence  today  can  look  like 
hubris  tomorrow.  This  may  be  one  of 
those  cases.  An  examination  of  Nor- 
tel's four  key  business  segments  sug- 
gests that  Roth  will  have  a  hard  time 
keeping  his  vows. 
■  The  traditional  telecom  equipment 
business.  This  group  sells  the  switch- 
es that  direct  voice  calls  to  their 
proper  destination,  racking  up  sales  of 
$6.5  billion  last  year.  As  AT&T  and 
other  phone  companies  shy  away 
from  the  shrinking  long-distance  busi- 
ness, they're  buying  less  old-fashioned 
voice  gear  and  more  equipment  that 
handles  data  and  Internet  traffic. 
"People  are  stepping  back,"  says 
Howard  E.  Janzen,  ceo  of  Williams 
Communications  Group  Inc.,  a  Tulsa 
(Okla.)  telecom  company.  "Nortel  is 
feeling  the  impact." 

Meanwhile,  the  telecom  upstarts 
that  have  been  gobbling  up  telecom 
equipment  for  the  past  few  years 
have  suddenly  lost  their  easy  access 
to  cash.  Worse,  the  bankruptcies  of 


icg  Communications  Inc.  and 
gst  Telecom  have  scared  off 
lenders.  The  result  is  that 
revenues  for  Nortel's  tradi- 
tional telecom  business  are 
likely  to  drop  about  23%,  to 
$5  billion,  Leon  estimates. 
■  The  local  equipment  busi- 
ness. This  group  will  suffer 
from  the  tightening  of  capital 
markets,  too.  The  division 
saw  its  sales  soar  45%  last 
year,  to  $10.1  billion,  largely 
because  local  phone  compa- 
nies were  buying  equipment 
to  connect  their  metro  net- 
works. But  many  of  these 
small  telecom  players  are 
slowing  their  purchases  as 
cash  dries  up.  Merrill  Lynch 
&  Co.  expects  capital  expen- 
ditures by  telecom  upstarts  to  drop 
25%  this  year,  to  $21  billion. 

The  other  part  of  Nortel's  local 
business  is  selling  communications 
gear  to  corporations.  Here,  Nortel  is 
a  bit  player  compared  with  Cisco  Sys- 
tems Inc.,  which  has  59%  of  the  mar- 
ket for  the  switches  that  direct  data 
and  Net  traffic.  Nortel's  share:  8%. 
Nortel  is  introducing  new  products  to 
gain  ground  this  year,  but  its  push 
comes  as  companies  are  slashing  tech 


spending.  The  Commerce  Dept.  esti- 
mates that  business  purchases  of  com 
munications  gear  will  drop  2%  in  the 
first  quarter,  down  from  65%  growth 
in  the  first  quarter  of  last  year.  All 
told,  abn  Amro  analyst  Leon's  esti- 
mate that  revenues  for  Nortel's  local 
business  will  rise  18%  this  year  seems 
more  likely  than  Nortel's  forecast  of 
40%-50%  growth. 

■  The  wireless  business.  This  division 
will  need  a  big  surge  this  year  to  help 


Nortel's  Outlook:  Let's  Do  the  Math 

Nortel  Networks  has  told  investors  that  its  revenues  will  rise  by  15%  in  2001,  but  a  sector-by-sector  analysis 
by  brokerage  house  ABN  Amro  suggests  that  10%  is  more  likely. 


TRADITIONAL 

TELEPHONE 

EQUIPMENT 

CORPORATE 
AND  METRO 
EQUIPMENT 


WIRELESS 
EQUIPMENT 


OPTICAL 
EQUIPMENT  AND 
COMPONENTS 


PROSPECTS  FOR  2001 

Selling  equipment  to  phone  companies  used  to  be  Nortel's 
strength.  But  demand  for  traditional  voice  switches,  the  key 
product  in  this  division,  is  fading  fast. 

This  unit,  which  sells  communications  gear  to  corporations  and 
local  phone  companies,  has  been  a  weak  spot  for  Nortel.  Cisco 
Systems  commands  59%  of  the  market  for  switches  sold  to 
corporations,  vs.  Nortel's  8%.  The  same  slowdown  that  is  hitting 
Cisco  will  hit  Nortel,  causing  a  sharp  drop  in  revenue  growth. 

Nortel  has  relentlessly  chased  the  third-generation  (3G)  wireless 
market  and  has  landed  some  big  contracts  overseas  with 
BT  Cellnet,  Airtel,  and  others.  But  telecom  players  in  the  U.S. 
and  Europe  will  probably  slow  their  spending  this  year  in  the  face 
of  a  profit  crunch  and  weak  consumer  demand  for  3G  services. 

This  has  been  the  growth  engine  for  Nortel.  But  troubled 
telecom  companies  are  slashing  their  spending,  and  no 
improvement  is  in  sight. 


TOTAL 

*After  eliminating  sales  between  business  units  of  $2  billion  in  2000  and  $2.6  billion  in  2001 
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2000 
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$5 

10.1 
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11.9 

5.1 
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5.9 

10.6 
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42% 

$33.3* 

2001  EXPECTED 
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(23%; 


16 


23 


10% 

Data:  ABN  Amro,  company  reports 
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boost  overall  sales  growth.  The  compa- 
ny's goal  is  to  push  wireless  revenues 
up  20%  in  2001,  to  about  $6  billion.  To 
manage  that,  Roth  is  pursuing  con- 
tracts for  third-generation  wireless 
networks,  or  3G,  which  enable  users  to 
zap  data  and  video  from  phone  to 
phone.  In  the  past  nine  months,  Nortel 
has  won  more  than  $2  billion  in  multi- 
year  contracts  from  six  big  players,  in- 
cluding bt  Cellnet  and  Spain's  Xfera. 
Customers  are  buying  Nortel's  pitch 
that  3G  services  depend  on  connec- 
tions to  swift  optical  backbones — Nor- 
tel's strength. 

But  3G  may  not  take  off  as  fast  as 
Nortel  hopes.  In  Europe,  wireless 
players  paid  nearly  $200  billion  for 
new  licenses  and  may  not  be  able  to 


afford  much  equipment  before  next 
year.  In  the  U.S.,  3G  licenses  may  not 
even  be  available  until  2004.  That 
means  that  Roth's  goal  to  hike  Nortel's 
share  of  the  global  wireless  market 
from  10%  to  25%  by  2003  is  awfully 
ambitious.  "That  seems  aggressive," 
says  analyst  Wojtek  Uzdelewicz  of 
Bear,  Stearns  &  Co. 
■  The  optical  business.  What  could 
save  Roth  is  another  stellar  year  in 
his  optical  unit.  Last  year,  sales 
boomed  139%,  to  $10.6  billion,  as  tele- 
com players  snapped  up  the  speedy 
gear.  But  this  year  doesn't  look  as 
promising  because  of  cutbacks  at  ma- 
jor telecom  companies.  Level  3  Com- 
munications Inc.,  a  major  provider  of 
Internet  networks,  will  spend  $3.4  bil- 


lion this  year,  vs.  nearly  $6  billion  last 
year.  The  result:  Nortel's  optical  busi- 
ness is  expected  to  grow  23%  this 
year,  to  $12.5  billion. 

Roth  realizes  that  Nortel's  opti- 
mistic targets  will  take  a  Herculean  el 
fort.  After  all,  his  optical  juggernaut  is 
as  susceptible  as  any  other  business  t( 
economic  malaise.  "They  will  have  to 
fight  every  single  day  to  keep  ahead," 
warns  Fred  Harris,  Sprint  Pes  Group's 
director  for  network  planning  and  de- 
sign. So  Roth  might  do  well  to  adopt  : 
more  realistic  view  of  how  an  unpre- 
dictable economy  can  cripple  even  the 
strongest  competitors. 


Crocket  writes  on  telecom  and  tec) 
nology  issues. 


AN  IRON  FIST  IN  A  VELVET  GLOVE 


Don't  let  Clarence  J.  Chandran's 
refined  manner  fool  you.  The 
president  and  chief  operating  of- 
ficer of  Nortel  Networks  Corp.  is  as 
tough  as  they  come.  A  few  years  ago 
in  Singapore,  while  he  was  sleeping 
at  a  colleague's  house,  Chandran  was 
awakened  by  three  knife-wielding 
burglars.  He  was  stabbed  repeatedly 
in  the  chest  and  abdomen,  but  some- 
how he  fought  them  off.  The  injured 
executive  underwent  a  four-hour  op- 
eration, three  days  of  intensive 
care,  and  months  of  rehab  before 
recovering. 

Now,  Chandran,  52,  must  rely 
on  his  survival  instincts  to  help 
lead  Nortel  through  what 
promises  to  be  one  of  the  tough- 
est years  in  the  history  of  the 
105-year-old  Canadian  company. 
Nortel  Chief  Executive  John  A. 
Roth  appointed  Chandran  his 
No.  2  last  June,  a  move  that 
many  took  to  mean  that  the  na- 
tive of  Bangalore,  India,  would 
soon  be  named  to  Nortel's  top 
job.  Insiders  now  say  Chandran 
is  likely  to  take  the  reins  before 
the  end  of  the  year. 

When  Chandran  moves  into 
the  top  slot  may  very  well  de- 
pend on  how  quickly  he  and 
Roth  can  put  Nortel  back  on 
track.  The  company's  stock 
plunged  35%,  to  less  than  20  in 
mid-February,  after  the  company 
revealed  it  wouldn't  meet  its 
30%  revenue-growth  target  for 
the  year.  Many  analysts  doubt 
Nortel  will  even  be  able  to  meet 


the  revised  goal  of  15%.  While  Roth 
serves  as  the  company's  visionary, 
it's  Chandran's  job  to  guide  the  daily 
operations  of  Nortel's  four  main  busi- 
nesses and  deliver  the  growth  his 
boss  is  promising.  Chandran  isn't 
worried.  "I  don't  panic,"  he  says. 

Chandran  has  years  of  experience 
to  fall  back  on.  He  started  as  a  sales- 
man for  Bell  Canada,  then  Nortel's 
parent,  back  in  1973.  He  diligently 
worked  his  way  up  over  the  past  28 


years,  living  throughout  the  world  in 
a  range  of  management  jobs.  "He 
has  great  business  acumen,"  says 
Roth.  Chandran's  responsibilities  now 
include  sales,  marketing,  research 
and  development,  human  resources, 
and  acquisitions. 

ULTIMATUM.  He's  not  known  for  his 
patience,  however.  Last  year,  he  de- 
cided that  Nortel  should  buy  Alteon 
WebSystems  Inc.  so  Nortel  could  sel 
its  customers  Alteon's  Internet 
switches.  When  he  sat  down  with 
Dominic  P.  Orr,  Alteon's  chief  execu 
tive,  last  summer,  Orr  wanted  to 
wait  a  couple  of  months  to  cut  a  dea 
in  hopes  that  Alteon's  value  would 
rise.  Chandran  appeased  Orr  by  giv 
ing  him  two  weeks — and  then  gave 
him  an  ultimatum.  Orr  capitulated 
and  sold  Alteon  for  $7.2  billion.  "He 
has  an  iron  fist  that's  fitted  in  the 
perfect  velvet  glove,"  says  Orr. 

Chandran  may  be  a  little  preoccu- 
pied with  time.  He  has  a  collection  o 
more  than  a  dozen  watches,  and  sev- 
eral have  more  than  one  face  so  that 
he  can  quickly  see  the  time  in  differ- 
ent regions  of  the  world. 

He's  a  man  who  believes  that 
every  minute  counts.  On  a  recent 
trip  to  Eagle  River  in  northern 
Canada,  he  spent  the  weekend  fish 
ing  without  making  a  single  catch. 
Then,  in  the  last  (50  minutes,  he 
caught  four  Atlantic  salmon.  "The 
thing  you  learn  is  to  never  give  up," 
he  says.  That's  the  kind  of  grit  Chan 
dran  will  need  to  get  Nortel  through! 
these  rocky  times. 
Roger  O.  Crockett  in  Brampton,  (hi 
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L  Lets  customers  in 

6.  Except  for 

10.  Carpet  calculation 

14.  Shoemaker,  often 

15.  K_  "Kellogg" 

16.  West  Virginia  natural  resource 

17.  Telecommuter's  workplace 

19.  Abrupt 

20.  Gore's  namesakes 
2L  Anchorman's  station 

22.  Met  Life  competitor 

23.  Numerical  prefix 

25.  Wal-Mart's  warehouse  club 
27.  " Luxury"  (see  page  at  right) 


32.  Qantas'  koala,  for  one 

36.  Prefix  for  comic 

37.  Low-quality 

39.  Live  and  breathe 

40.  Doesn't  sell 

41.  Major  auto-racing 
sponsor 

42.  Poets 

44.  Keyboard  key 

45.  Very  wide  foot 

46.  Fasten,  in  a  way 

47.  Specification 
50.  Bar-code  readers 

52.  Internet  addresses:  Abbr. 
54.  It  may  be  round  or  odd 


55.  Computer  term  in  the  news 

last  November 
58.  Board  members,  often:  Abbr. 
61.  French  pronoun 

64.  Mata 

65.  New  name  at  Treasury 

68.  70  Across  customer:  Abbr. 

69.  Swiss  abstractionist 

70.  IRA  offerer,  for  short 
7L  Ring  results 

72.  Types  of  toothpaste 

73.  Fast-food  menu  item 
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1.  Labor  Department  agency 

2.  Group  together,  as  receivables 


3.  Shade  trees 

4.  Wedding-announcement  wor 

5.  Sign  of  Broadway  success 

6.  Riskless 

7.  Auction  proviso 

8.  P&C  drugstore  brand 

9.  Compass  reading 

10.  Microsoft's  database  managt 

11.  Overwhelming  defeat 

12.  Merit 

13.  Utah  ski  resort 

18.  Bank  insurer:  Abbr. 

22.  Physicians'  lobby:  Abbr. 

23.  Part  of  some  vacations 

24.  Ocho ,  Jamaica 

26.  American  Airlines' 
corporate  name 

27.  One  end  of  a  spread 

28.  Reagan  cabinet  member 

29.  Build 

30.  Church  section 

3L  Minutes,  for  example 

33. out  (create,  as  a  career) 

34.  Sales  rep's  goal 

35.  Market-research  activity 
38.  11-member  cartel 

42.  Czech  Republic  city 

43.  Nonstandard  contraction 
45.  Building  extension 

48.  Work  for  49  Down 

49.  April  payee 
51  In  addition 

53.  Economies  of 

55.  Cyber-discussion 

56.  Cabdriver 

57.  Oil  company  bought  by 
BP  Mobil 

59.  Power  source 

60.  Cheers  for  a  bullfighter 

61.  Kind  of  computer 

62.  Ye Shoppe 

63.  Woes 

65.  UPS  delivery:  Abbr. 

66.  Stamp  on  a  returned  check 

67.  Musical  perception 
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s.  That's  why 
=  )ines  a  300-hp  32-valve  with  a  cabin  that's  beautifully  appointed  with  walnut 
•r.  And  it's  the  only  full-size  luxury  SUV  in  the  world  to  receive  the 
nt's  highest  crash-test  rating.*  "For  more  information  or  to  schedule  a 
ive,  visit  lincolnvehicles.com  or  call  800-688-8898." 
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Science  &  Technology 


SEMICONDUCTORS 


FROM  NICHE  PLAYER 
TO  GOLIATH 

STMicroelectronics  has  bucked  the  chip  slump...  so  far 


Chipmakers  from  Silicon  Valley  to 
Tokyo  are  feeling  the  pain.  Sales 
have  sagged  amid  slowing  per- 
sonal-computer growth  and  mount- 
ing inventories.  Yet  escaping  the  sudden 
fourth-quarter  industry  slump,  Geneva- 
based  STMicroelectronics  ended  the  year 
with  a  flourish.  Revenues  grew  48.3%  in 
the  fourth  quarter,  while  net  profit 
jumped  151%.  For  the  full  year, 
sts  sales — powered  by  chips  for 
mobile  phones,  set-top  boxes, 
smart  cards,  and  flash  memo- 
ries— climbed  55%,  nearly  double 
the  industry  average.  That  pro- 
pelled the  $7.8  billion  company 
up  two  notches,  to  No.  7,  in  a 
worldwide  ranking  by  San  Jose 
(Calif.)-based  market  researcher 
Dataquest  Inc. 

The  market  is  treating  st 
like  any  other  chipmaker,  knock- 
ing its  shares  down  more  than 
50%  from  its  March,  2000,  high 
of  73.  But  Sicilian-born  Chief 
Executive  Pasquale  Pistorio  has 


beaten  the  odds  before.  Over  the  past 
decade,  the  65-year-old  former  Motorola 
Inc.  exec  has  racked  up  one  of  the  most 
successful  track  records  in  the  global 
chip  industry.  Now,  for  the  first  time  in 
two  decades,  a  European  chipmaker  is 
poised  to  enter  the  industry's  inner  cir- 
cle, with  the  heft  and  R&D  muscle  to 
battle  for  industry  leadership.  "It's  a  top 
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Data:  Company  reports 


SMART  BET:  By  shunning  PC  chips, 
CEO  Pistorio  put  ST  on  a  growth  tro 

performance,"  says  Ulrich  Schumacl 
ceo  of  rival  German  chipmaker  Infin< 
Technologies. 

To  get  to  this  place,  Pistorio  wagei 
a  decade  ago  that  sales  growth  for  d 
tal  gizmos  such  as  cell  phones,  TV  set- 
boxes,  and  smart  cards  would  one 
outpace  the  PC's  growth.  It  was  no  si 
bet.  In  the  1980s,  U.S.  and  Japan 
companies  dominated  the  industry 
selling  processors  and  memory  chips 
the  booming  PC  market,  relegating  1 
ropeans  such  as  st  (then  called 
Thomson  Microelectronics)  to  the  si 
lines.  Headquartered  8,000  miles  fr 
Silicon  Valley,  the  company  appeal 
unthreatening  as  it  quietly  invested 
so-called  systems  on  a  chip,  which  p 
processors,  memory,  and  analog  fu 
tions  on  a  single  sliver  of  silicon. 
PRESCIENT.  But  st's  gamble  seems 
the  mark.  Analysts  figure  sales  of  ch 
used  in  PCs  will  drop  by  5%  this  year 
about  $94  billion,  while  the  commun 
tions,  automotive,  and  consumer-el 
tronics  markets  st  serves  will  surge  2 
to  more  than  $100  billion,  "st  is  in 
sweet  spot,"  says  Peter  Knox,  a  chip 
alyst  at  Commerzbank  in  London. 

Of  course,  no  company  can  defy  w 
markets  for  its  products:  If  sales  of 
phones,  autos,  and  handheld  gadgets  s 
this  year,  st  could  feel  the  pinch.  It 
ready  has  warned  that  first-half  ss 
could  be  bruised  by  the  U.S.  slowdc 
and  a  glut  of  chip  inventory  around 
world.  But  analysts  still  figure  it  will 
$9.7  billion  in  revenues  this  year,  up  2 
That's  more  than  three  times  the  gren 
forecast  for  the  whole  industry.  "I 
be  disappointed  if  we  do  not  make  it 
the  top  three,"  says  Pistorio. 

st  has  a  shot  at  getting  there.  It 
spent  a  decade  building  up  a  librarj 
intellectual  property  and  has  perfec 
the  art  of  welding  these  building  blc 
into  combo  chips  designed 
the  precise  specifications  of  i 
tomers  or  industries.  That 
skill  not  easily  matched  by  0 
panies  such  as  Intel  Corp. 
Samsung  Co.  that  are  tooled 
high-volume  production  of  si 
dard  chips,  "st  is  the  absol 
leader  in  system-on-a-chip  t< 
nology,"  says  Josh  Fisher,  di 
tor  of  Hewlett-Packard  I  ,ab< 
tories  in  Cambridge,  Mass. 
selected  st  in  1995  as  a  strat 
partner  to  develop  |h>\vit1u1  i 
processors  for  various  digital 
plications  thai  are  now  neat 
launch,  "st  is  positioned  as 
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All  the  networking  experience 
you  could  ask  for  in  one  company. 


As  one  of  the  world's  most  trusted  developers  of  intelligent  solutions  in  networks,  computer  systems 
and  semiconductors,  NEC  can  bring  you  the  bandwidth,  reliability  and  longevity  you  need  to  succeed. 
Our  newest  photonic  network  platform  will  transmit  3.2  terabits  per  second  -that's  the  equivalent  of 
sending  1,600  complete  feature  length  films  in  just  one  second,  using 
just  one  strand  of  a  fiber  optic  cable.  See  how  the  advanced  technology  and 
experience  of  NEC  can  help  you  build  faster,  more  reliable  networks  today, 
and  far  into  the  future. 


Imagination. 


www.nec.com 


.n  nature 
we  see  reflections  of  our  children. 


oe  strong  one. 


The  ocean,  rambunctious  and  untamed. 


ose  the  tree  over  the  ocean 
like  choosing  one  child  over  the  next. 

An  impossibility  as  large  as  the  world  itself. 

'.he  world's  leading  environmental  groups  are  working  togethe; 
To  find  out  how  you  and  your  employer  can  help, 

please  visit  our  Web  site  at  www.earthshare.org. 


Earth  Share 

One  environment.  One  simple  way  to  care  for  it. 


as  Intel  or  Microsoft  were  in  the  1980s 
a  decade  of  superheated  growth,"  s 
Fisher. 

Credit  Pistorio's  faith  in  forging  ck 
links  with  customers.  In  the  1980s, 
was  among  the  first  in  the  industry 
form  R&D  alliances  with  other  com] 
nies.  Now,  his  top  12  customers,  st 
as  HP,  Nokia,  and  Nortel,  account 
45%  of  revenues.  "Alliances  are  in 
DNA,"  Pistorio  says.  Such  relationsh 
also  should  help  ST  keep  its  better-th; 
average  growth  going  forward,  even 
crunch  times.  That's  because  close  pa 
ners  are  less  likely  to  defect  in  favor 
other  suppliers. 

COLLABORATION.  Cell-phone  giant  No 
Corp.,  for  example,  approached  ST 
1989  seeking  an  energy  management  c 
that  would  give  its  phones  longer  batt< 
life.  ST  then  made  a  chip  that  trip 
standby  time  to  60  hours — a  bre 
through  at  the  time  that  gave  Noki 
big  edge.  Their  collaboration  grew,  s 
Nokia  is  now  st's  largest  customer, 
counting  for  some  12%  of  sales.  "They 
gone  the  extra  10  miles  for  us,"  s 
Pertti  Korhonen,  a  senior  Nokia  ma 
facturing  vice-president. 

Of  course,  Nokia  itself  is  caught  up 
the  gloom.  And  in  any  case,  ST  is  not 
only  player  with  system  expertise.  Te 
Instruments,  LSI  Logic,  Toshiba,  i 
Analog  Devices  all  boast  strong  syst 
skills  and  are  building  chips  for  telec( 
networking,  and  digital-appliance  cc 
panies.  To  reach  Pistorio's  goal  of  5% 
world  market  share  by  2007,  st  \ 
have  to  outperform  them  all.  "Until  n 
st  has  been  able  to  spot  the  next  gro\ 
area  a  little  ahead  of  the  competitio 
says  Joe  D'Elia,  head  of  the  semic 
ductor  group  at  Dataquest.  "They  hs 
to  continue  to  do  that." 

In  short,  ST  has  waltzed  into  the  pc 
PC  world.  But  how  will  st  fare,  pc 
Pistorio?  "The  company  has  yet  to  pu 
credible  succession  strategy  in  plat 
says  D'Elia.  And  that  leaves  some  a 
lysts  concerned.  A  charismatic  lea 
who  inspires  strong  corporate  loya 
Pistorio  has  one  of  the  lowest  rates 
management  turnover  in  the  industr 
a  factor  analysts  say  has  contributec 
st's  exceptional  performance.  Since 
1987  merger  of  SGS  and  Thomson,  o 
six  of  the  top  350  managers  have  qu 

A  tough  act  to  follow.  But  for  n 
Pistorio  isn't  ready  to  talk  about  ret 
ment.  And  when  the  handover  fins 
comes,  ST  fans  say  the  company  can  CO 
on  a  deep  management  bench.  That 
its  diversified  markets,  should  help 
weather  the  slump  better  than  most. 

By  Gail  Edmondaon  in  Romt 
Andy  Reinhurdt  in  Paris 
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YOU'RE    CERTAINLY     UNIQUE. 


THEE  LLIOTT 


Unequaled  luxury,  unmistakably  Seattle. 


ISN'T    THAT    REASON    ENOUGH    TO 
STAY    IN    A  ONE-OF-A-KIND    HOTEL? 


Downtown      Seattle 


A  member  of 
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Which  investment 
bank  drove  the 
eMerge  IPO? 

Who  ran  the  $130  million  IPO  for  cattle 
netmarket  maker  eMerge?  Who  else  ...  adams, 
harkness  &  hill— the  most  experienced  investment 
bank  around  when  it  comes  to  emerging  growth. 

Not  only  are  all  our  clients  emerging  growth 
companies,  we  also  concentrate  on  the  most 
dynamic  growth  sectors— technology,  healthcare, 
and  specialty  consumer.  Which  is  why  we've 
developed  the  expertise  to  help  emerging 
enterprises  improve  shareholder  value  better  than 
any  other  investment  bank.  And  because  we 
focus  on  quality— not  quantity— of  relationships, 
we  deliver  exceptional  after-market  support, 
personalized  attention,  and  the  kind  of  expert 
advice  that  produces  superior  results. 

Find  out  for  yourself.  Contact  the  emerging 
growth  experts  @ adams,  harkness  &  hill. 
Visit  www.ahh.com/mni. 


adams,  harkness  &  hill 

the     emercinc     Growth     investment     bank*" 
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YOUR  WORLD  STOPS  WHEN  YOUR 


But  the  real  one  keeps  going. 


USA 


All  Internet. 

All  Business 
All  Week. 


i  DISCOVER  the  most  significant 
trends,  technologies  and 
opportunities  you  need  to 
maximize  your  business 
potential  in  the  new  economy 

i  LEARN  to  maximize  profits  and 
minimize  costs  using  proven 
and  new  innovations  in 
Internet  technology 

FIND  out  the  most  relevant, 
rock  solid  Internet  business 
strategies  to  keep  competitive 
advantage 

UNCOVER  tools,  techniques 
and  case  studies  to  build  and 
enhance  customer  relationship 
management  strategies 


Internet  World  Spring  Presents: 

D2ME  —  Digitization  &  Distribution 
DM  C  of  Media  &  Entertainment  consists 
zzxzzzz     0f  two  ,jayS  0f  conference  forums. 


ME  FESTIVAL 


An  online  competition  of 
media  and  entertainment. 
Live-action  films,  animation,  web  commercials, 
web  series  and  experimental  works.  Cast 
your  vote  online  NOW  at  www.d2mefest.com. 


Register  Now! 

atwww.internetworld.com/registerspring 

For  More  Information 

Visit  www.internetworld.com 

To  Request  a  Brochure 

Call  1-800-500-1959  or  e-mail  iwsprogramfaiw.com 

To  Exhibit 

E-mail  eventsalesOiw.com 


The  Eighth  Annual 
Internet  World  Spring  2001 

Conference:  March  12-16 

Exhibits:  March  H-16 

Los  Angeles  Convention  Center 
Los  Angeles 
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1  lie  effects  01  energy  efficiency  travel  lar  beyond  your  Ibott 


ottoiin  line. 


Every  year,  more  and  more  organizations  embrace  energy  managemei 
a  means  to  their  financial  goals.  But  how  many  recognize  the  other  bt 
of  energy  efficiency,  like  improved  corporate  reputation  and  cleaner 
Energy  Sx4Rk  Partners  do.  And  the  U.S.  Environmental  Protection  Ag 
congratulates  them  all.  Especially  the  Partners  of  the  Year,  whose  outstan 
achievements  demonstrate  that  an  investment  in  energy  performance  never stops  pay  in 


To  learn  more  about  Enerv.y  Star,  call  1-888-STAR-YES  or  visit  www.epa.gov/buil 


2000  ENERGY  STAR  Partners  of  tlie  Year  Advance  Transformer  Co.  •  Arden  Realty,  Inc.  •  CI:  Lighting  •  Harwood  '  lutei 

Johnson  &  Johnson  •  La  Quinta  Inns,  Inc.  •  North  Memorial  Health  C 
Pitney  Bowes,  Inc.  •  Public  Service  Company  of  Colorado  Denver  District  ( 
Sachem  Central  School  District  •  ShopKo  Stores,  Inc.  •  Sl.tt,  oj  It  iscon 

i  ■  .  ■.!■!■  i .    pom I  by  Hi.   i   5   Environmental  Protect Agency  and  the  U.S  Department  of  Energ)    Energy  Star  l«  a  I   '■  registered  mart 
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WAY  TO  TEST 
IUGS  ON  FETUSES- 
ITHOUT  THE  FETUS 

SMATURE  LABOR  IS  THE 
mmon  complication  of 
gnancy,  affecting  1  in  10 
>ectant  mothers.  Despite 
jor  advances  in  neonatal 
e,  studies  indicate  that 
emies  are  more  likely  to 
fer  debilitating  heart  and 
piratory  conditions,  as  well 
learning  disabilities,  than 
ir  full-term  counterparts. 
[b  date,  doctors  have  had 
rely  on  just  a  handful  of 
iicines  to  stop  preterm  la- 
.  That's  because  pharma- 
tical  companies  are  reluc- 


tant to  test  nov 
el   compounds 
that  potential- 
ly could  harm 
the  mother  or 
child. 

But  what  if 
you  could  test 
the  drugs  in  a 
bioengineered  pla 
centa,  outside  the 
body?  Douglas  A.  Kniss,  a  re- 
searcher at  Ohio  State  Uni- 
versity, is  doing  just  that.  He 
has  coaxed  individual  placental 
cells  to  proliferate  and  form 
a  three-dimensional  structure 
whose  cells  have  finger-like 
projections.  These  cells  pro- 
duce hormones  characteristic 
of  a  normal  placenta,  nur- 


tured by  a 
blood-like  broth 
that  flows 
through  the 
tissue  carry- 
ing nutrients 
and  oxygen. 
Kniss's  re- 
search, which  is 
being  patented, 
could  have  a 
IN  UTERO:  A  profound  im- 
risky  place  to  pact  on  the 
experiment  medical  treat- 
ment  of  all  ex- 
pectant mothers,  not  just  those 
at  risk  for  preterm  labor.  "Clin- 
icians prescribe  drugs  based 
on  a  lack  of  evidence  of  prob- 
lems, not  proof  that  they  are 
actually  safe,"  he  says.  □ 


HACKING  CROPS  FROM  FIELD  TO  STORE 


S  CONSUMERS  GET  PICKIER 

bout  what  they  eat,  food 
fccessors  are  finding 
lemselves  in  a  jam:  How 
in  they  guarantee  that 
le  products  they're  selling 
re  truly  organic,  say,  or 
at  genetically  modified? 
eave  it  to  us,  say  execs  at 
eere  &  Co.  Working  with 
vo  partners,  the  farm- 
}uipment  leader  plans  to 
»lp  food  companies  seam- 
ssly  track  crops  they've 


contracted  to  buy,  from 
farmers'  fields  to  their 
loading  docks. 

The  service  is  based  on 
the  global  positioning  satel- 
lite technology  that  Deere 
already  offers  on  its  ma- 
chinery. Data  on  what 
seeds  are  planted  where 
and  which  fields  have  been 
sprayed  with  pesticides  are 
precisely  mapped  and  then 
uploaded,  real-time,  to  a  se- 
cure Web  site  run  by  a 


Deere  affiliate,  Vantage- 
Point  Network  LLC.  Sub- 
scribing food  companies  can 
access  this  info  anytime 
they  like.  In  addition, 
CropVerifeye.com  LLC,  an- 
other Deere  partner,  will 
send  auditors  into  fields 
and  barns  to  spot-test  corn, 
soybeans,  and  other  com- 
modity crops  for  chemicals 
or  genetic  modifications. 

Deere's  service  is  free  to 
farmers,  but  will  cost 
processors  about  $3.50  an 
acre.  Michael  Arndt 


ASSES  THAT 
ANGE  WITH  YOUR 
ESCRIPTION 

NERD   LOOK   MAY   BE    IN, 

even  the  most  fashion- 
scious  diva  is  likely  to 
ge  at  the  thought  of  don- 
r,  Adaptive  Eyecare  Ltd.'s 
si  glasses,  called  AdSpecs. 
t  is,  until  she  finds  out 
tt  they  can  do.  In  min- 
i,  the  wearer  can  ad 
the  lenses  to  fit 
prescription. 
ies  by 
iptive 
«are 

v  that  the  opti- 
quality   of  these 
istable  lenses  is  as 


good — or  better — than  that 
of  traditional  eyeglasses.  And 
since  the  specs  can  be  mass- 
produced  at  one  location,  they 
cost  only  a  few  dollars  to 
make.  That  would  be  a  real 
boon  to  people  in  developing 
countries  who  lack  money  for 
prescription  lenses. 

The  AdSpecs'  lenses,  which 
are  the  brainchild  of  Oxford 
University  physicist  Joshua 
D.  Silver,  are  made  of  mylar 
and  filled  with  silicone 


ADSPECS:  Syringes 
change  the  strength 


oil.  Customizing  the  lenses  to 
a  person's  eyesight  is  done 
by  adding  or  withdrawing  a 
small  amount  of  oil  via  a  sy- 
ringe on  either  side  of  the 
frame,  thus  changing  the 
curvature  of  the  lenses.  Once 
the  prescription  is  adjusted, 
the  syringes  are  removed  and 
thrown  away. 

Silver  estimates  his  Ad- 
Specs can  be  produced  for 
about  $5  a  pop.  He  says  the 
company  will  begin  shipping 
first-generation  versions  to 
developing  countries  in  the 
next  three  to 
six  months.  More 
fashionable  next- 
generation  models 
will  be  available  in 
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about  a  year. 


INNOVATIONS 


■  Europe's  Framework  pro- 
gram, the  blueprint  for  Eu- 
ropean Commission  spending 
on  research  and  innovation 
since  the  mid-1980s,  could  be 
getting  a  healthy  17%  boost, 
to  $16.5  billion.  That's  the 
figure  on  the  table  for  the 
next  four-year  plan,  which 
kicks  off  in  2003.  In  addition 
to  accelerating  online  collab- 
orations among  university 
and  industrial  researchers, 
the  EC  wants  to  translate 
more  university  research 
into  products  in  areas  like 
biotechnology,  nanotechnolo- 
gy,  and  aeronautics. 

■  Tina  M.  Nenoff  of  Sandia 
National  Laboratories  and  re- 
searchers from  four  other  in- 
stitutions have  developed  a 
"water  softener"  for  radioac- 
tive dumps.  Their  concoction 
is  a  trap  that  admits  only  spe- 
cific molecules — just  like  the 
tiny  sponges  in  water  soften- 
ers that  sop  up  metals  in  tap 
water.  When  these  cages  were 
tailored  to  admit  strontium- 
90,  the  micro-sponges  snared 
99.8%  of  the  noxious  ions.  If 
the  microcages  are  then  heat- 
ed to  500C,  they  collapse  and 
seal  the  strontium  inside, 
ready  for  burial. 

■  It's  a  standing  joke  among 
scientists:  Fusion  power  was 
always  more  than  a  decade 
off — and  it  still  is.  But  now  a 
team  of  European  physicists 
led  by  Sandra  Chapman  at 
Britain's  University  of  War- 
wick claims  to  have  discov- 
ered what  may  be  the  key  to 
producing  inexhaustible  ener- 
gy by  fusing  hydrogen  atoms 
from  seawater.  The  group  is 
constructing  the  first  com- 
puter model  that  can  simu- 
late fusion's  so-called  H  mode. 
That's  when  the  superhot 
plasma  gathers  itself  into  a 
stable  sunlike  furnace — a  fire- 
ball that  should  be  easier  to 
contain  within  the  magnetic 
force  fields  of  special  reac- 
tors, such  as  tokamaks.  De- 
tails will  appear  in  the 
Mar.  19  issue  of  Physical  Re- 
view Letters.  Otis  Port 
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The  Workplace 


VIOLENCE 


AFTER  THE 
SHOOTING  STOPS 


When  employees  are 
murdered  on  the  job,  the 
trauma  can  last  for  years. 
How  companies  cope 

A  few  minutes  before  3  p.m.  on 
Thursday,  July  1,  1993,  an  enraged 
client  walked  into  the  lobby  of  the 
San  Francisco  law  firm  Pettit  & 
Martin.  Reaching  into  his  briefcase,  the 
well-dressed  man  pulled  out  a  tec-9 
paramilitary  assault  pistol.  He  then  pro- 
ceeded to  shoot  everybody  in  sight,  me- 
thodically hunting  down  employees  in 
offices,  conference  rooms,  hallways,  and 
staircases.  By  the  time  the  rampage  was 
over,  the  gunman  had  murdered  eight 
people  and  wounded  six  others. 

No  organization  can  ever  be  prepared 
for  such  a  nightmare.  But  despite  being 
in  a  state  of  near- 
medical  shock,  Pet- 
tit's  managers  re- 
sponded to  the 
tragedy  remarkably 
quickly.  After  a  flee- 
ing lawyer  alerted 
personnel  manager 
Karen  Wilson  to  the 
shooter,  she  and  sev- 
eral other  employees 
barricaded  the  doors 
of  their  office  suite 
with  file  cabinets,  and 
lacking  any  other 
source  of  information 
about  the  massacre, 
tuned  in  to  prelimi- 
nary radio  reports  of 
the  shooting.  Realizing  the  firm  was  go- 
ing to  need  immediate  help  in  dealing 
with  the  disaster,  Wilson  placed  a  call  to 
workplace  psychologist  Bobbi  Lambert 
while  the  killer  was  still  on  the  loose.  To- 
gether, they  started  laying  the  ground- 
work for  an  officewide  mourning  ses- 
sion that  was  held  at  a  nearby  hotel  the 
next  day. 

After  a  weekend  of  funerals,  employ- 
ees returned  to  the  scene  of  the  out- 
burst on  Tuesday,  July  5.  Working 
around  the  clock,  crews  had  removed 


all  evidence  of  the  slaughter.  Bloody  car- 
pets had  been  pulled  up,  broken  win- 
dows replaced,  and  bullet-punctured 
walls  repaired.  On  the  advice  of  Lam- 
bert, who  said  the  firm  should  avoid  the 
temptation  to  pretend  nothing  had  hap- 
pened, flowers  were  placed  in  every  spot 
where  somebody  had  died,  as  well  as  a 
journal  where  people  could  record  mem- 
ories of  the  victim. 

FLASHBACKS.  Five  grief  counselors  were 
also  on  hand  to  console  workers,  many  of 
whom,  upon  returning  to  work,  were 
experiencing  vivid  flashbacks  of  the  in- 
cident and  could  not  stop  crying.  The 
firm  kept  the  professionals  on  the  site 
for  two  weeks,  paid  for  unlimited  visits 
afterward,  and  gave  every  employee 
who  requested  leave  some  time  off. 

It  was,  all  in  all,  a  textbook  response 
to  workplace  violence.  Yet  Pettit  never 
recovered.  Already  reeling  from  a  then- 


Hi 


UNDER  FIRE  In  1993,  while  a 
massacre  (above)  at  her  San 
Francisco  law  firm  was  still 
under  way,  personnel  manager 
Wilson  barricaded  herself  in  an 
office  and  called  a  psychologist 


vast  majority 
anywhere    fro 


slowing  California 
economy,  the  firm 
continued  to  lose 
lawyers  and  weaken 
financially.  In  1995, 
it  disbanded.  "After 
that  event,  I  don't 
think  it  would  have 
been  possible  to  keep 
the  firm  going  on  much  longer,"  says 
former  partner  Sheldon  M.  Siegel. 
"There  was  just  sort  of  this  sadness, 
this  pall  in  the  air." 

Unlike  Pettit,  most  organizations 
that  go  through  the  trauma  of  a  work- 
place shooting  manage  to  survive  the 
ordeal.  But  life  is  never  the  same. 
Some  employees  refuse  to  set  foot  in 
the  office  again.  Others  move,  change 
careers,  get  divorced.  While  a  few 
workers  plunge  into  their  jobs  with 
more  singlemindedness  than  ever,  the 


few  days  to  a 
years  to  regaii 
dinary  product: 
In  the  meant 
mistakes  inert 
recruiting  is  I 
and  clients, 
are  always  ur 
standing  during  the  first  few  days 
an  incident,  grow  impatient. 

That's  why  workplace  violence,  be 
being  an  unbearable  personal  cala 
also  frequently  turns  into  a  serious 
agement  challenge.  And  it's  one  tl 
surprisingly  large  number  of  execu 
are  forced  to  face.  Since  the  Bure 
Labor  Statistics  started  keeping  re 
in  1992,  murder  has  been  second  o: 
highway  accidents  as  the  leading  cat 
death  on  the  job.  In  1999,  645  p 
were  killed  in  the  workplace. 

Many  of  the  victims  were  taxical 
vers,  police  officers,  security  guards 
convenience-store  clerks.  But  big 
panies  have  not  been  spared.  In  ad< 
to  the  recent  shootings  at  Navisti 
ternational  Corp.  in  suburban  C 
and  at  Edgewater  Technology  Irj 
Wakefield,  Mass.,  there  have  also 
incidents  at  facilities  run  by  X 
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rd,  Chrysler,  Merrill  Lynch,  and 
ens  of  other  corporations  (table,  page 
).  And  if  history  is  any  guide,  the 
nber  of  cases  will  rise  as  the  economy 
rs  and  layoffs  mount. 
?he  managers  who  have  to  deal  with 
se  incidents  are  thrust  into  an  im- 
sible  situation.  Within  minutes  of  one 
the  most  harrowing  experiences  of 
ir  lives,  they're  suddenly  confronted 
h  a  series  of  conflicting  demands  that 
y  had  never  imagined,  much  less  pre- 
ed  for.  The  police,  who  want  to  pre- 
<re  as  much  evidence  as  possible  for 
ire  prosecution,  take  over  the  work 
,  evacuate  everybody,  and  tell  exec- 
fes  to  say  as  little  as  possible  about 
incident.  At  the  same  time,  employ- 
ed relatives— not  to  mention  the 
iia— are  hungry  for  every  shred  of 
rmation  available. 

Company  leaders  and  publicity  chief- 
■  meanwhile,  usually  want  to  make 
immediate  goodwill  gesture  to  rela- 
s  of  slain  employees — say,  by  offering 
»ay  the  funeral  charges  or  their  chil- 


DEATH  KNELL 


dren's  tuition.  But  the  victims'  families 
frequently  wind  up  suing  the  compa- 
ny— especially  if  the  killer  was  a  for- 
mer employee — making  the  legal  de- 
partment wary  of  unnecessary 
communication  and  any  gifts  that  could 
be  interpreted  as  admissions  of  guilt. 
"What  is  clear  is  that  there's  no  book  on 
how  to  handle  this,"  says  Glenn  Sexton, 
general  manager  of  Xerox  Hawaii,  who 
initially  led  the  company's  response  to 
the  1999  murder  of  seven  at  a  parts 
plant  in  Honolulu.  "It  was  probably  the 
hardest  thing  I'll  ever  do  in  my  life." 
"STILL  STUNNED."  As  in  any  life-threat- 
ening situation,  those  who  witness  a 
workplace  shooting  immediately  go  into 
survival  mode.  Norepinephrine,  gluta- 
mate,  dopamine,  and  seratonin  rush  into 
the  brain,  while  adrenaline  fills  the  body. 
Overwhelmed  with  these  chemicals,  peo- 
ple frequently  don't  feel  grief  for  hours. 
"The  body  goes  into  shock,"  says  Hon- 
olulu Police  Dept.  Lieutenant  Frank  Fu- 
jii,  who  counseled  Xerox  employees  in 
1999.  "A  lot  of  people  don't  feel  any- 


thing until  they  go  home. 
Then  they  break  out  in 
tears  and  realize  what  they 
could  have  lost." 

As   soon   as   the   shock 
wears  off,  almost  everybody 
experiences  some  form  of 
post-traumatic  stress  syn- 
drome. But  it  manifests  it- 
self in  a  wide  variety  of 
ways.  After  the  shooting  at 
Navistar  in  Melrose  Park, 
111.,  on  Feb.  5,  about  20% 
of  the  plant's  workforce  of 
850  took  the  next  day  off. 
Among    the    people    who 
went  to  counseling  sessions 
the  next  day,  "some  were 
just    still    stunned,"    says 
William  B.  Bunn,  Navistar's 
vice-president  for  health, 
safety,    and    productivity. 
"Some  were  outright  griev- 
ing for  their  friends.  Some 
were  feeling  guilty;  they 
were  saying,  'I  know  that 
when  he  stopped  to  reload, 
I  could  have  grabbed  him.'" 
In  this  state,  employees 
are  almost  incapable  of  re- 
turning to  their  normal  rou- 
tines. After  a  gunman  killed 
five  people  at  the  Atlanta 
office  of  day-trading  firm 
All-Tech  Investment  Group  on  Thurs- 
day, July  29,  1999,  the  office  reopened  on 
the  next  Monday.   "The   [employees] 
came.  But  they  weren't  doing  anything. 
They  were  just  milling  around,"  recalls 
Bruce  T.  Blythe,  ceo  of  Atlanta's  Crisis 
Management  International,  which  coun- 
seled All-Tech.  "The  [firm]  called  us  and 
said,  'Something  needs  to  happen.... 
Nobody  is  working.'" 

Faced  with  this  situation,  All-Tech  re- 
sponded the  way  Pettit  and  most  other 
professionally  counseled  corporations  do: 
by  gathering  everybody  together  and 
painstakingly  reviewing  the  details  of 
the  event.  This  leads  to  a  discussion  of 
people's  feelings  about  the  incident  and 
the  recognition  that  others  are  having 
the  same  reaction— the  first  step  toward 
moving  beyond  the  tragedy.  These  ses- 
sions are  usually  followed  up  with  pri- 
vate counseling,  in  which  employees 
plagued  by  recollections  of  the  carnage 
often  go  through  a  specialized  therapy 
known  as  Eye  Movement  Desensitiza- 
tion  and  Reprocessing.  The  process  re- 


Pettit  &  Martin  disbanded  two  years  after  the  rampage 
here  was  just  sort  of  this  sadness ...  in  the  air,"  says  a  former  law  partner 
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quires  victims  to  remember  the  most 
shocking  moments  while  doing  a  series 
of  eye  exercises — a  treatment  that  ap- 
pears to  help  many  people  cope  with 
their  memories. 

Such  steps  help  most  employees  get 
up  and  running,  however  shakily,  within 
about  two  weeks.  But  not  everybody 
heals  so  fast.  Lambert  recalls  walking 
the  halls  of  Pettit  three  weeks  after  the 
shooting  to  check  up  on  people.  "They 
would  seem  normal,  but 
then  you'd  look  inside  some- 
body's office  and  see  tears 
going  down  their  cheeks," 
she  says. 

Indeed,  appearances  can 
be  deceiving  in  the  weeks 
after  a  shooting.  Customers 
and  suppliers  are  almost  al- 
ways extraordinarily  sym- 
pathetic, showering  the  or- 


to  sue  companies — if  there  were  any 
signs  that  an  attack  was  forthcoming. 
And  there  often  are:  Few  assailants  ex- 
plode without  making  threats  first. 

In  the  wake  of  the  Xerox  incident, 
for  example,  two  traumatized  witnesses 
filed  suits  alleging  that  the  company 
should  have  foreseen  the  danger  posed 
by  Byran  K.  Uyesugi,  the  employee  who 
perpetrated  the  attack.  According  to  one 
filing,  Uyesugi  got  upset  at  a  1995  gath- 


GUNS  AT  WORK 

Workplace  murder  is  the  second-leading  cause  of  death 
on  the  job  and  has  afflicted  many  leading  companies. 


is  an  awkward  situation,"  says  Ian  \ 
marketing  manager  at  Xerox  Haw 
"They  understand  the  gravity  of  w 
happened,  but  they  can  never  really 
it." 

Survivors,  in  contrast,  frequently 
the  after-effects  of  workplace  viole 
all  too  vividly.  Michele  Marinaro,  fori 
summer-associate  coordinator  at  Pet 
says  the  incident  made  her  apprec: 
her  co-workers  more  than  ever.  "I 
member  walking  into 
grief  counseling  session 
day  afterwards  and  hugg 
people  and  saying  to  th 
'Thank    God    you    wen 


Navi<jtsjr  ^  f°rmer  employee  forced  his  way  into  a 
lNavldtdl    suburban  Chicago  factory  on  Feb.  5,  2001, 
fired  nearly  30  shots  from  an  AK-47,  and  killed  four  workers. 


On  the 
day  after 


MASSACHUSETTS  MURDER: 

After  Edgewater 


ganization  with  flowers  and 
forgetting  about  deadlines. 
The  work  team  also  grows 
closer.  United  by  a  powerful 
common  experience,  the  or- 
dinary hierarchy  dissolves. 
CEOs  hug  receptionists,  and 
workplace  rivals  abandon 
their  usual  diet  of  petty 
warfare. 

But  much  of  this  good 
feeling  eventually  wears  off.  When  the 
bosses  start  cracking  the  whip  again, 
underlings  feel  betrayed.  And  the  cus- 
tomers, no  matter  how  empathetic  they 
may  be,  have  businesses  to  run.  Their 
patience  tends  to  wear  thin  long  before 
the  effects  of  the  shooting  wear  off. 
"Clients  usually  can't  do  enough  for  you 
during  the  first  week  or  two,"  says  Lam- 
bert, whose  Kentfield  (Calif.)  consultan- 
cy, Confidante  Inc.,  has  advised  several 
organizations  that  have  been  victimized 
by  workplace  violence.  "Then  it's  like 
'We  need  to  get  back  to  work,  and  we 
don't  really  want  to  hear  anything  more 
about  this.'" 

Over  the  long  term,  even  thornier 
problems  emerge.  One  is  litigation.  Vic- 
tims of  shootings  and  the  family  mem- 
bers of  injured  workers  have  the  right 


Edgewater  Technology 

Christmas  last  year,  an  employee  of  Boston-area 
Edgewater  Technology  shot  seven  members  of  the 
firm's  accounting  department,  all  of  whom  died. 

VpjYw  'n  ^e  worst  mass  murQ,er  in  Hawaii's 
A.CIUA  njstory,  a  disgruntled  copier  repairman 
murdered  seven  at  a  parts  warehouse  outside 
Honolulu  in  November,  1999. 


FT^H  ^ne  auto  ma'<er  suffered 
rUIU   shootings  during  1994,  1995, 
and  1996  at  factories  in  Michigan.  It  has  since 
developed  a  multidisciplinary  workplace-violence 
response  team. 


GRIEF  IN  CHICAGO:  At 

Navistar,  four  were  kill 


An  auto  worker  shot  a  co-worker  to 
death  at  a  plant  in  Sterling  Heights, 


Chrysler 

Mich.,  in  December,  1994 

FirPinsiTi'c  FiinH  An  angry  emP|Qyee  snot  tnree  of 

1  11  Lilian  d  1  UllU   tne  insurer's  executives  at  a 
popular  lunch  spot  near  its  Tampa  office  in  January,  1993. 


Data:  BusinessWeek 


FLOWERS  IN  HAWAII:  hit 

wake  of  a  Xerox  massa 


ering  of  his  work  team  and  said:  "I'll 

take  care  of  them I'll  shoot  all  of 

them."  The  company  then  allegedly 
sought  counseling  for  Uyesugi  but  de- 
clined to  fire  him.  (Xerox  denies  liability 
but  declined  to  discuss  details  of  the 
suits.)  Similar  litigation  followed  the  1999 
Atlanta  day-trading  shooting.  As  these 
cases  go  to  trial,  employee  witnesses 
are  often  forced  to  choose  between  their 
company  and  their  colleagues,  and  the 
finger-pointing  can  get  ugly. 
HAUNTING  MEMORIES.  Another  problem 
is  recruiting.  Whether  it's  superstition  or 
a  desire  to  avoid  what  seems  like  a  de- 
pressing workplace,  candidates  aren't 
eager  to  move  into  an  office  whose  pre- 
vious occupant  was  murdered.  They  also 
have  a  hard  time  mixing  in  with  the 
company  veterans.  "For  newer  people,  it 


hurt,'"    she    recalls, 
spend   so   many   hour^ 
work  that  while  the  relationship 
be  superficial  on  one  level,  you  don'l 
ally  realize  how  close  the  bond  is."  [ 

Nearly  eight  years  after  the  si 
ing,  Marinaro  thinks  about  it  freqi 
ly.  "I  still  need  to  flesh  it  out,"| 
says.  "I  still  want  to  hear  about 
want  to  know  all  of  the  details.  I 
to  know  where  everybody  was 
what  happened  from  their  perspect 
But  no  matter  how  much  new  \i 
mation  she  uncovers,  how  hard 
ponders  it,  or  how  many  conversal 
she  has,  Marinaro  can't  make  send 
what  happened  that  day.  It  still  afj 
her.  And,  she  expects,  it  probablj 
ways  will. 

By  Mike  France  hi  New  York, 
Michael  Arndt  in  Chicago  and  bn\ 
reports 
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portfolio,  and  the  entire  market, 
as  easy  as  pushing  a  button.  With 
NDB's  Mobility,3"  you're  ready  to 
trade,  receive  alerts,  view  financial 
headlines  and  stories,  analyze 
market  trends  and  more  from  the  car, 
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College  Savings  Plans 
Come  of  Age 

How  to  sift  through  the  many  options  states  now  offer 

BY  CAROL  MARIE  CROPPER  &  ANNE  TERGESEN 

hen  states  began  offering  plans  to  help 

parents  save  for  college  in  the  late 

1980s,  the  choices  were  simple:  Pay  a 

set  amount  for  tuition  in  advance,  and 

your  child  could  attend  an  in-state 

school  years  later  regardless  of  what 

happened  to  tuition  costs.  It  was  sort 
of  like  prepaid  funeral  expenses — and  about  as 
tantalizing. 

The  plans,  called  529s  after  the  section  in  the 
tax  code  that  authorized  them,  have  come  a  long 
way  since  then.  A  new  savings  breed  lets  you  set 
aside  $100,000  or  more  in  a  tax-deferred  account 
that  can  be  invested — depending  on  the  state — in 
anything  from  boring  bonds  to  risky  technology 
funds.  Your  child  can  use  the  money  in  any 
school — not  just  those  on  a  preselected  list.  Best 
yet,  you're  not  restricted  to  investing  in  your 
own  state's  plan  but  can  go  shopping  among 
nearly  all  of  the  41  states  that  either  offer  these 
programs  or  will  soon. 
To  help  you  find  the 
plan  that  meets  your 
needs  and  investment 
tastes,  BusinessWeek 
has  compiled  a  comprehensive  guide  to  the  new 
529s.  In  the  table  (page  104),  we  tell  you  how 
many  and  what  types  of  investment  options  each 
savings  plan  offers,  its  fees  and  2000  investment 
returns,  as  well  as  helpful  information  such  as 
how  to  reach  the  plans  by  phone. 

Edward  McCartney,  an  executive  vice-presi- 
dent at  Fidelity  Investments,  which  manages  the 
Massachusetts,  New  Hampshire,  and  Delaware 
programs,  calls  the  new  plans  "one  of  the  best  ve- 
hicles for  saving  for  college,"  since  they  allow 
for  tax-deferred  growth.  No  wonder  these  plans 
are  sprouting  up  across  the  nation.  Since  1990,  32 
states  have  launched  these  go-anywhere  plans, 
creating  a  vibrant,  competitive  national  market. 
An  additional  nine  states  have  approved  pro- 
grams and  are  expected  to  get  them  up  and  run- 
ning later  this  year.  Six  more,  plus  the  District  of 
Columbia,  have  legislation  pending. 

An  important  factor  to  weigh  when  choosing 
among  529s  is  the  number  and  type  of  invest- 
ment vehicles  offered.  Keep  in  mind  that  it  can 
be  difficult — and  costly — to  move  money  to  a 
new  state  plan  or  even  from  one  option  to  an- 
other within  a  single  state's  plan.  You  may  have 
to  shift  the  account  to  a  new  beneficiary  or  pay  a 
penalty,  typically  10%  of  earnings,  for  an  un- 


COLLEGE 
PLANNING 
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Bed  withdrawal.  A  state  with  several  in- 
ting  options  gives  you  the  flexibility  of  putting 
v  contributions  into  a  different  fund  if  you 
i't  like  how  your  first  pick  is  doing. 
Vhile  a  handful  of  states  still  offers  only  one 
f  to  invest,  the  trend  has  been  toward  more 
ice — and  more  exposure  to  the  stock  mar- 
,  as  well  as  the  opportunity  to  choose  what 
i  of  equities  you  want.  If  a  large  menu  of  in- 
tment  options  appeals  to  you,  check  out  the 
zona,  Maine,  and  Nebraska  plans.  Each  offers 
or  more  different  portfolios.  Twenty-four 
es  either  have  or  plan  options  that  let  you 
everything  on  stocks — in  some  cases,  ag- 
Bve,  growth,  or  even  tech  stocks.  Thirteen 
r  bond  funds,  and  18  feature  balanced  funds, 
ch  are  stock-and-bond  blends. 


There  is,  of  course,  a  downside  to  all  this 
choice.  Higher  potential  returns  usually  mean 
higher  risks.  Many  states  with  equity  options 
reported  losses  last  year  in  at  least  some  of 
their  funds.  Investors  who  bought  into  Arizona's 
technology  fund,  launched  Sept.  1,  saw  48.2%  of 
their  savings  disappear  by  yearend.  On  the  oth- 
er hand,  Louisiana's  lone,  trusty  bond  fund  re- 
ported a  steady  6.51%  gain. 
SAFETY  OPTION.  Some  savings  plans  come  with  a 
guaranteed  floor.  New  Jersey  obligates  itself  to 
giving  back  at  least  your  contributions.  New 
York,  California,  Connecticut,  Michigan,  and  sev- 
eral others  offer  an  option  protecting  your  ac- 
count principal  and  a  minimum  3%  return. 

Many  people  will  prefer  the  simplicity  of  the 
age-based  portfolios  offered  or  planned  by  33 
of  the  41  states.  This  type  of  fund 
moves  your  contributions  lockstep 
through  a  series  of  investment  alloca- 
tions, gradually  shifting  from  mostly 
stocks  for  the  preschool  set  to  nearly  all 
bonds  for  high  school  upperclassmen. 

As  investment  options  have  prolifer- 
ated, states  have  signed  up  professional 
money  managers  to  run  them.  Many  are 
well-known  names,  tiaa-cref,  which 
manages  $280  billion  for  colleges  and 
other  educational  and  research  institu- 
tions, runs  12  state  plans,  the  most  of 
any  one  manager.  Salomon  Smith  Bar- 
ney, T.  Rowe  Price,  and  Merrill  Lynch 
also  are  in  the  business. 

As  states  have  sought  Wall  Street- 
style  management,  some  costs  have  gone 
up,  so  our  table  reports  on  expenses, 
too.  States  with  the  lowest-cost  plans 
include  North  Carolina,  New  Jersey,  Ver- 
mont, and  Utah.  Arizona's  is  on  the  high 
side.  Still,  expenses  are  generally  mini- 
mal unless  you  sign  up  for  a  529  plan 
through  a  broker.  That's  easily  avoided 
with  most  states,  but  a  few  leave  you  no 
choice.  Nonresidents  who  want  to  save 
with  Ohio  or  Rhode  Island  must  go 
through  a  broker  or  adviser  or  pay  ad- 
ditional fees  of  from  0.25%  to  up  to  3.5% 
for  Ohio.  Arkansas,  Maine,  and  Wyoming 
tack  on  a  $50  annual  account  fee. 

How  much  a  state  will  let  you  squir- 
rel away  is  another  consideration.  Max- 
imums vary  widely,  rising  from  a  low  of 
around  $100,000  to  more  than  twice  that 
much.  Alaska  lets  parents  save  the 
most— up  to  $250,000.  Idaho,  Mississippi, 
New  York,  Ohio,  and  Rhode  Island  allow 
funds  to  grow  to  well  above  $200,000 
before  contributions  must  cease. 

After  checking  out  such  variables,  the 
decision  may  come  down  to  taxes.  While 
most  of  the  new  plans  are  open  to  out- 
of-state  residents,  parents  might  be  bet- 
ter off  with  their  own  state's  plan  if  it  of- 
fers sizable  tax  benefits — especially  if 
they  live  in  a  high-tax  state  such  as 
New  York.  In  that  case,  the  tax  sav- 
ings could  outweigh  any  advantage  from 
somewhat  higher  earnings  or  lower  fees. 
Seventeen  states,  including  Mississippi, 


Age-based 
portfolios,  which 
shift  from  mostly 
stocks  during 
preschool  to 
nearly  all  bonds  by 
11th  grade,  are 
the  optimal 
low-maintenance 
approach 
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Missouri,  and  Colorado,  allow  a  deduction  on 
state  income  taxes  for  all  or  part  of  the  money 
contributed.  Twenty-six  states  exempt  earnings 
from  taxes.  Generally,  a  deduction  today  is  worth 
more  than  an  income  tax  exemption  for  your 
child  tomorrow.  Only  New  Jersey,  Col- 
orado, and  Arizona  give  the  state  tax 
exemption  to  residents  who  invest  in  oth- 
er states'  plans.  No  state  allows  resi- 
dents who  invest  out-of-state  to  deduct 
contributions.  Other  benefits:  Louisiana, 
Michigan,  Minnesota,  and  Pennsylvania 
match  part  of  the  contribution,  subject  to 
income  and  other  restrictions.  New  Jer- 
sey offers  scholarships  for  students  who 
attend  in-state. 

The  programs  also  have  much  in  common.  All 
come  with  the  benefit  of  tax-deferred  growth, 
with  earnings  taxed  at  the  child's  typically  lower 
rate  when  he  or  she  pulls  the  money  out.  All  as- 
sess a  penalty  if  the  money  is  used  for  nonedu- 
cational  purposes — usually  10%  of  earnings.  And 
all  benefit  from  a  special  gift-tax  rule  allowing  for 
a  $50,000  lump-sum  contribution  instead  of  five  of 


the  $10,000  annual  tax-free  gifts  you  can  give 
a  child.  That  makes  them  attractive  estate-pl 
ning  tools  for  wealthy  grandparents. 

When  deciding  whether  a  529  is  right  for  y 
think  about  your  loss  of  investing  control:  O 
you  put  money  into  an  option,  you  lose  the  ri 
to  dictate  how  it's  invested.  Financial  aid  is 
other  consideration.  While  money  in  an  accoun 
treated  as  an  asset  of  the  parents  (or  whoe 
opened  the  account),  the  earnings  portion  of  a 
thing  withdrawn  for  college  becomes  income 
the  child,  explains  Joseph  F.  Hurley,  a  certi 
public  accountant  and  founder  of  Web  site  S 
ingForCollege.com,  which  provides  informat 
about  529s.  That  money  can  have  a  big  impact 
financial  aid,  since  under  federal  guidelines, 
child  is  expected  to  contribute  50%  of  his  or 
income  above  a  minimal  level  toward  college  co 
The  prepaid  plans  can  be  even  more  devastat 
With  those,  aid  may  be  reduced  dollar  for  dol 

Still,  tax-deferred  growth  is  a  powerful  h 
As  anyone  with  an  IRA  or  401(k)  retirement 
count  knows,  a  piggybank  grows  fatter  if  Ur 
Sam  isn't  taking  his  annual  slice. 
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®   Greetings  from  the  Internet 


EDS 


>>    just    arrived 


in    europe    via    internap 


smooth 


passed    the    space    shuttle 


twice 


and    the    service    ...ah, 


i    could    get    used    to    this. 


>>your    data 


"jr  data  will  quickly  become  accustomed  to  the  first-class  treatment  Internap  gives  every  byte.  We're  the  only  I 
is  to  have  service  level  agreements  with  all  the  major  Internet  backbone  providers.  Combine  that  with  our  j 
Jligent  Overlay  Network  that  analyzes  all  Internet  traffic  by  the  nanosecond,  and  it's  no  wonder  we  keep  your  data  ^  ^^ 

the  fastest,  most  reliable  route  to  its  destination.  Coffee,  anyone' To  learn  more,  visit  www.internap.com  ^^)  INTERNAP 

brnap  Network  Services  Corporation  Internap.  the  Internap  logo  and  The  Intelligent  Wav  Through  The  Internet  are  trademarks  o,  registeied  trademarks  ol  Internap  Network  Services  Coiporation  ^  intelligent  Way  thfOUgh  the  Internet 
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Finances 


ow  To  Cash  Out 
mnior's  College  Fund 

9  tricky  part  is  curbing  taxes  and  boosting  aid 


MIKE  MCNAMEE 


L~ 


Congratulations!  You've  been  saving  ever 
since  Junior  was  a  toddler,  and  now  that 
he's  a  strapping  high  schooler,  you  have  a 
hefty  sum  stashed  away  in  growth  stocks 
for  college.  You're  among  a  tiny  elite:  By 
some  estimates,  only  2%  of  families  with  children 
have  $5,000  or  more  saved  for  college  expenses. 
Now,  how  are  you  going  to  get  those  funds 
out  of  your  account,  or  your  child's,  and  into 
Wattsamatta  U's?  College  planning  focuses  so 
much  on  the  first  phase — saving — 
that  few  parents  are  aware  of  the 
hurdles  that  await  during  the 
endgame.  Market  risks,  taxes,  and 
financial-aid  considerations  can  cost 
you  thousands  of  dollars  come  time  to  write 
tuition  checks.  And  these  considerations  come 
into  play  sooner  than  you  might  think:  Decisions 
you  make  for  a  high  school  sophomore  can  be 
critical.  "Parents  of  juniors  come  in  so  pleased 
that  they're  planning  ahead,  and  I  have  to  tell 
them,  'It's  too  late  to  make  the  most  of  your 
money,'"  says  Judy  Miller,  a  certified  financial 


COLLEGE 
PLANNING 


planner  who  runs  College  Solutions  in  Alameda, 
Calif. 

The  biggest  variable  in  your  planning  is  fi- 
nancial-aid eligibility.  Before  you  set  aside  a  dime 
for  your  child's  college,  go  online  and  calculate 
your  prospects  (table,  page  108).  "If  you're  eli- 
gible when  your  child  is  8,  you'll  probably  quali- 
fy when  she's  18,  because  tuition  has  been  going 
up  faster  than  income,"  says  Rick  Darvis  of  Col- 
lege Funding  Inc.  in  Plentywood,  Mont.  The  Col- 
lege Board  (www.collegeboard.edu)  provides  de- 
tailed cost  figures  for  hundreds  of  institutions, 
and  www.finaid.org  offers  a  useful  aid  calculator. 
Of  course,  even  when  Janie's  in  high  school,  you 
can't  predict  whether  she'll  eventually  enroll  in 
State  U  or  Brown  University  (annual  cost: 
$35,800).  But  run  the  numbers  for  a  range  of 
colleges,  and  you'll  get  a  sense  of  whether  fafsa 
(the  Free  Application  for  Federal  Student  Aid)  is 
in  your  future  or  not. 

SEEKING  SAFETY.  If  you're  not  likely  to  qualify 
for  aid — probably  because  your  annual  income  ex- 
ceeds $125,000  and  you'll  only  have  one  child  in 
college  at  a  time — your  costs  will  be  higher,  but 
your  planning  is  simpler.  Your  challenge  is  to 
reduce  taxes  and  to  guarantee  that  the  stock 
market  doesn't  take  your  college  fund  south  just 
when  it's  time  to  start  writing  checks. 

To  avoid  market  risk,  start  shifting  college 
funds  away  from  growth  and  toward  security 
when  your  child  is  a  high  school  sophomore. 
"If  you're  going  to  need  a  dollar  anytime  in 
the  next  three  years,"  says  Raymond  Loewe, 
president  of  College  Money,  a  planning  firm  in 
Marlton,  N.J.,  "that  dollar  shouldn't  be  in  the 
stock  market."  Take  advantage  of  market  highs 
to  sell  stocks  or  stock  funds  and  move  one 
quarter  of  your  college  money  each  year  to  safe 
investments — money-market  funds,  high-grade 
bonds,  or  certificates  of  deposit  timed  to  mature 
when  tuition  is  due.  Your  goal:  Never  get 
trapped  selling  stocks  in  a  down  market  to 
meet  a  college  payment. 

If  you  want  real  safety,  model  your  endgame 
portfolio  on  the  asset  mix  offered  by  state-spon- 
sored college  savings  plans  (page  102).  These 
529  plans  adjust  their  investments  to  reduce 
risk  as  the  student  approaches  college  (table, 
page  108).  Tim  Lane,  vice-president  of  tiaa- 
cref's  Tuition  Financing  subsidiary,  defends  the 
conservative  mix — for  a  16-year-old,  only  20% 
of  the  fund  would  be  invested  in  stocks — in  the 
12  state  plans  his  company  runs:  "You're  saving 

for  a  target,  so  you've  got  to  be 

sure  the  money  is  there  when  you 

want  it." 

As  you  cash  out  your  stocks,  you 

naturally  want  to  pay  as  little  tax 
as  possible.  Certified  financial  planner  Mari  Adam 
of  Boca  Raton,  Fla.,  was  horrified  when  she  re- 
cently discovered  a  client  was  selling  his  IBM 
stock  to  give  his  children  college  money.  If  he 
gave  his  kids  the  stock  and  let  them  sell  it,  he'd 
cut  the  tax  tab  in  half — from  his  20%  capital- 
gains  rate  to  their  10%  (or,  for  assets  held  five 
years  or  longer,  8%).  But  you'll  have  to  gauge 
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whether  the  funds  will  make  it  to  the  bursar's  of- 
fice if  they  pass  through  your  child's  hands  first. 
What  if  your  early  check  shows  that  you  are 
likely  to  qualify  for  aid?  Now  you  have  a  new  set 
of  risks:  Mishandle  your  assets,  and  every  $100 
you've  sweated  to  save  for  your  child's  education 
can  cost  you  $85  in  potential  financial  assistance. 
TOO  RICH.  First,  recognize  that  aid  formulas  hit 
students'  assets  much  harder  than  parental  as- 
sets. Students  are  expected  to  put  35%  of  their 
assets  toward  education,  while  a  parent's  ac- 
count is  only  nicked  for  5.6%.  (Federal  aid  for- 
mulas exempt  home  equity,  retirement  accounts, 
and  an  asset  allowance  based  on  the  older  par- 
ent's age — about  $45,000  at  age  45.  Some  pri- 
vate colleges  do  count  those  assets  when  they 
figure  their  own  aid  awards.)  A  $10,000  account 
in  your  child's  name  will  cost  $3,500  a  year  in  aid. 
If  you  hold  the  funds,  you'll  be  hit  only  $560. 

What's  the  lesson?  Don't  put  your  savings  in 
your  kids'  name  if  you  have  any  hope  of  getting 
college  aid.  The  small  tax  advantages  of  putting 
money  in  a  custodial  account  (often 
called  an  UTMA,  for  Uniform  Transfer  to 
Minors  Act)  are  far  outweighed  by  the 
hit  you'll  take  at  the  aid  window.  If  your 
student  has  such  an  account,  start 
spending  it  on  camps,  private-school  tu- 
ition— even  a  car  for  your  teen — and 
keep  new  savings  in  your  name. 

What  if  your  child  is  just  too  rich? 
You  can  shelter  assets  by  investing  them  in  vari- 
able annuities  or  life  insurance  (preferably  a 


\y  Countdown  to  College 

MIDDLE  SCHOOL:  START  SPENDING  YOUR  KID'S  MONEY  A  big 

balance  in  your  child's  custodial  (utma)  account  will  hurt  college 
aid  prospects.  Use  utma  funds  for  camps,  music  lessons,  etc.; 
stash  an  equivalent  amount  in  an  account  in  your  own  name. 

HIGH  SCHOOL  FRESHMAN:  DO  AN  AID  ESTIMATE  Use  cost 
data  from  the  College  Board  (www.collegeboard.org)  and  an  online 
calculator  (www.finaid.org)  to  predict  your  chances  of  getting 
aid.  If  you  qualify,  you'll  need  to  adapt  your  strategies  to  aid 
formulas. 

HIGH  SCHOOL  SOPHOMORE:  BUILD  A  LADDER  Move  savings  to 
pay  first-year  college  bills  into  money-market  funds,  high-grade 
bonds,  or  CDs  that  mature  when  the  tuition  check  is  due.  Repeat 
annually. 

HIGH  SCHOOL  JUNIOR:  CLAIM  CAPITAL  GAINS  Any  income  or 
capital  gains  taken  after  Jan.  1  of  the  junior  year  will  reduce  col- 
lege aid.  So  take  big  gains  on  any  accounts  you  expect  to  use  for 
college  prior  to  that  date. 

HIGH  SCHOOL  SENIOR:  GIVE  STOCKS  If  you're  not  eligible  for 
aid,  give  your  student  gifts  of  appreciated  stock  to  cover  college 
costs.  He  or  she  can  sell  the  securities  and  pay  8%  to  10%  capital- 
gains  tax,  vs.  your  20%  rate. 

COLLEGE  YEARS:  THINK  LEVERAGE  plus  loans,  capped  at  9% 
interest,  or  home-equity  loans  offer  a  cheap  way  to  pay  for  college 
and  let  you  keep  your  funds  in  the  stock  market. 


Unlocking  the  Funds 

Here's  how  you  can  adjust  your 

college-savings  asset  mix  as  you  get 

closer  to  paying  tuition  bills:* 


CHILD'S  AGE             STOCKS                   BONOS 

MONEY 
MARKET 

12                 40%             60% 

0% 

14                 30%             70% 

0% 

16                 20%             70% 

\m 

18                  15%             40% 

45°/i 

*Based  on  New  York's  Section  529  college-savings  plan 
DATA.  TIAA-CREF 

variable  universal  life  policy,  which  offers  n 
control  over  how  the  funds  are  invested).  T 
accounts  aren't  assessed  for  aid,  and  your  stu 
can  cash  annuities  (with  a  penalty)  or  boi 
against  a  life  policy  to  pay  tuition.  But  get 
fessional  advice — ideally  from  someone  o 
than  the  agent  who's  selling  the  policy — be 
you  take  this  course. 

The  biggest  way  to  boost  your  aid  is  to  re 
your  income — or  at  least  avoid  increasing 
during  the  years  when  aid  is  calculated.  E 
extra  $100  you  earn  costs  $47  dollars  in  aid. 
a  student,  $100  in  earnings  reduces  aid  by  ! 
THE  TRAP.  Remember  the  stock  portfolio  yc 
built  up  to  pay  for  tuition?  When  you  sell  t| 
shares,  the  capital  gains  count  as  income- 
cut  into  your  aid.  And  the  impact  starts  el 
Your  child's  freshman  aid  award  is  based  of 
come  you  earn  after  Jan.  1  of  his  junior  yeJ 
high  school,  before  he  visits  any  campuses.  I 
worst  situation  is  what  Miller  calls  "the  J 
trap":  If  a  high  school  senior,  say,  sells  st, 
from  a  UTMA  account  for  a  $100  gain,  her  ak 
be  reduced  $35  for  the  value  of  the  asset  an< 
for  the  income — an  85%  financial-aid  tax. 

To  cash  out  your  college  account  wit 
killing  your  aid  prospects,  you'd  like  to  tal 
many  capital  gains  as  possible  by  the  fall  of 
child's  junior  year — and  then  avoid  selling  s 
for  the  next  four  years.  But  that  might  i 
taking  money  out  of  the  market,  and  givin 
on  growth,  sooner  than  you'd  like. 

Loans  can  be  the  answer.  A  home-equity 
with  tax-deductible  interest,  is  a  cheap  sour 
financing.  Uncle  Sam  also  offers  parents 
through  PLUS  loans,  with  a  10-year  term  ar 
terest  capped  at  9%.  You  don't  have  to 
need  to  take  out  a  PLUS  loan.  When  your 
hits  her  last  year  of  college — by  the  way,  th 
erage  college  stay  now  is  five  years — taj 
college  account  to  pay  off  the  loans.  If  you'\ 
vested  well,  the  gains  should  more  than 
the  loans'  interest. 

You  knew  saving  for  college  would  take 
pline,  sacrifice,  and  skill.  Who  thought  you'd 
a  grad  course  in  finance  to  spend  the  money 
the  time  you  spend  mastering  the  risks  wil 
off  big — in  your  child's  education  and  your  01 
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SMART  GIVING 

makes  a  difference. 

For  the  charities  you  support. 

For  the  taxes  you  save. 

•  Immediate  tax  deduction 

•  No  capital  gains  taxes 

Open  a  Giving  Account™  with  the 

on  gifts  of  long-term 
appreciated  stock 

Fidelity  Charitable  Gift  Fund." 

•    Recommend  grants  on 
your  own  timetable  to  the 

public  charities  you  care 

about  anywhere  in  the 

One   of  Americas   leading  public   charities 

country 

offers  you  a  new  way  to  give  to  your  favorite 

•    Grant  to  many  charities 

causes.  Establish  a  Giving  Account  with  an 

from  a  single  block 

irrevocable  contribution  of  $10,000  or  more 

of  stock 

in  cash  or  stock.  Receive  an  immediate  tax 

•    Contributions  have  potential 

deduction,  plus  the  freedom  to  decide  when 
you  want  to  recommend  grants  —  now  or  in 
the  future.  And  because  the  assets  in  a  Giving 
Account  have  the  opportunity  to  grow,  there 

to  grow,  ultimately  bringing 
more  to  charity 

•    Consolidated  record- 
keeping and  tax  reporting 

is  potential  to  give  more  to  charity  —  and 

make  a  greater  charitable  impact. 

Smart  giving 

makes  a  differences 

\Mm^S  CHARITABLE  (/iff  F  U  N  d""  1 

Call  800-682-4438 

Fidelity  E^-3  Investments 

Visit  www.charitablegift.org 

The  Fidelity  Charitable  Gift  Fund  is  a  public  charily  and  donor-advised  fund.  Various  Fidelity  companies  provide  investment  management  and  administrative 
services  to  the  Fund.  The  Fidelity  Charitable  Gift  Fund  has  granted  more  than  $2  billion  to  charities  across  the  U.S.                                              125002.001 
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The  Barker  Portfolio 


LEARNING  TO  LOVE 
THE  LITTLE  GUY 


BY  ROBERT  BARKER 

Small-cap  value 
stocks  are 
cheaper  than 
big-company 
shares.  Here  are 
five  that  could 
pay  off 


As  the  pricey,  mega-cap  glamour  stocks — 
Sun  Microsystems,  Intel,  Cisco,  EMC,  Nor- 
tel— disappoint  and  portend  a  dim  future, 
investors  are  rediscovering  the  charms  of  the 
small,  the  homely,  the  cheap.  Of  the  21  sectors 
into  which  the  index  keepers  at  Frank  Russell 
divide  the  U.S.  stock  market,  only  small-cap 
value  stocks  managed  to  stay  in  the  green  this 
year,  through  Feb.  23.  They  were  up  2%. 
Giant  growth  stocks?  Down  9%. 

Whether  the  trend  will  persist,  I 
don't  know.  But  companies  with  mar- 
ket caps  under  $2  billion  remain  rela- 
tively cheap — 30%  cheaper  than  big- 
company  shares,  when  measured  by 
their  prices  as  multiples  of  cash  flow, 
according  to  Merrill  Lynch.  "This  uni- 
verse has  already  priced  in  a  reces- 
sion," Satya  Pradhuman,  Merrill's  main 
man  on  small  caps,  recently  told  insti- 
tutional investors  at  a  meeting  put  on 
in  Florida  by  SunTrust  Banks'  $47  bil- 
lion-in-assets  money  management  arm. 
I   listened   in   on  the   conference, 
where   35   small   companies   pitched 
their  stocks.  These  outfits  do  such 
mundane  stuff  as  clear  sewer  lines  and 
bake  bread.  Yet  most  of  them  are  well 
established,  with  rising  sales  and  profit, 
strong  cash  flows,  and  shares  trading  on 
the  New  York  Stock  Exchange.  Here's 
five  that  caught  my  attention  (table): 
■  Baldor  Electric.  The  leading  maker  of  electric 
motors,  Baldor  hopes  to  exploit  higher  electrici- 
ty prices,  ceo  John  McFarland  said  that  with  half 
of  U.  S.  electricity  used  to  run  motors,  demand 
will  grow  for  Baldor's  variable-speed  drives, 
which  let  motors  run  on  less  power  at  times. 
Also,  Baldor  last  year  branched  into  standby 
generators,  aimed  at  customers  who  can't  afford 
a  brownout.  Profit  last  year  came  to  $1.34  a 
share — an  18%  return  on  equity  from  a  company 
selling  at  15  times  this  year's  expected  profit. 


■  Chemed.  Few  people  know  Chemed,  but 
know  its  largest  unit,  Roto-Rooter,  famous 
clearing  blocked  drains.  Now  Roto-Rooter  is 
ing  a  lot  more  plumbing  work,  such  as  fi 
leaky  faucets.  To  get  the  word  out,  Presi 
Kevin  McNamara  said  the  company  is  triplin 
spending.  It's  also  buying  out  franchisees, 
ings  per  share  could  grow  20%  to  25%. 

■  Earthgrains.  Spun  off  by  Anheuser-Busc 
1997,  Earthgrains  is  a  leading  baker.  It  was 
ing  on  strong,  both  in  sales  and  profit,  ur 
strike  in  the  current  fiscal  year,  ending  Marc| 
cut  about  50(2  a  share  from  profit,  which  fig 
now  to  come  in  around  60c\  Chief  Financial 
ficer  Mark  Krieger  expects  fiscal  2002  to  re 


Small-Cap  Gems 


COMPANY/SYMBOL 

STOCK  PRICE* 

2001  EARNINGS 
52-WEEK  RANGE                 PER  SHARE** 

BALDOR  BEZ 

$21.00 

$14.88  -  $23.25             $1.42 

CHEMED  CHE 

34.83 

27.13-39.25                 2.35 

EARTHGRAINS  EGR 

19.75 

13.31-24.00                 1.56*** 

LENNOX  INTERNATIONAL  Lll 

12.01 

6.81  -  15.13                 1.40 

PENNZOIL/QUAKER  STATE  PZL 

14.01 

8.38-14.12                0.93 

*Feb.  26  "Estimates  ** 

*  For  March,  2002,  fiscal  year 

Data:  BusinessWeek,  First  Call  estimates 

that  and  more,  with  net  topping  $1.50  a 

■  Lennox  International.  This  longtime  air- 
tioner  maker  only  went  public  in  1999,  at 
a  share.  Late  last  year,  it  could  be  had 
than  $7  and  was  recently  near  $12.  ce 
Schj  erven  expects  his  move  to  sell  directly 
retail  market  will  soon  start  paying  off.  As 
gins  grow,  free  cash  flow  may  jump  to  $10i 
lion  from  $60  million  in  2000. 

■  Pennzoil-Quaker  State.  The  company  dom 
the  U.  S.  motor  oil  market,  with  a  37%  shar 
the  quick-lube  business,  with  more  than 
Jiffy  Lube  outlets.  By  lowering  costs  and 
ing  sales  of  such  higher-profit  auto  accessor 
sunshades,  ceo  James  Postl  sees  wider  ma 
His  plan  assumes  crude  oil  at  $34  a  barrel,  | 
cost  that's  now  near  $29. 

Will  all  of  these  stocks  prove  winners? 
surprised.  But  bread  and  motor  oil  look  lik 
ter  bets  right  now  than  servers  and  fiber 


BusinessWeek  online 


For  barker.online,  go  to  www.businessweek.com/in\| 
or  AOL  keyword:  BW  Daily 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 
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BRIAN  BREWER 

Senior  Vice  President,  WorldCom 


ERIC  K.  CLEMONS 

Professor  of  Information  Strategy, 
Systems,  and  Economics 
The  Wharton  School, 
University  of  Pennsylvania 


PETER  SOLVIK 

Senior  Vice  President  and  Chief 
Information  Officer,  Cisco  Systems 


■  ATRICIA  M.  WALLINGTON 

President,  CIO  Associates 

Former  Chief  Information  Officer,  Xerox 


001    Busines 

exclusive,  invitation-only  event  where  ClOs 
leading    global    companies    will    gather   to 
insight  into  the   latest  strategies,  applicat 
and  emerging  technologies  enabling  e-netwo 
both    internally    and    externally.       In    add 
delegates    to    the    Summit    will    examine 
management  and  personal  skills  that  ClOs 
hone    to    secure    their    place    on    the    s* 
management  team.   Every  plenary  session 
each  working  group  session  will  provide 
with     valuable     insights     to     bridging 
technology/strategy  divide. 
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Events 


THE  2001 

CIO 

SUMMIT 


TECHNOLOGY /STRATEGY 
DIVIDE 


May  10-11,  2001 

The  Westin  Copley  Place 

Boston,  MA 


ERIK  BRYNJOLFSSON 
Associate  Professor,  MIT  Sloan  School  of 
Management  and  Co-director  of  the  Center 
for  e-Business  @MIT 

MIKE  KRZYZEWSKI 

Head  Coach,  Men's  Varsity  Basketball, 

w*3r  ^^^^B 

FREDERICK  MATTESON 
Executive  Vice  President,  Technology 
Services,  Charles  Schwab  &  Co. 

***' 

PETER  SOLVIK 

Senior  Vice  President  and  Chief 

Information  Officer,  Cisco  Systems 

ERIC  K.  CLEMONS 

Professor  of  Information  Strategy,  Systems, 
and  Economics 
L    Wharton  School, 
_  liversity  of  Pennsylvania 


Presented  by 

I  BusinessWeek  L  , 


In  Partnership  with 


crystal 


■  OR  A  COMPLETE  AGENDA,  please  visit  our  website  at  http://www.conferences.businessweek.com/2001/cio 

r  for  more  information  contact  Julie  Terranova,  Registration  Manager,  at  212-512-2184  or  email  at  ci02001@businessweek.com. 
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power  of  El  Paso 


At  El  Paso,  we've  been  on  a  five-year  journey  to  create  the  largest 
ly  based  natural  gas  company  in  the  world.  Today, 
we've  an#ed.  El  Paso  has: 
/v  Successfully  integrated  the  largest  set  of  n 

in  North  America 
A  Become  the  fourth  largest  energy  company  in  the  i 

States  by  market  capitalization. 
A  Built  the  fastest  growing,  most  sophisticated  energy  merchant 
Pin  the  world,  with  profits  growing  from  $3  million  to  almost 

$500  million  in  just  three  years. 
*>>  Grown  our  enterprise  value  from  $2  billion  to  over  $50  billion 

in  five  years. 
A  Achieved  earnings  per  share  growth  of  1 18  percent  since  1995. 
A.  Delivered  total  shareholder  return  of  51 7  percent  over  the  last 

five  years,  which  is  more  than  double  the  S&P  500  return  over 

the  same  period. 

That's  performance.  Raised  to  the  power  of  El  Paso. 


elpaso 


P*M  porlormanco  does  no.  guarantee  future  results.  Th,s  advertisement  does  not  constitute  an  Investment  offer.  For  more  Information,  contact  us  a.  1001  Louisiana  St.  Houston,  TX  77 
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Inside  Wall  Street 


A  SUSTAINED 
TECH  FALLOFF 


ARK  IS  SET  TO  BLOOM 

Unlike  most  other  computer  component  mak- 
ers, Park  Electrochemical  (pke)  is  more 
swim  than  sink.  Last  year,  the  Lake  Suc- 
cess (N.Y.)  company,  which  makes  resin  and 
laminants  for  printed  circuit  boards,  was  turning 
away  customers.  Why?  Lack  of  capacity.  Its 
plants  couldn't  meet  demand,  so  Park  beefed  up 
capacity  in  California  and  expanded  factories  in 
Singapore  and  France. 

Now  that  Park's  plants  are  up  to  speed,  how- 
ever, demand  has  skidded.  An  industry  invento- 
ry buildup  prompted  Edward  White  of  Lehman 
Brothers  to  tone  down  his  estimates:  He  trimmed 
revenue  forecasts  for  fiscal 
year  2002  and  cut  earnings 
estimates  by  10(2,  to  $2.85  a 
share.  The  stock  has  fall- 
en, too,  from  a  52-week 
high  of  50  in  November  to 
29.50  on  Feb  28. 

Nevertheless,  White  is 
high  on  the  stock  and 
blames  the  price  drop  on 
an  "unwarranted"  sell-off. 
Park's  plants  are  now  set 

to  produce  higher-end  products  for  wireless  base 
stations  and  routers,  instead  of  just  laptops  and 
cell  phones,  he  notes.  So  far,  results  have  ex- 
ceeded Wall  Street's  forecasts:  On  Feb.  15,  Park 
announced  that  earnings  for  the  fourth  quarter 
ended  Feb.  27  would  beat  consensus  estimates  of 
640.  This  follows  three  quarters  of  exceeding  its 
forecasts  for  earnings  and  operating  margins. 

A  stock  with  a  price-earnings  ratio  of  10,  with 
cash  earnings  growing  at  20%,  fits  the  bill  for 
Needham  fund  manager  Peter  Trapp.  "This  is 
good  quality  for  a  consistent  earnings  streak," 
says  Trapp,  who  sees  Park  hitting  100  in  two 
years.  He  bought  Park  a  year  ago  at  143£  and  it's 
now  a  top-10  stock  in  Needham's  $133  million 
Growth  Fund.  The  fund  is  up  13%  this  year,  af- 
ter a  7.4%  gain  in  2000's  erratic  market.  The 
fund's  annualized  five-year  return  is  35%-plus. 

GETTING  WARMER 
AT  THERMO 
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STRONG  GAINS 
IN  JITTERY  TIMES 
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For  years,  Thermo  Electron  (tmo) 
had  an  identity  crisis.  A  public 
company  for  20  years,  the 
Waltham  (Mass.)  outfit  had  been  such  a 
confusing  mix  of  23  subsidiaries  that 
Wall  Street  threw  up  its  hands.  But  no 
more.  Under  ceo  Richard  Syron,  the 
former  head  of  the  American  Stock 
Exchange  who  joined  in  June,  1999, 
Thermo  has  launched  a  plan  to  trans- 
form itself  into  one  entity.  The  Street 
is  beginning  to  take  notice.  Since  Jan- 
uary, 2000,  it  has  shed  peripheral  busi- 


nesses such  as  artificial  wood  and  kitty  litter, 
keeping  high-growth  optics  and  Life-sciences  units. 
The  efforts,  which  also  involved  at  least  five 
"spin-ins,"  have  netted  nearly  $1.5  billion,  money 
to  spend  for  medical  instrument  companies,  says 
Michael  Hutchison  of  Barrington  Research.  "That 
could  push  up  the  numbers  quite  a  bit." 

Thermo  stock  has  already  performed  well  this 
year,  despite  the  jittery  market.  While  the  com- 
pany warned  on  Feb.  22  that  first-quarter  cash 
operating  earnings  (excluding  goodwill  amorti- 
zation) would  be  19(2  per  share — 14%  below  Wall 
Street  estimates — it  assured  investors  that  full- 
year  results  would  bring  $1.00,  or  25%  more 
than  2000.  Even  though,  at  28,  the  p-e  ratio  is 
high,  analyst  Paul  Knight  of  Thomas  Weisel  rates 
Thermo  a  strong  buy  and  sees  it  reaching  40  in  6 
to  12  months.  The  company  has  a  solid  balance 
sheet:  $13  a  share  in  book  value  and  $5.5  a  share 
in  cash.  And  its  p-e  is  lower  than  most  of  is  ri- 
vals in  high-growth  life  sciences. 

CENDANT:  READY 
TO  CLIMB  AGAIN? 

In  1998,  Cendant  (CD)was  flying  high  at  41. 
Chairman  Henry  Silverman's  appetite  for 
big-name  chains — such  as  Ramada  Inn,  Avis, 
and  Century  21 — had  created  a  $35  billion  dy- 
namo. Things  had  started  to  unravel,  however,  in 
late  1997,  when  Silverman's  former  HFS  merged 
with  direct  marketer  cue  International  to  form 
Cendant.  Silverman  inherited  a  scandal  involving 
more  than  $700  million  in  inflated  earnings.  A 
$2.8  billion  shareholder  settlement  prompted  a 
1999  rally,  but  the  stock  now  trades  at  13. 

Nevertheless,  says  Jay  Leupp,  an  analyst  at 
Robertson  Stephens,  who  has  upped  his  target 
twice  in  the  past  six  weeks,  "we  feel  the  stock 
has  bottomed  out.  Management  is  right  smack  in 
the  middle  of  a  turnaround."  He  expects  Cendant 
to  trade  in  the  20  range  by 
yearend — a  conservative 
target,  since  earnings  are 
growing  in  the  mid-teens. 

Also  in  the  plus  column 
is  Cendant's  recent  sale  of 
money-losing  Move.com  to 
HomeStore.com  for  $900 
million.  That  gave  Cendant 
a  19%  stake  in  dynamic 
HomeStore.com,  the  largest 
online  real  estate  site.  "This 
is  one  of  the  few  firms  in  a  difficult  environ- 
ment that  has  business  momentum,"  says  Peter 
Higgins  of  Dreyfus,  who  manages  about  $7  bil- 
lion. Higgins  expects  2001  earnings  of  about  $1  a 
share  and  the  stock  to  double  in  a  year. 

Gene  Marcial  is  on  vacation. 


BusinessWeek  I  online 


Read  Gene  Marcial's  Inside  Wall  Street  Online  column 

Tuesday  afternoons  at  www.businessweek.com/today.htm. 

And  see  him  Fridays  at  11:30  a.m.  EST  on  CNNfn. 
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S&P  500 

Dow  Jones  Industrials 
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S&P  MidCap  400 
S&P  SmallCap  600 
Wilshire  5000 


1239.9 

10,495.3 

2151.8 

497.3 

214.8 

11,425.3 


COMMENTARY 

Going,  going.... The  week  wiped  out 
the  last  of  Nasdaq's  amazing  gains  of 
1999  and  2000  as  the  tech-heavy  index 
lost  another  5.2%.  Once  hot  issues 
PMC-Sierra  and  Broadcom  lost  more 
than  25%.  Blame  bad  earnings 
prospects.  Fed  Chairman  Alan 
Greenspan  quashed  dreams  of  an 
emergency  interest  rate  cut.  The  closest 
thing  to  safety:  the  Dow,  down  0.3%. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


SECTORS 

BusinessWeek  50*  889.6 
BusinessWeek  Info  Tech  100**     480.1 

S&P/BARRA  Growth  623.4 

S&P/BARRA  Value  617.2 

S&P  Energy  884.4 

S&P  Financials  153.0 

S&P  REIT  85.9 

S&P  Transportation  706.7 

S&P  Utilities  326.6 

GSTI  Internet  152.5 

PSE  Technology  750.3 
*Mar.  19,  1999  =  1000       "Feb.  7,  2000=1000 
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-0.9 
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-2.2 
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S&P  500  Dividend  Yield                     1.26%  1.24 

S&P  500  P/E  Ratio  (Trailing  12  mos.)    25.6  26.C 

S&P  500  P/E  Ratio  (Next  12  mos.)*       21.4  21. 

First  Call  Earnings  Revision*            -4.36%  -4.3S 
*First  Call  Corp. 

TECHNICAL  INDICATORS       Feb.  27  Wk.  a: 

S&P  500  200-day  average             1406.3  1410.2 

Stocks  above  200-day  average          67.0%  69.0 

Options:  Put/call  ratio                      0.70  0.72 

Insiders:  Vickers  Sell/buy  ratio          2.47  2.32 


BEST-PERFORMING 
GROUPS 
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month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 
GROUPS  month  % 


Engineering  &  Constr. 

Specialty  Printing 

Railroads 

Toys 

Drug  Chains 


14.9  Tobacco  134.8 

14.7  Hospital  Management  124.5 

13.5  Savings  &  Loans  107.7 

13.4  HMOs  97.8 

12.9  Homebuilding  91.1 


Communications  Equip.      -41.6    Instrumentation 


Instrumentation 
Semiconductors 
Computer  Systems 
Shoes 


-33.7  Communications  E 

-26.6  Semiconductors 

-25.8  Long-Dist.  Telecom 

-23.5  Metal  &  Glass  Cont 


I  Mutual  Funds 

Week  ending  Feb.  27 
■  S&P  500  ■  U.S.  Diversified  BAH  Equity 
4-week  total  return 


%     -12 


-6-3        0         3 


EQUITY  FUND  CATEGORIES 

4-week  total  return %      52-week  total  return 

Leaders 

Precious  Metals  6.8 

Natural  Resources  2.4 

Mid-cap  Value  -0.6 

Miscellaneous  -0.9 

Laggards 

Technology  -25.0 

Communications  -22.7 

Small-cap  Growth  -13.3 

Large-cap  Growth  -13.0 


Leaders 

Financial  42.7 

Natural  Resources  32.7 

Mid-cap  Value  31.0 

Real  Estate  26.6 
Laggards 

Technology  -51.5 

Communications  -47.5 

Japan  -39.6 

Diversified  Pacific/Asia  -32.6 


Week  ending  Feb.  27 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


EQUITY  FUNDS 

4-week  total  return 


% 


%     -12      -9      -6-3        0        3 
Data:  Standard  &  Poor's 


Leaders 

Potomac  OTC  Short  33.2 

CGM  Focus  24.6 

ProFunds  UltraBear  Inv.  19.3 

Gabelli  Comstk.  Cap.  Val.  A  15.9 
Laggards 

NBP  TrueCrossings  Tech.  -41.8 

Van  Kampen  Technology  B  -39.4 

Red  Oak  Technology  Select  -38.6 

IPS  New  Frontier  -38.3 


52-week  total  return 

Leaders 

Schroder  Cap.  Micro  Cap 

Fidelity  Select  Insurance 

State  St.  Res.  Glob.  Res.  A 

Fidelity  Sel.  Home  Finance 

Laggards 

ING  Internet  B 

Amerindo  Technology  D 

Apex  Mid  Cap  Growth 

IPS  New  Frontier 


94.7 
75.1 
72.6 
69.4 

-80.2 
-75.3 
-74.3 
-74.0 


Interest  Rates 


KEY  RATES 


Feb.  28    Week  ag( 


MONEY  MARKET  FUNDS 


5.45%        5.52% 


90-DAY  TREASURY  BILLS 


4.85 


5.02 


1-YEAR  TREASURY  BILLS 


4.46 


4.74 


10-YEAR  TREASURY  NOTES 


4.91 


5.14 


30-YEAR  TREASURY  BONDS 


5.34 


5.49 


30-YEAR  FIXED  MORTGAGE  I        6.99 


7.11 


tBanxQuote,  Inc. 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exemp 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.35% 
6.30 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


4.46 
6.46 


I  THE  WEEK  AHEAD 


FACTORY  INVENTORIES  Tuesday,  Mar.  6,  10 
a.m.  est>-  Manufacturing  inventories 
were  probably  flat  in  January  after  re- 
maining unchanged  in  December.  That's 
suggested  by  the  decline  in  January  fac- 
tory output. 

BEIGE  BOOK  Wednesday,  Mar.  7,  2  p.m.  est 
►  The  Federal  Reserve  Board  will  release 
its  compilation  of  regional  economic  ac- 
tivity. The  Beige  Book  is  made  available 
in  advance  of  the  policy  meeting  sched- 
uled for  March  20. 


INSTALLMENT  CREDIT  Wednesday,  Mar.  7,  3 
p.m.  est>-  Consumers  likely  took  on  $5 
billion  of  additional  debt  in  January. 
That's  according  to  the  median  forecast 
of  economists  by  Standard  &  Poor's  mms, 
a  division  of  The  McGraw-Hill  Compa- 
nies. In  December,  consumers  added  $3 
billion,  the  smallest  monthly  increase 
since  September,  1999,  reflecting  the 
sudden  shift  in  consumers'  attitudes  on 
the  economy.  Overall,  the  increase  in 
consumer  debt  for  2000  was  nearly 
$116  billion.  Although  the  data  have 


been  skewed  by  new  reporting  si 
installment  credit  accumulation 
largest  since  1995. 

EMPLOYMENT  Friday,  Mar.  9,  8:30 
►  Nonfarm  payrolls  likely  added 
new  jobs  in  February,  after  incre 
268,000  jobs  in  January,  based 
s&p  mms  survey.  Manufacturing  [ 
however,  are  expected  to  fall  by 
jobs  after  a  cut  of  65,000  work< 
January.  The  unemployment  rat< 
pected  to  hold  at  4.2%. 


116  BusinessWeek  /  March  12,  2001 


iusinessWeek  Fifty 

Aug 


The 

Business 

Week 


3> 


Feb. 


Daily:  Feb.  22-28 


950 

925 

900 
=  889.6 

875 


850 


ers  in  the  Business  Week  50  last  week  were  mostly  outside  of  tech.  Retailers  Best  Buy  and  Home 
i  5.3%  and  3.8%,  respectively.  Financials  Wells  Fargo  and  MBNA  rose  3.4%  and  2.3%.  They  didn't 
x  from  losing  1.9%.  Qualcomm  lost  23.1%  on  doubts  about  the  next  generation  of  wireless  phones. 
'.4%  on  fear  the  slowdown  will  catch  up  with  its  relatively  resilient  business. 
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%  change 
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30  Lexmark  International  3.9  -56.3 

31  Omnicom  Group  -3.8  -3.6 

32  America  Online  -0.8  -22.8 

33  Guidant  -3.2  -25.6 

34  MBNA  2.3  42.2 
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40  Texas  Instruments  -13.7  -64.0 

41  Capital  One  Financial  -1.1  46.6 

42  General  Electric  -1.7  6.2 

43  Kansas  City  Southern  Industries  10.2  224.2 

44  Wal-Mart  Stores  -0.2  2.2 

45  Paccar  -5.0  7.7 

46  Applied  Biosystems  Group  -0.8  -34.8 

47  Merck  1.9  33.7 

48  Adobe  Systems  -3.3  -42.1 

49  Reliant  Energy  0.3  105.5 

50  Citigroup  1.8  27.0 


oduction  Index 


Change  from  last  week:  -0.5% 
Change  from  last  year:  8.5% 


.The  index  is  a  4-week 
moving  average 


June 
2000 


Oct. 
2000 


Feb. 
2001 


|  il  index  moved  down  in  the  latest  week, 
tion  of  the  four-week  moving  average, 
fell  to  176.0,  from  176.3  in  the  week  of 
seasonal  adjustments,  lumber  led  the 
with  autos  and  truck  assemblies.  Steel 
i  fell,  as  producers  aim  to  raise  prices  in 
:  an  economic  turnaround.  The  energy- 
ies  of  coal,  crude-oil  refining,  and  elec- 
sup,  as  was  rail-freight  traffic. 
:h  of  the  index  components  is  at  www.business- 
itiction  index  Copyright  2000  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real-time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABNAmro(ABN)86 
ACNielsen  (ART)  80 
Acosta  Sales  &  Marketing 
80 

Adaptive  Eyecare  97 
Adobe  Systems  (ADBE) 

76 

Albertson's  (ABX)  80 
Allegheny  Airlines  (U)  52 
All-Tech  Investment  98 
Allegiance  (ALGX)  40 
Alliance  Capital  (AC)  102 
Alteon  WebSystems  90 
American  Energy  Systems 

16 

Ameritrade  (AMTD)  42 
Ames  Department  Stores 

(AMES)  40 

Analog  Devices  (ADD  94 
Anheuser-Busch  (BUD) 

110 
AOL  Time  Warner  (AOL) 

24, 66, 76,  78 
AT&T  (T)  40, 66, 86 
Atlantic  Coast  Airlines 

(ACAI)  52 

AutoZone  (AZO)  60 
AXA  Investment 

Managers  44 

B 


Baldor  Electric  (BEZ)  110 

Bank  Metzler  44 
Bank  of  America  (BAC) 
80 

Barnes  &  Noble  (BNBN) 
76 

Bell  Canada  (BCE)  90 
Berkshire  Hathaway 
(BRK)  52 

Bianco  Research  36 
BlueStone  Capital 
Securities  86 
Boeing  (BA)  78 
Border's  Books  60 
BPAmoco(BP)44,56 
Bridgestone/Firestone  60 
Bristol-Myers  Squibb 
(BMY)  52 

Broadcom  (BRCM)  42 
BT  Cellnet  86 


Chevron  (CHV)  56 
Cisco  Systems  (CSCO) 

36,42,45,50,86,110, 

122 

CMR80 
CNBC  (GE)  36 
CNN  (AOL)  36 
Coca-Cola  (KO)  14, 80 
Colgate-Palmolive  (CL) 

80 

College  Funding  107 
College  Money  107 
Comcast  (CMCSK)  66 
Commerzbank  94 
ConAgra  Foods  (CAG)  14 
Confidante  98 
Conoco  (COCB)  56 
Costco  Wholesale  (COST) 

80 
Cox  Communications 

(COX)  66 
Credit  Suisse  First  Boston 

40 
Crisis  Management 

International  98 
CropVerifeye.com  97 
CSM  Worldwide  54 
CUC  International  (CD) 

52 


Daewoo  Motor  54 
DaimlerChrysler  (DCX) 

40, 44, 98 

Datek  Online  42 

Deere  (DE)  97 

Dell  Computer  (DELL)  28, 

42 

DirecTV  66 
Domino's  Pizza  66 
Dreyfus  115 

E 


Cendant  (CD)  52, 115 

Charter  Communications 
(CHTR)  66 
Chemed(CHE)110 


Earthgrains  (EGR)  110 

eBay  (EBAY)  14 
EchoStar 

Communications  (DISH) 
66 

Economy.com  43 
Edgewater  Technology 
(EDGW)  98 

Electronic  Data  Systems 
(EDS)  40 

EMC  (EMC)  110, 122 
eMemory  Technology  57 
EMI  74 

Engage  (ENGA)  42 
ENI  (E)  56 


Enron  (ENE)  56 
ESPN  66 
Evian  66 
Exelon  18 

Exxon  Mobil  (XOM)  56 

F 


Fechtor  Detwiler  50 
FedEx  (FDX)  66 
Fenwick  &  West  60 
Fiat  (FIA)  54 

Fidelity  Investments  102 
Fidelity  Magellan  Fund  45 
Finova  Group  (FNV)  52 
First  Call  36 
Ford  (F)  40, 54, 66, 98 
Fox  Sports  (FOX)  66 
France  Telecom  (FTE)  44 
Fuji  Heavy  Industries 
(FUJHY)  54 


Gannett  (GCI)  78 
Gemstar-TV  Guide 

International  (GMST)  66, 

74,76 

General  Dynamic  (GD)  60 
General  Electric  (GE)  45, 

52,66 
General  Motors  (GM)  36, 

40, 54, 66 
Goldman  Sachs  (GS)  32, 

36, 66, 76 
GST  Telecom  86 

H 


HBO  66 
Hertz  (HRZ)  40 
Hewlett-Packard  (HWP) 

18,40,94 
High  Frequency 

Economics  36 
Hills  Stores  40 
Honeywell  International 

(HON)  52 
I 


JDS  Uniphase  (JDSU)  36 
Jiffy  Lube  (PZL)  110 
Juniper  Networks  (JNPR) 
42 


Kimberly-Clark  (KMB)  80 
L 


Lehman  Brothers  (LEH) 
36,80,115 

Lennox  International  (Lll) 
110 

Leucadia  National  (LUK) 
52 

Leuthold  Group  36 
Level  3  Communications 
(LVLT)  86 

Liberate  Technologies 
(LBRT)  66 

Liberty  Media  (LMGA)  66 
Littler  Mendleson  60 
LSI  Logic  (LSI)  94 
Lucent  Technologies  (LU) 
18,40,86 
M 


Nortel  Networks  (NT)  36, 
42,50,86,90,94,110, 
122 


Macronix  International 
(MXICY)  57 
Marathon  Ashland 
Petroleum  (ASH)  56 
Matsushita 
Communications  44 
McCann-Erickson 
Worldwide  78 
McCloud  USA  (MCLD)  40 
McGraw-Hill  (MHP)  78, 
116 

Merrill  Lynch  (MER)  43, 
66,78,86,98,110 
MetroCast  Cablevision  66 
Microsoft  (MSFD  14, 24, 
48, 66, 76 

Morgan  Stanley  Dean 
Witter  (MWD)  40, 44 
Motorola  (MOT)  36, 52, 
94, 122 
N 


IBM  (IBM)  107 

ICG  Communications 

(ICGX)  86 

Infineon  Technologies  94 
Information  Resources  80 
Intel  (INTO  36, 42, 94, 

110 
International  Data  (IDC) 

76 
Isuzu  Motors  (ISUZF)  54 


Occidental  Petroleum 
(OXY)  56 
Oracle  (ORCL)  36 
Orange  44 

P 


Pacific  Bell  (PAC)  60 
Park  Electrochemical 

(PKE)  115 
Pennzoil-Quaker  State 

(PZL)  110 

Phillips  Petroleum  (P)  56 
Piedmont  52 
PNC  (PNC)  45, 80 
Procter  &  Gamble  (PG)  80 
Prudential  Securities  43, 

54,78 
PSA  52 
Putnam  Investments  102 


Janus  Fund  45 


Navistar  International 

(NAV)  98 
NBC  (GE)  66 
NEC  (NIPNY)  44, 94 
Needham  115 
Netscape 

Communications  (AOL) 

48 

News  Corp.  (NWS)  66, 74 
Nike  (NKE)  14, 52 
Nissan  (NSANY)  54 
Nokia  (NOK)  94, 122 


RCA  66 

Robertson  Stephens  (FBF) 
115 
Roto-Rooter  (CHE)  110 

Royal/Dutch  Shell  Group 

(RD)  56 
Royal  Philips  Electronics 

(PHG)  57 


Salomon  Smith  Barney 

(0  36,86,102 
Samsung  94 
Saudi  American  Bank  56 
SavingForCollege.com 

102 
Scientific-Atlanta  (SFA) 

66 

Sky  Global  Network  66 
Sony  (SNE)  66 
Spring  Group  44 
Sprint  PCS  (PCS)  86 
Standard  &  Poor's  (MHP) 

36 
State  Street  Global 

Advisors  36 
STMicroelectronics  94 
Sun  Microsystems 

(SUNW)  28, 36, 42, 45, 

50,110,122 


Taco  Bell  60 

Taiwan  Semiconductor 


13 


Texas  Instruments  fC 
94 

Thermo  Electron  (TM 
115 

Thomas  Weisel  115 
Thomson  Multimedi 
(TMS)  66, 76 
TIAA-CREF  102 
Tinmen  18 
Toshiba  44, 94 
Total  Fina  Elf  (TOT) ! 
Treasure  Island  80 
Triangle  Publication 
Tribune  (JRB)  66, 78 
T.Rowe  Price  102 
TRW  (TRW)  60, 66 

U 


UBS  Warburg  36 
U-Haul  60 
United  Airlines(UAL) 
United  Microelectron 

(UMC)  57 
United  Satellite  Vide 

Group  66 
US  Airways  (U)  52 

V 


VantagePoint  Netwo 
Viacom  (VIA)  66 
Volvo  (F)  40 

W 


Wal-Mart  Stores  0 

52, 60, 80 
Wells  Capital 

Management  40 
Williams 

Communications  ( 

(WCG)  86 
WinStar  Communic 


WorldGate 

Communications 

66 
Wyandot  80 

X 


Xerox  (XRX)  98 
Xfera  86 
XO  Communication 
(XOXO)40 

Y 


Yahoo!  (YHOO)  24, 

Z 


Zenith  66 


Manufacturing  (TSM)  57    ZipLink  50 


BusinessWeek  (ISSN  0007-7135)  published  weekly,  except  for  one  week  in  January  ar 
August  by  The  McGraw-Hill  Companies,  Inc.  Executive,  Editorial,  Circulation,  and  Advertisini 
1221  Avenue  of  the  Americas,  New  York,  N.Y.  10020.  U.S.  subscriber  rate  $54.95/year;  Can) 
$69/vear  Periodicals  postage  paid  at  New  York,  NY.,  and  at  additional  mailing  offices  Pos 

at  Montreal  P.Q.  Can.id.i  !'..■. ■>! ..I  I 'ublications  Mail  Product  S I  Agreement  NO. 

Postmaste  :  Send  address  changes  to  BusinessWeek.  P.O.  Box  430,  Hlghtstown,  N.J 


1 1 8  RnsinessWepk  /  MARCH  \? .  2001 


Reach  these  Business  Week  advertisers  on  the  Web: 


A  Division  ofTheMcGrawHMCompames 


address 
directory 


ABB 

www.abb.com 

Accenture 

www.accenture  com 

AeroMexico 

www.aeromexico.com 

American  Express 
Financial  Advisors 

www.americanexpress.com/ 
advisors 

American  Honda  Motor  Co.,  Inc. 

www.honda.com 

AT&T  Business  Services 

www.att.com/business/vpn 

Aventis 

www.aventis.com 

BMW  of  North  America 

www.bmwusa.com 

Business  Objects 

www.businessobjects.com 

Cadence 

www.cadence.com 

Cargill 

www.cargill.com 

Charles  Schwab 

www.schwabwelcome.com 
www.charlesschwab.com/ 

Chevron 

www.chevron.com/ 

Commerce  One 

www.commerceone.com/ 


Compaq 

www.compaq.com 

Computer  Associates 
International 

www.ca.com 

Conoco 

www.conoco.com 

Dell  Computer  Corporation 

www.dell.com 

Dodge 

www.4adodge.com 

El  Paso  Energy  Corporation 

www.epenergy.com/ 

Ericsson  Enterprise 

www.encsson.com/rethink 

Ersnt  &  Young 

www.ey.com 

Fidelity  Investments 

www.fidelity.com 

Fujitsu 

www.fujitsu.com 

Genuity  Solutions 

www.genuity.com 

GM  Fleet 

www.gmfleet.com 

Hewlett  Packard 

www.hp.com 

Hilton  Hotels 

www.hilton.com 

IBM  Global  Services 

www.ibm.com/services/us4 


IMD-lnternational  Institute  for 
Management  Development 

www.  Imd.ch 

INFONET 

www.infonet.com 

InterNAP 

www.internap.com 

Jeep 

www.jeep.com 

LeadersOnline 

www.leadersonline.com 

Liberty  Mutual  Insurance 

www.libertymutual.com 

Maker's  Mark 

www.redwax.com 

Metropolitan  Life  Insurance 
Company 

www.metlife.com 

Microsoft 

www.microsoft.com 

Morgan  Stanley  Dean  Witter 

www.msdw.com 

National  Discount  Brokers 

www.ndb.com 

Navision 

www.navision-us.com 

NEC 

www.nec.com 

Nokia  Internet  Communications 

www.nokia.com/ 


Northwest  Airlines 

www.nwa.com 

PeopleSoft 

www.peoplesoft.com 

Rational  Software 

www.rational.com 

Sharp  Electronics 

www.sharpelectronics.com 

Sheraton  Hotels  &  Resorts 

www.sheraton.com 

Siemens  EV  BKW 

www.ev.siemens.de 

Siemens  SBS  CMC 

www.siemens.com/mobile-business 

Singapore  Airlines 

www.singaporair.com 

Singapore  Telecommunication 
Limited 

www.singtel.com 

Star  Alliance 

www.staralliance.com 

Sun  Microsystems 

www.sun.com 

Toshiba  America 
Information  Systems 

www.toshiba.com 

VanKampen  Funds 

www.vankampen.com 


BusinessWeek 


You've  already  joined  the  club. 


BusinessWeek!  online 


So  why  not  use  all  the  facilities? 


www.businessweek.com 


\AOL  Keyword:  BusinessWeek    Internet  Keyword:  BusinessWeek 


A  Division  of The  McGraw-Hill  Companies 


Marketplace 


Aviation/Fractional  Ownership 


DIRECT  FLIGHTS  NOW 


AVAILABLE  TO  THE  MIDDLE 
OF  NOWHERE 

With  access  to  over  5,000  airports  and  schedules 
designed  around  your  specific  business  needs, 
fractional  owners  of  Learjet®  and  Challenger® 
business  jets   can    operate   from    virtually, 
anywhere.  We  offer  the  most  complete  range  of 
latest  technology  aircraft  available  today.  So 
while  there  may  be  other  options  to  Flexjet, 
there  can  only  be  one  choice.  Flexjet.  For  more 
information  on  the  many  affordable  benefits 
of  fractional  ownership  and  our  unprecedented 
level  of  personal  service  and  attention  to  detail, 
call  1-800-FLEXJET. 


BOMBARDIER 

AEROSPACE 


Legal  Services 


Asset  Protectk 


Domestic  &  Offshore  Strategic 

Companies,  Trusts,  Private  Bankl 

•  Maximum  Privacy  •  Tax  SavinJ 

1  Estate  Planning  •  Global  Investn 


Steven  Sears.  CPA»  Attorney  at   J 
714-544-0622  •  www.searsatty.  I 


Business  Opportunist 


Offshore+ E  -Commer 
=  Pro 


MEN'S  WIDE  SHOES11  MEN:  BE  taller!! 


Tired    of    bemc, 

EEE-EEEEEE  SIZES  5-13  she,,?  t,»  „„, 

FREE  catalog  •  High  quality  •  160  styles        ^E<°ZZ 

increasing  feature 

INSIDE  shoe    No 

OVERSIZED 

HEiLSl  Will  make 

you  y-3- TALLER  depending  on  style  OVER  100  STYLES  AVAILABLE 

Extremely  comfortable  Sizes:  5-12  Widths:  B-EEE  In  business 

over  55  years  MONEY-BACK  GUARANTEE.  Call  or  write  lor 

EBEE  color  catalog. 

ELEVATORS*   D 

RICHLEE  SHOE  COMPANY,  DEPT  BW1 1 


HITCHCOCK  SHOES,  INC. 

Dept.  55C  Hingham,  MA  02043 
1-800-992-wide   www.wideshoes.com 


Education/Instruction 


Get  Your  MBA 
Through  Distance  Learning 


CD  University  of 

V  Leicester 

PrCStlfllOua  British  Unlvc-rslly 
World  LtaiU  r  In  Distance  Learning 

No  GMAT  required 

i  •  >■  -ii  support  center 

Flexible  Education  financing  available 

Work  wperienca  «  quaURcatloiu  considered 

Member  ol  i  in-  A.w»;  lotion  of 

BiiiIium  *«  hood 

Accredited  by  bit:  Association  ol  MHAa 
Of  feted  under  H0y.1l  (  barter 

800-874-5844 
email:  rdiusa@erols.com 

www.rdi.co.uk  fflj 


1-800-290-TALL 


Education/Instruction 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's  - 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  -  Fast  -  Student 

Loans,  www.arrc.org 

800-951-1203 


The  Leader  in  Distance 
Learninq  for  20  Years 


>Associate«Bachelor«Master«Doctor 

Business  (Mgmt,  HRM,  Health  Care) 

Management  of  Technology, 

Psychology,  Law 

Southern  California  University 

for  Professional  Studies 

1840  E  17th  St  BW,  Santa  Ana,  CA  92705 

800-477-2254  www.scups.edu 


Log  on  today  for  the  Master'! 
of  tomorrow! 


http://mine.pc.unicatt.it 


MASTER  OF  MANAGEMENT  IN  THE  NETWORK  ECONOM 

Learn  how  to  manage  an  organization  in 
the  digital  age.  Be  part  of  an  international 
group  on  a  small  campus  in  the  peaceful 
surroundings  of  historic  Piacenza,  in  Italy. 

•  Collaboration  between  the  Universita 
Cattolica  at  Piacenza,  Italy  and  the 
University  of  California  at  Berkeley,  USA. 

•  1 1  months  of  coursework  led 
by  professors  from  top  U.S.  universities 
and  by  Silicon  Valley  experts. 

•  5-month  internship  in  a 
network-economy-oriented  organization. 

•  Starting  date:  September  17,  2001 

•  Applications:  March  1  -  April  30,  2001 


FONDAZIONE 


'<j; ;  f 


http://mine.pc.unn  all 

lulu  liiiiir«'|)<    linn  .ill 


r  Ad  Rates  and  Information  For  more  advertiser  information,  log  onto 

gone:  (312)  464-0500  Fax:  (312)  464-0512         www.businessweek.com/classifieds 


Business  Services 


^6^i 


Get  a  Professional 

Custom  Designed 

LOGO  TODAY! 
M<  Amcx 

l-Free:  1-888-869-5646 


ww.  1 800mylogo.com 


mcorporate.com 


agistered  agent  services 
S.  bank  accounts  opened 
Dminee  director  services 
laware  Incorporation  Handbook 
ware  Business  Incorporators.  Inc. 

00.423.2993 


I-:/  i.:,  i  ■■  em 

ITW  OF  BUSINESSES  FOR  SALE  BY  OWNERS 
»  MANUFACTURING  TO  SMALL  RETAIL  SHOPS 
fNIENCE  STORES  ■  RESTAURANTS  •  MOTELS 

«^  No  Cosl  To  Review  Businesses 

■H    1  -800-999-S  ALE  •  www.gwbs.com 

NATIONWIDE  -  To  Buy  or  Sell 
T  WESTERN  BUSINESS  SERVICES,  INC. 


iffliin.™ 


IGH*  MB 

ves- Web  Development^^  w  ^ 
•  Print  Advertising  \l&/*J 
M.werfo/7o///    ^^S*^ 


1.888.866.8737 


Corporate  Gifts 


2000  tattoos,  only  $299 

CALICO 
'225-4269  Fax:  707/446-8273 
II:  CalicoUSA@Yahoo.com  (PC) 
II:  Calicotattoos@aol.com  (Mac) 
'  Website:  CalicoUSA.com 


Computer  Equipment 


a 


Ted  Dasher  Inc. 

Hewlett-Packard 


■  Buy»Sell»Trade  ■ 

I  lei  •  ColorPro  •  Draft/Waster  •  DeskJet 
DraftPro  •  DesignJet  •  Ruggedwnter 
Electrostatic  Plotters 
J  HP  9000/3000  Workstations  &  Personal  Computers 
Demo  &  Refurbished  Equipment 

800-638-4833 

L ■_ [mail   sdlo'va'dashercom 


Cruises 


REDEEM  AND  EARN  MILEAGE  PLUS  MILES 

1-888-666-8120 
cruise^ileg^. 

WIN  A  CRUISE  -  SEE  OUR  WEBSITE 
12  CRUISE  LINES  •  GREAT  PRICES 


Discount  Travel 


NewM,lfeMS,Orf«Hfo  > 


Upfo65°°OlV.' 

■  _         ■     m%         Book  Online® 

holeldiscouni.com 
800-627-7019  ~  ^ 


Luxury  Bedding 


Miracle 

on  the  inside. 


It's  whaftMIIK!  thai  counts 

SWEDISH  SCIENTISTS  WORK 
UNDERCOVER  TO  CREATE  THIS 
WEIGHTLESS  SLEEP  SYSTEM! 


They  use  NASA's  anti-G-force  research  to  invent  a  marvel  of  molecular  physics... 

Tempur-Pedic's  phenomenal  Swedish  Works  naturally... automatically.      t0'd  a"  America  about  Tempur-Pedic 
bed  is  changing  the  way  Americans  Our  bed  utilizes  no  electricity,  no  corn- 
sleep.  Other  mattresses  are  fancy  on  the  out-  presseu  ^  no  heated  water.  Instead,  it  uses 
side.  Ours  is  a  miracle  on  the  inside!  mtumi    principles  of  physics  to  give 


Billions  of  viscoelastic  memory 
cells  work  as  molecular  springs  to 
conform  precisely  to  your  body. 

The  thick  padding  that  covers  other  mat- 
tresses keeps  their  steel  springs  inside,  but 
creates  ahammock  effect  outside.  This  can 
actually  cause  pressure  points. 


I  hir  adiunced  Uxbiuioj^>  Is  recognized  by 
NASA,  died  by  Bje  US  Sfiace  Itnuulaticm,  atul 
certified  In1  llx'  Space  Awareness  Alliance 


So  did  Lou  Dobbs  on  CNN's  Business 
Unusual,  and  CNBC's  Power  Lunch.  NBC's 
Today  Show,  Associated  Press,  Discovery 
Channel,  and  others  have  also  featured  our 
weightless  sleep  technology. 

Health  professionals  say  'Yes!' 
Our  owners  love  the  way  Tempur-Pedic 
helps  ease  aches,  pains,  back  problems. 
Thousands  of  sleep  clinics  and  health  pro- 
fessionals recommend  our  Swedish  Sleep 
System! 

Try  it  at  our  risk  for  3  months! 
Well  set  up  a  brand  new  demo  bed,  myour 
bedroom... even  remove  the  old  bed- 


you  the  energizing "lift"of  weightless  sleep. 

Our  exclusive  Tempui^material  uses  body  No  settings  or  controls  to  adjust  ...no 

mass  and  temperature  to  selectively  adjust  to  heaters,  motors,  or  air  pumps  to  break.  You 

your  exact  shape  and  weight  This  sleep  matrix  do  nothing  but  he  down  on  it! 

gives  you  total  support.  Its  microporoscopic  The  press  is  giving  us  rave  reviews! 

structure     is      self-ventilating.  TV,radio,magazines,newspapers,medical    ding... and  give  you  3  full  months  to  sleep 

Tests  show  that  our  Weightless  Sleep  System  publications. .  .our  high-tech  bed  is  win-    on  it.  If  you  don't  love  it,  we'll  pick 

drastically  cuts  tossing  and  turning!  ning  wide  acclaim.  Dateline  NBC    it  up-at  our  expense-no  questions  asked! 

-,^000''"*'  Custom  sizes 

jr~    made  to  order 


FREE  DEMONSTRATION  KIT 
is  now  yours  for  the  asking! 


Viscoelastic  memory  cells  conform 
to  every  curve  and  angle  ol  your  body, 
ventilating  channels  dissipate  heat. 


V 


TEMPUR 


l-PEDIC 


■ultralight  Terry 
Cover  with 
Air-Permeable  Liq 
uid  Bamer 


FREE  SAMPLE/FREE  VIDEO/FREE  INFO 

1-888-732-0163 

CALL  TOLL  FREE  OR  SEND  FAX  TO  1 859259-9843 

Tempur-Pedic,  Inc .  1713  Jaggie  Fox  Way.  Lexington.  KY  4051 1 


1 


Editorials 


NEEDED:  A  FASTER,  FAIRER  INCOME-TAX  CUT 


We  don't  yet  know  how  bad  the  downturn  will  be  or  how 
low  the  stock  market  will  go.  Federal  Reserve  Chair- 
man Alan  Greenspan,  in  his  most  recent  congressional  testi- 
mony, appeared  to  imply  that  the  economy's  rebound  is  in 
sight,  citing  what  he  interprets  as  improvements  in  January 
and  February.  But  high-tech  ceos,  surprised  by  their  plum- 
meting earnings,  are  predicting  problems  well  into  the  second 
half  of  the  year.  Some  are  even  mentioning  the  "R"  word. 
Measures  of  both  business  and  consumer  confidence  also 
show  a  shocking  decline.  And  Asia  and  Europe  are  beginning 
to  follow  the  U.  S.  into  a  synchronous  global  economic  decline. 
We  hope  Greenspan  is  right  about  a  quick  economic  bounce- 
back,  but  we  think  this  is  the  time  to  take  out  some  fiscal  in- 
surance to  buttress  the  Fed's  easier  monetary  policy. 

The  good  news  is  that  President  George  W.  Bush  has  just 
sent  his  $1.6  billion  tax-cut  proposal  to  Congress.  The  bad 
news  is  that  it's  not  optimally  configured  to  give  the  economy 
the  fast  fiscal  boost  it  needs.  Worse,  political  wrangling  by  lib- 
eral Democrats  and  conservative  Republicans  threatens  to 
stall  passage  of  any  tax-cut  legislation  until  well  into  the 
fall,  making  it  ineffective  in  fighting  the  current  downturn. 

As  it  stands,  Bush's  income-tax  cut  isn't  much  of  a  counter- 
cyclical force.  The  initial  tax  cuts  come  in  small,  one-per- 
centage-point increments  that  don't  start  until  next  year  and 
are  weighted  to  benefit  a  relatively  small  number  of  well-off 
families.  The  same  can  be  said  for  repeal  of  the  estate  tax, 
which  would  benefit  even  fewer  households. 

Changing  the  mix  of  tax  cuts  to  give  more  to  middle-  and 
working-class  families  would  pump  money  back  into  the  econ- 
omy faster  and  more  broadly.  Making  income-tax  cuts  for  the 


higher  brackets  retroactive  by  cutting  withholding  imm< 
ately  would  give  the  economy  a  faster  fiscal  kick  as  well. 
Gallup  and  ABC/Washington  Post  polls  show  Americans  fa 
targeted  tax  cuts  over  the  Bush  plan  by  a  sizable  majority 
cause  they  have  doubts  about  its  fairness  and  scope.  In  ef 
they  support  the  kind  of  tax-cut  program  that  would 
more  stimulus  more  quickly  to  the  economy. 

Politicians  of  both  parties  should  listen  to  the  people 
act  fast.  Right  now,  the  two  sides  are  not  that  far  apar 
terms  of  the  size  of  the  tax  cut.  The  Democrats  have  agr 
to  nearly  $1  billion  in  cuts,  not  far  from  the  gop's  $1.6  bil 
They  should  just  split  the  difference.  That's  easy.  Deterr 
ing  the  distribution  of  benefits  is  much  harder.  Democrats 
adamantly  against  cutting  the  top  income-tax  rates  f 
39.6%  to  33%,  arguing  that  it  skews  the  tax-cut  benefit 
the  rich.  They  have  a  point.  Families  who  pay  most  of  t 
federal  taxes  in  the  form  of  payroll  taxes  deserve  a  br 
too.  Tax  rebates  or  credits  against  payroll  taxes  shoulc 
part  of  any  big  tax  cut.  But  Republicans  are  absolutely 
rect  in  saying  that  the  rich  and  the  upper-middle  class  d 
fact  pay  most  of  the  income  tax  and  deserve  a  big  brea 
well.  One  idea:  The  GOP  might  consider  cutting  top  marg 
rates  to  35%  but  hasten  their  implementation. 

To  speed  up  the  process,  all  other  tax-cut  proposals  sh 
be  shelved  until  next  year.  That  includes  estate,  man- 
penalty,  capital  gains,  and  research  and  development  taxes 
business.  None  of  these  has  any  countercyclical  effects. 

A  compromise  tax  cut  would  not  only  be  fairer,  bi 
also  would  be  a  far  stronger  weapon  against  possible  re 
sion.  America  needs  a  tax  cut  by  the  spring,  not  the  fal 


THE  NEW  ECONOMY'S  NEW  REALITY 


There's  nothing  like  a  bear  market  to  strip  away  some 
New  Economy  illusions.  A  long  economic  expansion  un- 
fortunately led  many  to  reach  conclusions  now  revealed  to  be 
false.  There  are  chief  executives,  young  employees,  and  in- 
vestors across  America  today  who  are  stunned  into  disbelief 
because  their  bedrock  assumptions  turned  out  to  be  wrong. 
Here  are  three  of  the  most  glaring  examples: 

■  Information  technologies  are  so  important  to  productivity 
and  profits  that  corporations  will  always  buy  them,  in  bad 
times  as  well  as  good.  Wrong.  Many  high-tech  ceos  were 
lulled  into  believing  they  operated  in  a  world  with  different 
rules  and  outcomes.  When  dot-coms,  telecoms,  and  others 
suddenly  cut  purchases  of  servers,  optical  equipment,  and  it 
gear  last  November,  they  couldn't  believe  it.  Heads  of  cor- 
porations such  as  Nortel,  Sun,  and  Cisco  continued  to  forecast 
earnings  growth  that,  in  the  end,  they  couldn't  deliver. 

■  Labor  is  so  scarce,  especially  in  high  tech,  that  companies 
would  never  lay  off  workers  in  a  downturn.  Wrong.  Many 


twentysomethings  were  lulled  into  believing  they  were 
titled  to  six-figure  jobs  and  their  pet  dog  at  work.  1 
had  attitude.  Surprise.  As  profits  fall  sharply,  companies 
cutting  back  on  everything:  advertising,  travel,  capita 
vestments — and  employees.  Layoff  notices  are  at  an  all- 
high,  with  high  tech  especially  hacking  away  10% 
10,000  there. 

■  Growth  is  so  stable  and  profitability  so  strong  that  the 
uity-risk  premium  investors  demand  over  bonds  will  sh 
sending  the  Dow  to  36,000.  Wrong.  It  turns  out  that  a 
tech-driven  expansion  may  raise  productivity,  profits, 
stock  prices,  but  it  also  may  increase  volatility  and  risk  or 
downside.  That's  what  tech  booms  always  do.  Witness 
stock  market  rout  of  recent  months. 

The  New  Economy  has  always  been  about  basics:  si 
what  higher  productivity  and  somewhat  higher  noninflatio 
potential  economic  growth.  With  the  stripping  away  of 
sions,  the  basics  are  revealed  with  even  greater  clarity. 
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SECURITY  CHECKS 

POWER,  PRESTIGE— 
BUT  NO  PALM 

COLIN     POWELL     MAY     HAVE 

lots  of  perks  in  his  new  job 
as  Secretary  of  State,  but  a 
Palm  Pilot  isn't  one  of  them. 
The  State  Dept.  confirms  that 
for  security  reasons  it  has 
forbidden  Powell  from  link- 
ing his  Palm  with  any  com- 
puters he  uses  for  classified 
work.  That's  no  surprise  to 
those  writing  Palm  software. 
They've  spotted  several  gap- 
ing holes  in  the  operating 
system  over  the  past  few 
months. 

Witness  a  Mar.  1  advisory 
from  security  firm  @stake 
warning  that  there's  no  way 
to  completely  safeguard  the 
Palm  password  system.  In 
fact,  hackers  can  override  se- 
curity using  standard  Palm 
os  tools  used  by  program- 


POWELL:  Less  portability 

mers  to  debug  the  system. 
Palm  says  it  will  plug  the 
hole  in  the  next  os  version 
due  out  in  the  next  six 
months.  But  that  might  not 
be  soon  enough  for  the  thou- 
sands of  companies,  particu- 
larly health-care  and  finance, 
using  them  for  mission-sensi- 
tive applications.  Says  Pam 
Deziel,  a  marketing  director 
at  Palm:  "We're  trying  to 
make  these  devices  as  secure 
as  possible,  but  we  wouldn't 
want  nuclear  codes  to  be  car- 
ried around."    Alex  Salkever 


NEVERMIND 

CASUAL  DRESS: 
DOT-COM  CASUALTY? 

A  BACKLASH  IS  BREWING  AND 
its  target  is  casual  dress. 
Dot-coms  inspired  the  trend 
toward  all-casual,  all-the-time 
attire.  But  with  tech  fortunes 
tumbling  and  little  need  to 
impress  the  twentysomething 
Net  crowd,  some  companies 
are  rethinking  the  dress  code 
— and  reverting  to  more  pro- 
fessional attire. 

They  say  business  casual 
has  detracted  from  the  pro- 


fessionalism of  the  workplace 
and  can  project  a  less-seri- 
ous image  than  a  job  may 
require.  Japanese  trading 
firm  Itochu  International, 
for  one,  has  swapped  five 
days  of  casual  dress  for  Casu- 
al Fridays  in  U.  S.  offices.  And 
recruiter  Korn/Ferry  Inter- 
national reverted  to  full-time 
business  attire  nationwide  in 
January,  exempting  only  its 
100  Silicon  Valley  staff.  "The 
fact  that  a  lot  of  dot-coms 
have  done  poorly  may  make 
casual  attire  guilty  by  associ- 
ation," says  Korn/Ferry's 
Mark  Nevins. 

Another  reason:  Sloppy 
dressers  are  crossing  the  line, 
say  34%  of  3,500  execs  polled 
by  Management  Recruiters 
International.  They  cite  tank 
tops,  sweatshirts,  and  open- 
toed  shoes  in  the  workplace. 
"They  started  as  'business  ca- 
sual,' and  it's  turned  into 
'weekend  casual,'"  says  MRl's 
Chief  Executive  Allen  Sa- 
likof.  Welcome  back,  Brooks 
Brothers.  Joan  Oleck 


TALK  SHOW  ilThis  has  never  been  about  shutting  down 
Napster,  but  stopping  the  infringement?) 

— Hilary  Rosen,  President,  Recording  Industry  Assn., 
to  USA  Today 


STREET  SWEEP 

A  RAIDER 
CRIES  POVERTY 

THE  GOVERNMENT  RACKED  UP 

a  string  of  successes  bring- 
ing Michael  Milken,  Ivan 
Boesky  and  other  rogue  fi- 
nanciers to  justice  for  their 
misdeeds  during  the  1980s 
takeover  boom.  Then  there's 
Paul  A.  Bilzerian,  best  known 
for  his  1988  takeover  of 
Singer,  who  allegedly  has 
used  a  deft  succession  of  legal 
maneuvers  for  nearly  a 
decade  to  avoid  paying  a  pen- 
ny of  the  $83  million  he  now 
owes  the  Securities  &  Ex- 
change Commission. 

Now  Bilzerian  may  be 
facing  the  music:  He's  in  a 
Miami  federal  detention 
center  while  courts  attempt 
to  freeze  his  assets.  The  sec 
says  the  raider  owes  the 
money  from  a  fraud  scheme 
to  reap  profits  from  his  at- 
tempted takeover  targets.  But 
even  though  the  sec  alleges 
he  owns  a  36,000-sq.-foot,  $3.4 
million  Tampa  mansion,  he 
claims  in  court  that  he  can't 
pay  because  he's  bankrupt — 
just  $15,805,  including  a  Ca- 
sio watch,  golf  clubs,  and 
some  used  books  to  his  name. 


He  also  claims  he  has  $13i 
million  in  liabilities. 

But  sec  lawyers  say  Bi 
erian  is  hiding  at  least  $ 
million  through  a  Byzanti 
web  of  offshore  trusts  a: 
family-owned  companies.  " 
terms  of  abuse  of  the  leg 
process,  it's  one  of  the  woi 
cases  I've  ever  seen,"  sa 
sec  attorney  Judith  R.  Sta] 

A  Tampa  court  recently  d 
missed  Bilzerian's  bankrupt 
claim.  On  Jan.  30,  Bilzeri 


went  to  jail  for  cc 
tempt  of  court  until  he  pi 
duces  better  documentation 
his  assets.  Then  on  Mar.  1, 
court  in  Washington,  D.( 
temporarily  froze  five  s 
counts  allegedly  linked 
Bilzerian  at  Wells  Far 
banks.  A  Bilzerian  spoke 
woman  says  he  does  not  wi 
to  comment.  Aixa  M.  Pascu 
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Announcing.., 

new  arrivals  to  rival  ".com"  and  ".net" 

California  startup  New.net  has  introduced 

20  new  Internet  domain  names  sure  to 

raise  the  hackles  of  companies  scrambling^ 

to  keep  up  with  cybersquatters.  The  new 

domams,  which  redirect  Web  pages  to  the 

designations  below  from  the  .net  suffix,  would  allow  such  new 

company  „amas,  such  as  W.to„e„,rave,.  and'  ^ie.shop.- 
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TRUCK  TALK 

18  WHEELS, 
18  AT  THE  WHEEL 

THE  U.S.  WILL  NEED  80,000 
new  truck  drivers  annually 
through  2005,  according  to 
Gallup  Organization  esti- 
mates. And  if  the  Trans- 
portation Dept.  reduces  the 
hours  a  driver  may  stay  at 
the  wheel  from  10  to  8,  the 


Truckload  Carriers  Assn. 
expects  a  shortfall  of  an 
additional  49,000  drivers 
a  year.  "This  problem  isn't 
going  to  go  away  by  it- 
self," says  Vir- 
WANTED:  ginia  DeRoze, 
Drivers  tca's  head  of 
~  driver  issues. 
True,  the  economic 
slowdown  has  lowered 
short-term  demand  for 
haulers.  But  the  dot  is 
considering  a  more  per- 
manent solution:  Lower 
the  commercial  trucking  age 
from  21  to  18  for  interstate 
hauls.  Safety  groups  fume 
that  young  drivers  are  a  road 
hazard.  But  advocates  say 
that's  not  so,  since  they  must 
have  a  clean  driving  record 
and  pass  training.  As  it  is,  48 
states  allow  18-year-olds  to 
make  trips  within  state  bor- 
ders. California  isn't  waiting: 
It's  now  training  ex-cons  to 
drive  rigs.    Nicole  St.  Pierre 


LA-LA  LAND 

A  STAR  EATERY 
HAS  LOST  ITS  SPICE 

SAD  BUT  true:  UBER-CHEF 
Wolfgang  Puck  is  closing  the 
original  Spago  restaurant  in 
West  Hollywood 
on  Mar.  31.  The  19- 
year-old  bistro  not 
only  made  Puck  a 
household  name 
but  also  put  Cali- 
fornia cuisine  on 
the  world  map  and 
introduced  culinary 
combinations  such 
as  duck  pizza.  A 
spokesman  con- 
firms that  Puck's  lease  is  up, 
and  he  doesn't  want  to  spend 
the  estimated  $2  million  it 
would  take  to  modernize  the 
space.  Not  to  worry,  though. 
Puck's  newer,  tonier  Spago  in 
Beverly  Hills  continues  to 
pack  'em  in. 

So  are  droves  of  nostalgic 
foodies  paying  homage  to  the 
legendary  spot  in  its  last 
hours?  Not  quite.  Spago  was 
less  than  half  full  on  a  recent 
Wednesday  night.  By  10  p.m. 


— still  prime  time  in  L.A. 
dining  circles — the  manager 
and  even  the  waiters  had  be- 
gun to  split.  Bon  Jovi's  1986 
hit  Livin'  on  a  Prayer  echoed 
through  the  dining  room.  The 
kitchen  staff,  nearly  finished 
for  the  evening,  had  their 


BOWING  OUT:  Puck  at  Spago 

meal  on  a  darkened  patio 
that  used  to  be  the  hippest 
place  on  earth  on  Academy 
Awards  night. 

Just  a  reminder,  in  case 
anyone  forgot:  In  Hollywood, 
it's  what's  young  and  new 
that  matters.  Like  Nor- 
ma Desmond  in  Sunset 
Boulevard,  the  original  Spa- 
go clearly  has  seen  better 
days.     Christopher  Palmeri 


G108M.  MRMUG 
W&  totlTfct?  "[HE 
5Ko\M  Ck?  OF 
WT.  KlUMNJN?o 


\NttM"  K  GgEM 
Hbm  Fop.  M  9UV ,' 


TELECOM  TALES 


MAKE  A  FEW  GALLS,  THEN  TOSS  THE  PHONE 


THE  next  item  at  your 
local  7-11  store,  next  to  the 
disposable  cameras?  Dispos- 
able cell  phones.  New  Jersey 
inventor  Randi  Altschul  says 
she  has  perfected  a  palm- 
size  Phone-Card  Phone 
that  has  60  minutes  of 
prepaid  airtime.  Her  $9.95 
model  makes  outgoing  calls 
only;  a  $12.99  model  accepts 
incoming  calls  as  well.  The 
phone  is  set  to  debut  this  fall. 

Already,  Altschul  says  she 
has  millions  of  orders  from 
U.  S.  and  foreign  vendors. 
She  came  up  with  the  idea 
after  feeling  so  frustrated 
with  her  cellular  service  that 
she  wanted  to  throw  her  cell 
phone  out  the  window.  "This 
gives  you  the  excuse  to  do 
that,"  says  Altschul,  40. 

The  phone,  based  on  22 


patents,  is  made  of  computj 
chips  implanted  in  coated 
per,  and  can  work  on  be 
U.  S.  and  European  standard 
Altschul  doesn't  yet  have 


DISPOSABLE:  Out  this  fall\ 

carrier  for  the  calls.  But 
predicts  a  big  market  for  mi 
chandisers  looking  to  ofi] 
calls  to  clients,  as  well 
technophobes  who  avoid 
phones  but  want  one  on  haH^ 
for  emergencies.    Joan  016, 


THE  BIG  PICTURE 


HOW  THE  U.S.  RATES  IN  THE  WIRED  WORLD 

The  U.S.  is  slipping  compared  with  Scandinavian 

countries,  where  a  higher  percentage  of  the  population 

is  using  the  Net  for  services  and  transactions.  In  the 

U.S.,  only  56%  of  the  population  has  Net  access. 


Rankings 


"DETERMINED  BY  THEIR  ABILITY  li 
ACCESS  AND  ABSORB  INKIKMAIH 
ANll  INFORMATION  TrCHNOlOGY 
THE  FOUR  CRITERIA  CATEGORIES 
ARE  COMPUTER,  INFORMATION, 
INTERNET,  AN 
SOCIAL  INFRA 
STRUCTURES 


FOOTNOTES   Online  corporate  travel  bookings  as  a  percentage  of  all  corporate  bookings:  in  2000,  6%;  in  2005  Ost.),  31  % 
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.  Their  global  telecom  network, 


roducts  and  services  are 


■,  reliable 


und  flexible. 


V    \ 


Pascal  Billieux,  MIS  Managua Eumpn,  Logitech' 


lobal  One's  high-speed  Internet  access,  Global  IP  Direct,  helps  Logitech's  critical  e-commerce  and  business  sites  move  tons  of 
ata  quickly  and  smoothly  around  the  world.  And  when  Logitech's  customers  need  help,  Pascal  trusts  Global  Call  Center  to  handle 
alls  seamlessly  from  all  over  Europe.  No  wonder  he's  deliriously  happy  to  work  with  us.  For  more  information,  please  visit 
ww.globalone.net  or  call  1-877-460-4141. 


Global 


M  HP 


A  Member  of  the  France  Telecom  Group 


100%  satisfaction  guaranteec 
or  your  wires  back 


T  E  C  R  A      8  2  0  0 


Pentium'1'  III  processors  up  to  850MHz,  featuring  Intel9- 

SpeedStep'"  technology 

Integrated  wireless  antenna  for  full  360°  connections 


•  Built-in  modem,  Ethernet  and  wireless  LAN 

•  One  platform,  one  image 

•  128MB  SDRAM,  expandable  to  512MB 


pentium»/l/ 


Toshiba  recommends  Microsoft""  Windows""  2000  Professional  for  business. 

'Offer  expires  9/30/01.  Offer  is  valid  in  major  metropolitan  U.S.  locations,  and  only  available  directly  from  Toshiba  The  $785  prli  e  Ini  ludM  the  phytli  al  Initlllfltlon  and  i  onflouratlon  of  Ol 

conditions,  visitwwwwirefree.toshiba.com.  '850MHz  model  only  'Money-b.i<  k  guarantee  only  available  foi  mm  ire.  pi. I  by  9/ 10/01   Applies y  to  pru  ■-  p.  ml  Nu  pmt.ihi.v.  .ni> 

'A  IryJnh.i  Ain.:if<  .i  Itili-.iin.ilKiti  '  .y.h-in'.,  Int.   .niil/ur  hclnUil  mpi  d.ilion   li  .1.  ■!   I  hi    Inlt-I  Ihm<I<<  Imjo  .  in<  i  I  \  Milium, ■Ljr.l.  ■!<  ■.  I  li.ufitiii.iih*.  ;iml  Ind  I !  .ptuuiStn 


Introducing  the  Toshiba 

Test-drive  a  wireless  office  with  Toshiba  s  no-risk 
wireless  installation  services  for  just  $795.'  Act  now 
and  automatically  receive  10%  off  for  up  to  eight 
portables.  How  does  it  work?  We  come  to  your  place 
of  business  and  install  a  wireless  access  point  and 
configure  up  to  eight  portables.  Then  you  can  equip 
your  office  with  Toshiba's  ultrapowerful  Tecra9  8200  or 
Satellite  Pro9  4600'  computers  with  integrated  Wi-Fi'" 
technology— the  most  advanced  integrated  wireless 


wireless  no-risk  guarantee. 

solution  available.  Both  come  with  built-in  wireless 
antennae  that  allow  for  clean  360°  connections  and 
fewer  fadeouts.  Unlike  other  wireless  solutions,  Toshiba 
offers  built-in  modem,  Ethernet  and  wireless  LAN.  If 
you  are  not  completely  satisfied  after  30  days,  you  can 
return  the  computers  and  access  point  for  a  full  refund 
on  all  hardware3  If  after  30  days  you  like  what  you  see, 
you  will  be  eligible  for  discounts  on  additional  access 
points.  What  have  you  got  to  lose?  choose  freedom'"1 


Call  1-800-TOSHIBA  or  visit  www.wirefree.toshiba.com. 


SATELLITE      PRO      4  6  0  0 


Pentium  III  processor  850MHz,  featuring  Intel 
SpeedStep  technology 

Integrated  wireless  antenna  for  full  360°  connections 
Dazzling  graphics  capabilities 


Built-in  modem,  Ethernet  and  wireless  LAN 
128MB  SDRAM,  expandable  to  512MB 
DVD-ROM/CD-RW  multifunction  drive 


TOSHIBA 


Z^^^J^I^^^^^^^"^  3°  dayscTosh,ba  reserves  Ihe  right  to  cancel  or  change  this  promotion  at  any  „me  without  notice.  For  full  terms  and 
™  aif^         t  n°nre'undable  ©2001  Toshiba  America  Information  Systems,  Inc  Satellite  Pro  and  Tecra  are  registered  trademarks  and  choose  freedom  is  a  trademark 
ion  All  other  products  and  names  mentioned  are  the  property  of  their  respective  owners  All  specifications  and  availability  aresubpclto  change  trademark 
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TALKING  BACK 
TO  THE  ORACLE 


The  technology  that  [Oracle  CEO 
Lawrence  J.]  Ellison  prescribes  runs 
exactly  opposite  to  the  current  trends 
that  are  taking  place  throughout  manu- 
facturing: more  specialization,  more  out- 
sourcing, and  lowering  inventory  levels 
to  nearly  zero  ("The  oracle  speaks,"  In- 
formation Technology,  Feb.  26).  The 
type  of  software  that  is  able  to  bring 
about  these  feats  is  certainly  not  a  com- 
mon-denominator, vanilla,  one-size-fits- 
all  approach. 

Rob  Rennie 

Chief  Executive  Officer 

theSupplyChain.com  Inc. 

Newport  Beach,  Calif. 

Larry  Ellison  properly  castigates  Mi- 
crosoft Corp.  for  its  numerous  sins,  but 
then  he  immediately  stumbles  into  the 
same  trap  that  plagues  all  Microsoft 


interfaces.  Without  such  standards,  th 

World  Wide  Web  would  never  have  be 

come  anything  more  than  a  minor  toy. 

Steven  Potuza 

Gilroy,  Cali 

THERE'S  NOTHING  TO  FEAR 
IN  SINGLE-STOCK  FUTURES 


Joseph  Weber's  commentary,  "Cat 
tion:  Single-stock  futures  ahead"  (News 
Analysis  &  Commentary,  Feb.  26),  pre 
sented  an  unbalanced  examination 
single-stock  futures.  Such  futures  wi 
bring  many  potential  growth  opportun 
ties  to  the  global  equity  markets. 

The  benefits  include  new  hedging  or. 
portunities,  the  ability  to  short  stock 
without  paying  stock  borrowing  costs 
capital  efficiency,  and  cost  effective 
ness.  It  will  be  important  for  marke 
participants  to  review  the  risks  an 
rewards  prior  to  investing.  We  are  cor 
fident  that  our  regulators  and  ex 
changes  will  provide  the  re 
quired  levels  of  custome 
protection  and  appropriat 
margin  requirements. 

Joseph  Murph 

Chief  Executive  Office 

Refco  Global  Future 

New  Yor 
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products  and  their  customers.  Microsoft 
delivers  monolithic  software,  containing 
huge  and  unnecessarily  complex  code, 
none  of  which  can  be  completely  under- 
stood by  other  vendors  trying  to  make 
value-added  products.  The  inestimably 
better  way  is  to  create  and  adhere  to 
open  industry  standards  at  well-known 


Joseph  Weber's  inflammj 

tory  commentary  is  based  o 

faulty  premises  and  an  or. 

vious  prejudice  against  o 

fering  individual  investors 

fair  opportunity  to  benefit  from  th 

transparency  and  efficiency  of  exchange 

traded  derivative  contracts  as  risk  mar 

agement  tools. 

The  ban  on  single-stock  futures  ws 
not  related  to  risk.  Instead,  it  was  in 
posed  because  government  regulator 
couldn't  agree  which  [agency]  shoul 
have  oversight.  Every  major  financi; 
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To  turn  a  mountain  of 
information  into  an  avalanche 
of  prof  its...  We're 
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understand  the  need  to  collect,  organize  and  manage 
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analysis  to  inventory  and  purchasing  power. 

Taking  complex  information  distributed  across  an 
entire  enterprise  —  giving  management  the  comprehensive 
view  it  needs  to  make  critical  decisions  for  information 
reuse,  greater  ROI  and  success  —  that's  our  business. 

Yesterday  we  were  Informix  Business  Solutions. 
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Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

"How  to  Survive  Fed  Shock,"  (BusinessWeek 
Investor,  Mar.  5)  mistakenly  reported  that 
one-quarter  of  the  Strong  Advantage  Fund's 
bonds  were  rated  BB  or  below.  Although  the 
fund  can  invest  25%  of  its  assets  in  such 
bonds,  the  figure  is  currently  9%. 

The  table  accompanying  "India  3.0"  (In- 
ternational Business,  Feb.  26.)  should  have 
said  India's  info-tech  exports  at  $6.3  bil- 
lion are  1.5%  of  the  gross  domestic  prod- 
uct and  15%  of  its  exports.  The  numbers 
are  correctly  stated  in  the  story. 


regulator — the  Federal  Reserve,  Trea- 
sury Dept.,  Commodity  Futures  Trading 
Commission,  and  Securities  &  Exchange 
Commission — supported  the  legislation 
that  permits  single-stock  futures.  The 
ability  of  futures  exchanges  to  trade 
single-stock  futures  was  specifically  tied 
to  implementing  all  of  the  customer  pro- 
tection rules  applicable  to  securities 
markets. 

The  relevant  facts  omitted  are  that 
(1)  a  20%  loss  [the  example  cited]  has 
the  same  effect  on  an  investor  whether 
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he  or  she  owns  100  shares  of  stock  or  a 
futures  contract  for  100  shares,  and  (2) 
the  new  law  requires  that  single-stock 
futures  be  marketed,  margined,  and 
traded  in  the  same  manner  as  options 
on  those  stocks. 

Scott  Gordon 

Chairman  of  the  Board 

James  J.  McNulty 

President  and  ceo 

Chicago  Mercantile  Exchange 

Chicago 

HEDGE  FUNDS 

MAY  HAMPER  GROWTH 

Hedge  funds  are  having  a  detrimen- 
tal impact  on  the  real  economy,  espe- 
cially America's  industrial  base  ("Hedge 
funds  are  hot  again,"  Cover  Story,  Feb. 
26).  Instead  of  making  productivity-en- 
hancing investments  in  either  manu- 
facturing or  services,  unregulated  cap- 
ital gravitates  toward  monopolies  or 
speculation. 

Finance  capital  exacerbates  the  equi- 
librium problems  between  capitalist  na- 
tions in  order  to  profit  from  the  dis- 
crepancies, increasing  volatility  in  both 
the  equity  and  currency  markets.  To 
place  the  global  economy  back  on  track 


to  shared  prosperity,  these  hedge  fun  * ■■'■' 


need  to  be  tightly  regulated. 

David  Chia 
Howell,  N 

WHY  SHOULD  CONGRESS 
CARE  ABOUT  U.S.  JOBS? 


j- 


m 


"Low-skilled  jobs:  Do  they  have 
move?"  (Workplace,  Feb.  26)  is  a  tesfc  I 
mony  to  how  training  and  automati  p 
can  make  manufacturing  in  the  U. 
competitive  against  low-wage  Thi  fc: 
World  countries.  However,  it  is  beyo 
me  why  Congress  might  offer  tax  art  ely 
its  or  other  incentives  to  retain  mold 
manufacturing  in  the  U.  S. 

Bill  Waddfc  i 
Palos  Verdes,  Ca  i  thf 


SOCIAL  SECURITY:  MAKE  BIG 
EARNERS  PAY  THE  FULL  FREIGHT 


A  really  painless  way  to  increase  £ 
cial  Security  revenues  has  fortuitous 
come  up  ("A  better  way  to  use  all  tl  [M| 
dough,"  News:  Analysis  &  Commenta 
Feb.  26).  As  part  of  his  across-the-bo£ 
income-tax  cut,  President  Bush  can    h  a  t 
elude  a  provision  to  remove  the  $80,4  : 
ceiling  on  covered  fica  earnings.  T 
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ly,  Bush  can  still  give  a  tax  cut  to 
per-income  people  while  simultane- 
sly  increasing  their  Social  Security 
Dents  and  helping  to  safeguard  the 
cial  Security  fund. 

Niels  H.  Nielsen 
Princeton,  N.J. 

ANCHING  THE  FLOW 

■  BANKRUPTCIES 

While  people  may  feel  less  stigma- 
ed  about  filing  for  bankruptcy,  the 
ison  for  the  huge  increase  in  filings 

1  hardly  be  the  result  of  less  "stigma" 
Bankruptcy?  So  What?"  Economic 
ends,  Feb.  19).  Once  people  are  mas- 
'ely  in  debt,  they  need  an  escape 
tch,  regardless  of  the  stigma. 
Bankruptcy  is  the  escape.  If  the  cred- 
rs  don't  want  to  write  off  so  much 
bt,  they  can  reduce  the  credit  risk 

requiring  potential  customers  to  file 
itten  loan  applications  for  all  types 
debt,  including  credit  cards. 

Robert  Singer 
Hamden,  Conn. 

SSONS  FROM 

iLIFORNIA'S  CRISIS 

In  a  recent  study,  we  showed  that 
;  introduction  of  real-time  pricing  to 

2  larger  commercial  and  industrial 


customers  can  result  in  substantial  im- 
provements in  the  state's  demand-supply 
balance  ("Why  the  energy  crunch  needs 
tough  love,"  News:  Analysis  &  Com- 
mentary, Feb.  19).  During  peak  hours, 
demand  can  be  lowered  by  about  2.5%, 
resulting  in  a  24%  drop  in  wholesale 
electricity  prices.  This  solution  is  envi- 
ronmentally clean.  It  is  also  cheaper 
and  faster  than  many  of  the  supply-side 
solutions  being  advocated. 

Ahmad  Faruqui 

Economist 

Electric  Power  Research  Institute 

Palo  Alto,  Calif. 

A  DISPATCH 

FROM  THE  SERVICE  ECONOMY 

I'm  responding  to  "Jobs:  How  long 
can  services  pick  up  the  slack?"  (News: 
Analysis  &  Commentary,  Feb.  19).  I 
have  been  out  of  work  since  July,  2000. 
My  best  advice  to  the  55-year-old  facto- 
ry worker — and  others  50-plus — who 
want  to  bone  up  on  computer  skills  so 
they  can  find  new  jobs:  Find  work  in- 
stead as  a  janitor  or  security  guard  if 
you  really  need  the  money  to  pay  your 
taxes  or  medical  bills.  Your  past  excel- 
lent proven  employee  record  is  of  no 
value  to  the  info-tech  economy. 

John  W  Hillman 
Valrico,  Fla. 
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Where  in  the  world  can  you  go  to  find 
some  worthy  competition?  Just  about 
anywhere,  with  the  Mobile  Internet  from 
Lucent.  As  the  world  leader  in  mobile 
Internet  technology,  we're  building  the 
wireless  networks  that  bring  the  full 
power  of  the  Internet  to  mobile  devices. 
So  everything  from  interactive  games 
with  3D  graphics  to  online  banking  to 
video  e-mail  is  always  at  your  fingertips. 
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IBM  AND  THE  HOLOCAUST 

The  Strategic  Alliance  Between  Nazi  Germany  and  America's  Most  Powerful  Corporation 

By  Edwin  Black 
Crown.  519pp.  $27.50 


DID  IBM  REALLY 
COZY  UP  TO  HITLER? 


The  subject  of  U. S.  corporate  op- 
erations in  Nazi  Germany,  and 
the  contributions  they  made  to 
the  regime's  aggressive  and  murderous 
power,  is  intriguing,  intricate,  and  im- 
portant. It  deserves  a  well-researched 
and  -reasoned  book.  Edwin  Black's  IBM 
and  the  Holocaust  does  not  come  close 
to  meeting  the  challenge.  Illogical,  over- 
stated, padded,  and  sloppy,  the  work 
will  give  readers  who  recognize  the  au- 
thor's name  a  sad  sense  of  deja  vu.  In 
1984,  Black  wrote  The  Transfer  Agree- 
ment, about  an  oft-described  1933  deal 
between  the  Zionist  Organization  and 
Nazi  Germany.  Historians  and  most  oth- 
er reviewers  savaged  that  work.  Some 
wondered  aloud  how  a  distinguished 
publisher  (in  that  case,  Macmillan)  could 
exercise  so  little  quality  control.  Black's 
new  offering  duplicates  the  structure 
and  argumentation  of  his  earlier  one  al- 
most to  the  letter.  Already,  it  has  begun 
to  provoke  a  similar  reaction. 

This  time,  the  topic  is  IBM's  allegedly 
massive  role  in  the  Holocaust.  As  in  his 
earlier  book,  Black  claims  to  have  hit 
upon  an  unknown  story  of  enormous 
and  fateful  consequence.  By  laying  bare 
the  Third  Reich's  uses  of  ibm's  Hollerith 
punch-card  tabulating  and  sorting  ma- 
chines, Black  has,  he  insists  repeatedly, 
answered  the  central  question  behind 
the  Nazis'  ability  to  find,  fleece,  tor- 
ment, and  massacre  the  Jews:  How  did 
they  get  the  names? 

Once  again,  the  author  invokes  at  the 
outset  the  shock  of  his  Holocaust  sur- 
vivor parents  at  his  discoveries  and  the 
powerful  interests  that  are  bound  to  be 
offended  by  his  brave  detective  work.  In 
case  this  does  not  disarm  critics,  once 
again  he  overwhelms  the  reader  with 
detail,  much  of  it  irrelevant,  and  statis- 
tics, many  of  them  contrived.  He  not 
only  exaggerates  but  does  so  to  make 
two  fundamentally  implausible  charges. 
First,  he  says  the  growth  of  IBM's  Ger- 


man subsidiary,  Dehomag,  and  the  ef- 
forts of  IBM's  chairman,  Thomas  Watson, 
to  maintain  control  of  that  company  in 
the  period  after  Hitler  came  to  power 
in  1933  represented  a  "strategic  alliance" 
with  Nazism.  In  fact,  these  events  had  a 
quite  different  quality.  Germany's  was 
the  only  burgeoning  economy  in  a  Eu- 
rope still  wracked  by  depression,  the 
only  one  in  which  the  appetite  for  data- 
processing  equipment  was  swelling  rapid- 
ly. But  the  Reich  also  capped  corporate 
dividends  and  required  that 
they  be  spent  in  Germany.  Vir- 
tually the  only  way  to  save 
earnings  from  confiscatory  tax- 
ation rates  was  to  reinvest  De- 
homag's  returns  and  try  to  has- 
ten the  day  when  Germany 
abandoned  currency  controls. 
Unless  Watson  was  prepared  to 
write  off  his  assets  in  Germany — 
in  which  case  his  operation  would 
remain  there  for  Hitler  to  ex 
ploit — he  had  little  choice  but  to 
put  the  best  face  on  happenings  there,  or 
to  bite  his  tongue,  and  cultivate  good  re- 
lations with  German  leaders. 

Watson's  pacific  remarks  on  interna- 
tional affairs  during  the  1930s  stemmed 
from  this  situation,  as  did  his  accep- 
tance of  a  high  decoration  from  the 
Reich  in  1937.  When  Hitler's  aggres- 
sions drove  Watson  to  return  the  medal 
in  June,  1940,  the  Nazis  ousted  his  rep- 
resentative from  Dehomag's  board  and 
tried  to  subsume  that  company  into  a 
network  of  alternative  producers. 

Yes,  Dehomag  processed  the  Reich's 
1933  census.  But  that  posed  no  new 
questions  of  Germans,  who  had  long 
been  asked  for  religious  identification 
and  native  languages  on  such  forms. 
Neither  did  it  do  anything  like  provide 
Hitler  with  the  number  of  Germans 
with  Jewish  ancestors.  The  Nazis  had  no 
need  for  elaborate  technical  equipment 
to  help  them  identify  Jews  and  their 


property.  Registration,  marriage,  u 
Chamber  of  Commerce,  and  Jew| 
community  records,  supplemented 
numerous  and  ready  informants,  pi 
vided  those  data  in  abundance,  bothl 
Germany  and,  later,  in  occupied  Euro] 
In  a  second  implausible  charge,  BlJ 
says  that  the  mass  murder  of  the  Jel 
owed  much  to  punch-card  tabulatiol 
This  is  untrue  as  well.  The  ss  Racel 
Settlement  Office  did  not  even  acquirJ 
Hollerith  machine  until  1943.  Th(f 
were  no  such  machines  in  the  ghettos 
Poland,  in  the  killing  fields  of  Serl 
or  in  the  baggage  trains  of  the  moh 
shooting  squads,  which  slaughtered  hi| 
dreds  of  thousands  in  Eastern  Eurc 
without  the  aid  of  prepared  lists.  Blad 
depiction  of  the  "precision"  of  Holleril 
scheduled  trains  to  Auschwitz  would  | 
ludicrous,  even  if  it  did  not  belie 
agonies  of  the  thousands  repeatetj 
shunted  onto  railroad  sidings,  sometir 
for  days  without  food  and  water,  so  tl 
higher-priority  traffic  coif 
pass.  When  data  processors 
nally  appeared  at  some  ford 
labor  camps  (although  not  f 
ways  at  the  ones  Black 
leges)  from  mid-1944  on,  tl 
had  little  effect  on  the  fates 
the  inmates. 

Black  fosters  a  new  mytrj 
the  automated  Holocaust- 
accompany  discredited  ones| 
the  motorized  German  army 
the  synchronized  German  economy.  JJ 
as  historians  have  shown  that  the  bl 
of  Nazi  forces  moved  by  horse,  wag| 
and  foot,  and  that  its  economic  mc 
lization  was  a  bumpy  affair,  historians 
the  Holocaust  have  long  known  it 
administered  by  pen  and  paper,  t3 
writer,  and  teletype. 

Should   the  survivors'  class  actl 
against  IBM,  filed  in  U.S.  federal  court| 
the  same  day  that  this  book  appea 
resemble  the  case  that  Black  presents, 
exasperated  judge  may  feel  tempted 
bill  court  costs  to  the  plaintiffs, 
judge's  hand  will  be  stayed,  of  course, 
knowledge  of  how  terribly  they  hi 
been  exploited — both  in  the  past  i 
now  by  this  deplorable  publication. 

BY  PETER  HA1  i 
Hayes  is  professor  of  history  a 
Theodore  Z.  Weiss  Professor  of  He 
caust  Studies  at  Northwestern  Unit 
sity.  Among  his  books  is  Industry 
Ideology:  IG  Farben  in  the  Nazi  Era 
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With  a  Pocket 
CoPilot  or 
Geode 
software 
package  and 
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you'll  never 
ask  for  driving 
directions 
again 


BusinessWeek  online 


WANT  TO  PLAY  AIR 
TRAFFIC  CONTROLLER? 

To  check  out  FlightEx- 
plorer  technology  prod- 
ucts, go  to  Technology  & 
You  at  www.business- 
week.com/technology/ 


1 


When  I  bought  a  new  car  last  year,  I 
thought  seriously  about  getting  a  nav- 
igation system  that  shows  me  maps  of 
where  I'm  going  and  even  tells  me  when  to 
turn.  Ultimately,  I  couldn't  justify  the  extra 
$2,000.  But  now,  if  you  have  a  handheld  com- 
puter based  on  Microsoft  Corp.'s  PocketPC  soft- 
ware, you  can  get  about  75%  of  the  function 
for  about  a  quarter  of  the  cost  with  the  Pocket 
CoPilot  from  TravRoute  (www.travroute.com.). 
CoPilot  demonstrates  that  the  PocketPC,  a  dis- 
tant second  in  sales  to  Palm-based  handhelds,  is 
beginning  to  use  its  superior  processing  power 
and  display  to  do  things  Palms  just  can't  handle. 
The  Pocket  CoPilot  consists  of  a  little  global 
positioning  system  (gps)  receiver  that  sits  on 
the  dashboard  of  your  car,  software  and  map 
data  on  two  cd-roms,  and  a  clip  that  lets  you 
hang  your  PocketPC  from  the  dash.  The  basic 
package  costs  $299  and  includes  software  for 
the  Casio  Cassiopeia,  Compaq  Computer  IPAQ  or 
Aero,  or  Hewlett-Packard  Jornada  Pocketpcs, 
and  U.S.  map  data.  The  actual  cost  of 
using  it  will  depend  on  what  addition- 
al accessories,  such  as  a  car  charger, 
you  need. 

SELECT  AND  DOWNLOAD.  Before  start- 
ing your  trip,  you  select  the  map  data 
you  will  need  on  a  Windows-based  PC, 
then  download  it  to  the  PocketPC.  The 
area   you   can   cover   depends    on   the 
amount  of  storage  you  have,  and  an  ac- 
cessory storage  card  is  strongly  recom- 
mended. Detailed  data  for  metropolitan 
Los  Angeles,  for  example,  takes  up  more 
than  40  megabytes. 

To  use  the  system  in  your  car,  you  enter 
the  origin  and  destination  of  your  trip.  A 
number  of  points  of  interest,  such  as  airports 
and  major  hotels,  can  be  selected  from  a  list. 
Others  require  entering  an  address.  The  system 
can  display  a  map  showing  your  current  position, 
but  normally  while  driving  you  will  want  the 
screen  that  gives  information  about  your  next 
turn,  which  is  supplemented  by  spoken  instruc- 
tions over  the  PocketPc's  speaker. 

On  a  recent  trip  to  Phoenix,  I  found  the  Pock- 
et CoPilot  on  an  ipaq  did  an  excellent  job  of 
getting  me  around  a  city  I  don't  know  well.  Its 
only  failing  was  not  realizing  that  left  turns  are 
prohibited  off  16th  Street  during  rush  hour.  But 
it  quickly  calculated  a  new  route  after  I  deviated 
from  its  course.  (Warning  to  bank  robbers  or 
errant  spouses:  The  software  maintains  a  de- 


tailed log  of  your  movements.)  The  driving  ir 
structions  were  clear  and  minimally  distracting 
and  the  alternative  map  display,  while  limited  bj 
the  small  screen,  was  clear  and  bright. 

By  contrast,  a  poor  display  is  the  bane  of  tr 
clever  Geode  from  GeoDiscovery  (www.geodi^ 
covery.com).  This  is  a  shame,  because  the 
Geode  is  a  really  clever  idea.  It  is  a  3.7-od 
Springboard  module  that  turns  a  Handsprin| 
Visor  into  a  gps  receiver  and  electronic  cor 
pass.  Unlike  the  CoPilot,  it  is  intended  more  fc| 
walkers  than  drivers,  since  it  shows  your  hea 
and  location  on  a  map  but  gives  no  driving  dj 
rections.  You  can  download  map  data  for  tr 
entire  U.  S.  from  a  CD  or  the  Web,  although  tt 
amount  you  can  load  into  the  Visor  is  limited  bl 
its  memory.  A  future  software  upgrade  will  allof 
the  Geode  to  use  up  to  128  megabytes  in  auxi| 
iary  memory  cards. 

Geode's  strength  is  an  excellent  gps  receive 
that  gets  a  fix  quickly  and  gives  your  locatic 
with  two-meter  accuracy.  But  the  Visor| 
160  x  160-pixel  Palm  display,  with  only  a  thir 
the  pixels  of  a  PocketPC,  is  a  severe  drawback 
Maps,  which  are  black  and  white  even  on  a  cole 
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Visor  Prism,  lack  detail  and 
hard  to  read  (a  future  version  will  offer  cold 
maps).  You  have  to  tap  on  the  screen  to  labl 
even  major  streets  or  Interstate  highways.  Th 
makes  it  more  suitable  as  a  competitor  to  GPS  dl 
vices  such  as  a  Magellan  Map  330  or  a  Garml 
eMap  than  a  computer-based  mapping  system] 
Both  the  Geode  and  Pocket  CoPilot  show  he 
software  and  hardware  developers  are  tran| 
forming  handheld  computers  into  true  multipi 
pose  devices  through  add-ons.  GPS-based  appl 
cations  are  a  natural  for  these  gizmos,  Ihouj, 
Palm  and  its  partners  will  have  to  improve  tl 
display  soon  if  they  are  to  be  competitive. 
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reports  to  every  end  user,  customer  and  partner.  It  integrates  with  your  existing 
information  systems  and  enables  interactive  analysis.  To  learn  how  we've 
helped  other  companies,  visit  www.crvstaldecisions.com 
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Yes,  we  have  a  new  name. 

But,  more  importantly,  we  have  become  an  even 
more  powerful  ally  for  investors,  providing  them  with 
personalized  investment  service. 

PaineWebber's  success  has  been  built  on 
relationships. 

By  taking  the  time  to  understand  your  needs  and 
goals,  our  Financial  Advisors  can  help  you  make 
investment  decisions  that  are  customized  for  you- 
not  you  and  10,000  other  investors. 

As  UBS  PaineWebber,  we  are  more  eguipped  than 
ever  to  make  that  relationship  even  more  powerful. 

Why  is  this  union  between  UBS  and  PaineWebber 
destined  to  work? 

Because  we  are,  at  heart,  two  complementary 
organizations.  Like  us,  UBS-one  of  the  world's 
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premier  financial  services  firms,  based  in 
Switzerland-has  always  placed  the  highest 
value  on  the  bonds  between  Financial  Advisor^ 
and  clients. 

We  both  have  recognized  reputations  for  beir  ? 
prudent  managers  of  our  own  capital-and  that  of  mp: 
our  clients. 

And  we  both  believe  that  you  build  busine  3 
by  being  great  collaborators. 

In  essence:  Our  name  may  be  changing, 
but  our  relationship-based  philosophy  isn't. 

Organizationally,  we  are  now  a  part  of 
UBS  Warburg,  a  division  of  UBS  recognized  as§-, 
a  world  leader  in  research. 

What  does  this  mean  to  our  clients  and 
Financial  Advisors? 
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y  will  now  access  research  from  UBS 
j,  whose  presence  extends  to  six  of  the 
seven  continents.  Analysts  from  PaineWebber 
w  joined  the  UBS  Warburg  team,  increasing 
er  of  analysts  from  60  to  600,  covering 
Dmpanies. 

well,  UBS  PaineWebber  clients  will  benefit 
abundance  of  new  products  and  services, 
g  access  to  UBS  Warburg's  expertise  in  global 
?s,  structured  risk  management  products  and 
exchange. 

rr  the  last  two  decades,  a  hallmark  of 
Jbber's  success  has  been  our  thematic 
m  to  investing,  conceived  and  driven  by  our 
ned  Investment  Strategy  Group.  They,  too,  will 
»rate  under  the  UBS  Warburg  banner. 


For  our  Financial  Advisors  and  clients,  this 
news  has  very  positive  implications. 

It  not  only  underscores  UBS  PaineWebber's 
continued  commitment  to  the  long-term  value  of 
research  excellence-it  signifies  the  dramatic  new 
breadth  of  insight  our  Financial  Advisors  and  clients 
have  access  to. 

New  resources.  New  capabilities.  New  strength. 
All  flowing  into  what  is  the  lifeblood  of  our  new 
company-the  relationships  between  each  individual 
client  and  their  Financial  Advisor. 

Yes,  our  name  is  now  UBS  PaineWebber. 

But  the  real  evidence  of  change  will  emerge  in  the 
powerful  new  ways  we  can  earn  more  "thank  you's" 
from  investors  who  seek  personalized  investment 
solutions. 


Economic  Viewpoint 


BY  GARY  S.  BECKER 


THE  REAL  REASON 
WE  NEED  A  TAX  CUT 


TIGHT  LID: 

The  most 

important 

goal  of  a 

reduction  is 

to  curtail 

government 

spending, 

not  to 

stimulate 

personal 

spending 


Gary  S.  Becker,  the  1992 
Nobel  laureate,  teaches  at 
the  University  of  Chicago  and 
is  a  Fellow  of  the  Hoover 
Institution. 


Some  of  the  arguments  advanced  to  justify 
President  George  W.  Bush's  proposed 
$1.6  trillion  tax  cut  are  weak.  But  I  do 
believe  there  is  an  excellent  case  for  large  cuts 
as  long  as  big  surpluses  appear  likely  during  the 
next  decade. 

During  the  latter  stages  of  Bush's  campaign, 
he  and  other  Republicans  claimed  that  tax  cuts 
would  combat  the  current  economic  downturn 
and  help  prevent  a  serious  recession  from  de- 
veloping. However,  it  is  unlikely  that  reduced 
taxes  would  have  much  effect  on  the  slowdown 
even  if  they  were  adopted  soon  and  made 
retroactive  to  the  beginning  of  the  year.  Most 
households  would  not  raise  their  spending  by 
much  simply  because  a  tax  cut  has  been  substi- 
tuted for  a  paring  down  of  the  federal  debt,  the 
option  favored  by  former  Vice-President  Al  Gore 
and  many  Democrats.  Economists  usually  argue 
that  reducing  debt  mainly  involves  substituting 
future  tax  reductions  for  present  ones.  It  doesn't 
change  consumer  behavior  much. 

More  important  to  the  long-run  growth  of  the 
economy  is  the  proposed  cut  of  all  marginal  in- 
come tax  rates,  including  lowering  the  top  rate 
from  39%  to  33%.  The  President  also  wants  to 
abolish  the  estate  tax.  This  tax  will  probably 
remain,  albeit  with  a  widened  exemption  from 
about  $700,000  to  the  $4  million-$5  million  range. 
I  believe  both  of  these  tax  reductions  would 
stimulate  investment  and  entrepreneurial  activi- 
ties. However,  studies  by  many  economists  of 
investment  responses  to  changes  in  personal  in- 
come tax  rates  reach  conflicting  conclusions  about 
their  importance. 

GRABBY  INTEREST  GROUPS.  But  even  if  the  most 
negative  of  these  findings  were  correct,  the  case 
for  a  large  tax  cut  is  still  strong.  I  have  argued  in 
previous  columns  in  this  magazine  and  elsewhere 
that  the  most  important  effect  of  a  tax  reduc- 
tion is  to  curtail  government  spending,  not  to 
stimulate  private  spending.  In  his  address  to  the 
House  of  Representatives,  President  Bush  did 
claim  that  tax  cuts  help  to  keep  a  lid  on  govern- 
ment spending  by  reducing  the  fiscal  surplus. 

In  this  view,  the  government  is  similar  to 
spending-addicted  individuals  who  tend  to  squan- 
der whatever  resources  they  can  lay  their  hands 
on.  Hundreds  of  powerful  political  interest  groups 
clamor  for  greater  subsidies  and  other  government 
help.  The  subsidies  benefit  these  groups  but  re- 
duce efficiency  and  harm  the  country  as  a  whole. 
Apparently,  the  most  effective  way  to  restrain 
these  pressures  is  to  reduce  the  revenue  that 
legislators  and  government  officials  have  to  spend. 


What  happened  to  federal  government  sper 
ing  during  the  1990s  supports  this  analysis.  F< 
eral  spending  was  held  down  during  the  eai 
years  of  this  decade  by  the  agreement  betwa 
President  Bill  Clinton  and  Congress  that  t 
then-large  fiscal  deficit  had  to  be  reduced.  ] 
both  branches  of  the  government  agreed 
loosen  the  spigot  after  the  booming  econoi 
greatly  expanded  tax  revenues.  Subsequent  g( 
ernment  spending  then  grew  rapidly:  The  avi 
age  rate  of  increase  in  discretionary  spendi 
during  the  past  three  years  exceeded  5%,  and 
grew  by  more  than  8%  during  the  past  year. 

The  addiction  to  spending  whatever  revenue 
available  is  bipartisan  and  almost  as  stro 
among  Republicans  as  among  Democrats 
deed,  on  many  programs,  the  Republican-dor 
nated  Congress  voted  to  increase  spending  w 
beyond  the  already  generous  amounts  request 
by  President  Clinton.  Congressional  Republic* 
and  Democrats  differ  largely  on  how  to  incre; 
spending  rather  than  on  whether  or  not  to  spe 
more.  Republicans  favor  much  greater  spendi 
on  the  military,  and  President  Bush  has 
proposed  sizable  increases  in  spending  on  Soc 
Security,  Medicare,  and  education,  along  w 
"only"  a  4%  overall  increase  in  other  disc 
tionary  programs. 

OIL  EXPERIMENT.  Like  federal  spending,  outl 
by  state  and  local  governments  also  expanc 
rapidly  during  the  past  few  years  as  their 
revenues  boomed.  Changes  in  the  world  price 
oil  provide  a  clear-cut  "experiment"  that  tests 
effects  of  government  revenue  on  spending 
other  countries.  When  prices  are  high,  oil-p 
ducing  nations  have  tended  to  spend  about  t\ 
thirds    of  their   increase    in    oil    revenue 
weapons,  schooling,  infrastructure,  and  higl 
personal  wealth  of  those  in  power.  Only  the 
maining  one-third  goes  to  tax  cuts,  reduced  g 
ernment  debt,  and  the  accumulation  of  gove 
ment  assets. 

If  large  tax  cuts  get  enacted  in  order  to 
strain  government  spending  when  sizable  fij 
surpluses  are  expected,  then  subsequent  tax 
creases  would  be  appropriate  if  these  surplu 
failed  to  materialize.  Since  forecasting  tax 
enue  is  a  highly  imperfect  art,  the  durability 
tax  cuts  might  be  tied  to  what  happens  to  a< 
al  surpluses  during  the  next  5  to  10  years. 

The   government's    Leviathan   appetite 
spending  has  to  be  controlled.  One  of  the  t    li 
weapons  presently  available  is  to  take  away 
temptation  to  spend  more  by  using  large 
cuts  to  reduce  revenue  and  budget  surpluses- 
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Economic  Trends 


BY  GENE  KORETZ 

HOW  ECONOMIC 
PAIN  WILL  SPREAD 

The  coasts  are  about  to  weaken 

Every  sharp  slowdown  that  has  hit 
the  U.  S.  in  recent  decades  has  had 
a  varying  regional  impact,  and  the  cur- 
rent episode  is  no  exception.  As  a  new 
regional  forecast  for  the  current  year 
from  Economy.com  Inc.,  a  West  Chester 
(Pa.)  consulting  firm  makes  clear,  the 
malaise  that  has  already  struck  some 

WHERE  LAYOFFS  ARE 
HURTING  THE  MOST 
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areas  in  the  nation's  mid-section  could 
have  far  more  impact  on  other  regions 
than  many  people  anticipate. 

Specifically,  the  firm  predicts  that  the 
high-flying  financial  and  high  technology 
centers  in  the  Northeast  and  California 
will  experience  significant  weakening  as 
the  year  progresses.  By  contrast,  the 
Rocky  Mountain  economies  and  much 
of  the  South  are  poised  to  hold  up  rela- 
tively well.  And  the  Midwest,  already 
reeling  from  dramatically  declining  man- 
ufacturing activity,  will  remain  the  na- 
tion's weakest  region. 

So  far,  notes  economist  Steven  G. 
Cochrane,  it  is  the  Midwest  and  the  in- 
dustrial South  that  have  felt  the  brunt 
of  the  slowdown,  as  falling  manufactur- 
ing output  has  led  to  rising  layoffs 
(chart),  plant  closings,  and  tumbling 
sales  and  business-tax  receipts.  In  the 
Midwest,  job  growth  has  slowed  to  a 
crawl  or  stopped  in  such  cities  as  De- 
troit, Cleveland,  Fort  Wayne,  and  Peo- 
ria, while  the  list  of  states  facing  rev- 
enue shortfalls  now  includes  Michigan, 
Ohio,  Iowa,  Kansas,  and  Missouri.  A 
similar  scenario  is  unfolding  in  indus- 
trial areas  in  such  Southern  states  as 
North  and  South  Carolina,  Georgia,  Al- 
abama, Kentucky,  and  Tennessee. 

Still,  Economy.com  believes  the  overall 
Southern  economy  should  hold  up  well 


this  year,  in  part  because  of  upturns  in 
energy-producing  areas  in  Texas, 
Louisiana,  and  Oklahoma.  And  the  Moun- 
tain West  will  remain  the  nation's 
strongest  region  as  its  low  business  costs, 
housing  affordability,  and  scenic  attrac- 
tions continue  to  attract  migrating  house- 
holds and  businesses. 

The  biggest  changes  will  occur  in  the 
Northeast  and  California,  which  is  al- 
ready wrestling  with  an  energy  crisis. 
Both  areas  will  begin  to  experience  a 
marked  drop  in  income  growth  as  a  re- 
sult of  cutbacks  in  the  financial-services 
industry,  waning  capital-gains  and  stock- 
option  income,  dot-com  failures,  and  the 
telecommunications  slowdown.  But  it  is 
the  less  resilient  Northeast,  says 
Cochrane,  that  will  take  a  larger  hit. 

All  of  this  assumes  the  economy  skirts 
a  recession  and  posts  about  2%  growth 
this  year.  If  a  downturn  does  occur,  Econ- 
omy.com  predicts  that  the  New  York 
City  and  southern  New  England  areas 
would  suffer  even  more — as  would  the  al- 
ready distressed  industrial  areas  of  the 
Midwest  and  South.  "Even  a  mild  reces- 
sion," adds  Cochrane,  "would  leave  few 
regions  unscathed." 


A  MONEY-SUPPLY 
DIVIDEND? 

A  surge  may  herald  more  demand 

The  money  supply  has  exploded  to 
the  upside,  with  the  widely 
watched  M2  measure  rising  at  a  12% 
annual  rate  over  the  past  three  months. 
While  some  see  this  as  simply  a  reflec- 
tion of  the  public's  flight  from  equities 
into  cash  rather  than  as  a  harbinger  of 
stronger  economic  activity  ahead,  econ- 
omist Paul  Kasriel  of  Chicago's  North- 
ern Trust  Co.  isn't  so  sure. 

The  last  time  M2  surged  at  a  similar 
pace,  he  notes,  was  in  late  1998  in  the 
wake  of  a  Russian    — -^— — ^^~ 


bond  default,  the 
foundering  of 
Long-Term  Capital 
Management,  and 
a  sinking  stock 
market.  And 

though  economic 
observers  down- 
played the  money 
surge  at  the  time, 
domestic  demand 
in  1999  proved  far 
stronger  than  any- 
one anticipated. 

Could  it  happen 
again?  Since  1995, 
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Kasriel  reports,  the  correlation  betwel 
year-over-year  growth  in  real  (inflaticl 
adjusted)  M2  and  real  domestic  dema 
nine  months  later  has  been  an  impr< 
sive  91% — suggesting  that  demand  coi 
well  prove  relatively  robust  later  tl 
year.  "I  wouldn't  count  the  money  si 
ply  out,"  he  says. 


MORE  TRADE, 
MORE  NATIONS 

When  barriers  fall,  countries  rise 


m 


in 


The  last  half-century  has  seen  b( 
increased  globalization  of  mark< 
and  an  explosion  in  the  number  of  1 
tions— from  74  in  1946  to  192  in  19 
While  the  latter  can  be  attributed  to 
colonization  and  growing  nationalism 
study  in  the  American  Economic  1 
view  suggests  that  the  two  trends 
hand  in  hand — that  liberalized  trade  h 
in  fact,  made  nation-building  possible. 

In  the  study,  Alberto  Alesina  of  H 
vard  University,  Enrico  Spolaore 
Brown  University,  and  Romain  Waczis 
of  Stanford  University  Graduate  Sch 
of  Business  argue  that  nations  with  la^ 
linguistic  and  cultural  minorities  f; 
heavy  costs  spawned  by  infighting  o^ 
resources.  When  trade  barriers  are  hi 
they  claim,  these  costs  are  outweigh 
by  the  benefits  of  maintaining  large 
ternal  markets  and  greater  resoui 
availability.  But  when  trade  between 
tions  is  open,  it  becomes  increasin 
possible  for  small,  ethnically  compact 
tions  to  thrive  via  access  to  exter 
markets  and  suppliers. 

This  thesis  sheds  light  on  the  rise 
fall  in  the  number  of  nations  since 
late  19th  century.  From  1870  to  i 
1920s,  the  economists  note,  as  tariff  raj 
slowly  rose,  the  number  of  nations 
mained  stable  or  decreased — a  situat 
that  persisted  during  the  isolation 
1930s.  When  trade  barriers  fell  dram;| 
cally  after  World  War  II,  however, 
number  of  small  countries  began  to  rx 
tiply — so  much  so  that  today,  over  hall 
all  nations  have  fewer  people  than 
state  of  Massachusetts. 

The  authors  suggest  that  this  tre 
should  continue  as  globalization  mal 
more  small  nations  economically  vial 
As  for  the  European  Union,  they  viev 
as  more  a  loose  confederation  of  in 
pendent  states  seeking  the  benefit  of  I 
monized  economic  policy  and  free  til 
than  as  a  traditional  national  entity,  ; 
they  note  that  its  creation  has  actui 
encouraged  regional  separatists  in  lint; 
Belgium,  Spain,  and  Italy. 
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P  AHEAD  FOR  THE  ECONOMY: 
.  CHILLY  SPRING 

iventory  data  don't  look  promising,  and  the  stock  market  remains  weak 


US.  ECONOMY 


EBRUARY  LOOKED  A  BIT 
IETTER  FOR  INDUSTRY 
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INDEX 


In  a  winter  as  harsh  as  this 
one,  it's  normal  to  start  yearn- 
;  for  signs  of  spring.  Likewise,  the  weak  economy  is 
wnpting  a  search  for  better  times.  Some  recent  data 
louncing  an  imminent  turnaround  look  like  crocuses, 
:  there  is  no  overwhelming  cause  for  optimism  just 
;.  The  weakness  in  business  activity  may  be  close  to 
doming  out,  although  the  economy,  especially  manu- 
turing,  may  not  see  a  rebound  in  output  until  the 
:ond  half. 

Hie  reason  for  caution  is  that  factory  inventories 
led  January  in  worse  shape  than  expected.  And 
ile  the  February  purchasing  managers'  report  showed 
limmer  of  improvement  (chart),  the  manufacturing  re- 
sion  continues.  The  reassuring  note  in  the  outlook  is 
it  demand  has  not  collapsed  under  the  weight  of 
ing  confidence  and  stock  prices.  Car  sales  and  orders 
capital  goods  have  been  stronger  recently,  and 
ilthier  demand  will  support  a  factory  recovery. 

Even  so,  the  economy  re- 
mains fragile  amid  the  uncer- 
tainty of  the  stock  market  and 
the  resulting  worries  among 
portfolio-owning  consumers.  A 
weak  stock  market  may  yet 
be  the  expansion's  Achilles' 
heel,  since  it  could  erode  both 
consumer  and  capital  spend- 
ing. Investors  were  especially 
disappointed  that  Federal  Re- 
serve Chairman  Alan  Green- 
,n  did  not  appear  more  eager  to  lower  interest  rates 
en  he  spoke  to  Congress  on  Feb.  28. 
iowever,  investors  seem  to  have  it  backwards.  If  the 
nomy  were  in  dire  need  of  lower  rates,  that  would 
a  signal  that  the  expansion  is  going  down  the  tubes, 
1  investors  would  have  to  be  even  more  concerned 
>ut  future  growth  and  profits.  Recent  data,  which 
re  been  a  bit  more  encouraging,  are  why  Greenspan 
not  give  the  markets  what  they  wanted.  Another 
fidence-bolstering  rate  cut  seems  likely  at  the  Fed's 
r.  20  meeting,  but  it  will  probably  take  some  sudden 
akness  in  the  data  to  provoke  a  move  before  then. 

ft  NO.  1  STRUGGLE  among  manufacturers  is  to  re- 
in production  with  the  slower  pace  of  demand  and,  in 
process,  flush  out  excess  inventories.  The  news  for 
luary  stock  levels  was  not  good.  Stockpiles  at  facto- 
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FACTORY  STOCKPILES 
OUTPACE  DEMAND 
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ries  jumped  0.7%  after  falling  0.1%  in  December — a 
drop  which  raised  hopes  that  industrial  companies  were 
quickly  cutting  their  overages  down  to  size. 

The  January  increase  throws  some  cold  water  on 
those  hopes,  especially  since  the  factory  problem  is 
widening.  Although  auto  makers  have  cut  inventories 
sharply  in  each  of  the  past  three  months,  they  still 
have  a  long  way  to  go  before  dealer  stocks  are  down  to 
normal  levels.  Companies  that  make  capital  goods  are 
also  behind  in  their  efforts.  In  particular,  inventories  in 
the  information  technology  industries  are  still  rising 
strongly.  That  suggests  more  cutbacks  in  the  production 
of  capital  goods  in  coming  months. 

Some  good  news:  New  or- 
ders for  capital  goods  outside 
of  defense  and  aircraft  jumped 
a  broad  5.6%  in  January,  and 
orders  for  information-process- 
ing equipment  posted  a  strong 
gain,  after  declining  in  both 
November  and  December. 

But  stock  levels  are  still  ex- 
cessive. That  shows  up  in  the 
rising  ratio  of  inventories  to 
sales,  meaning  that  output  and 
demand  remain  out  of  alignment.  The  ratio  for  all  man- 
ufacturing rose  to  1.35  in  January,  the  highest  reading 
in  two  years  (chart).  Adjusted  for  the  ratio's  declining 
trend,  which  reflects  better  inventory  management, 
the  inventory  problem  is  the  worst  since  the  1990-'91 
recession. 

BUT  THOSE  ARE  JANUARY  DATA.  Resilient  con 

sumers  are  helping  cut  the  problem  down  to  size.  In 
particular,  strong  February  car  sales  cleared  out  deal- 
ers' lots,  which  may  partly  explain  the  small  uptick  in 
the  February  purchasing  managers'  index.  The  pmi 
has  always  been  significantly  influenced  by  ups  and 
downs  in  auto  production. 

This  composite  of  output,  orders,  employment,  in- 
ventories, and  speed  of  deliveries  edged  up  to  41.9% 
last  month,  from  41.2%  in  January,  the  first  increase  in 
a  year,  indicating  that  activity  among  industrial  com- 
panies is  not  deteriorating  as  rapidly  as  it  was.  The  in- 
dex, however,  remained  below  50% — the  dividing  line 
between  expansion  and  recession  in  manufacturing — for 
the  seventh  month  in  a  row. 

Another  hopeful  February  finding:  Companies  were 
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less  downbeat  about  their  inventory  situations.  In  an- 
swer to  a  special  survey  question,  fewer  purchasing 
executives — 22%  vs.  26%  in  January — said  invento- 
ries were  too  high.  That  percentage  had  been  on  the 
rise  since  last  August. 

DESPITE  FALLING  CONFIDENCE,  households  are  not 
so  worried  about  the  future  that  they  have  stopped 
buying.  Higher  energy  prices  lifted  January  outlays 
for  goods  and  services  by  0.7%  from  December,  so  the 
price-adjusted  rise  was  only  0.2%.  Still,  real  outlays  in 
January  grew  at  an  annual  rate  of  1.5%  from  their 
fourth-quarter  level,  suggesting  that  consumer  spending 
is  on  track  to  post  another  moderate  gain  in  this  quar- 
ter, following  the  fourth  quarter's  modest  2.8%  rise. 

Costlier  energy  has  been  a  drain  on  household  buying 
power  in  recent  months,  but  its  effect  on  household 
budgets  may  be  overstated.  From  1992  to  1997,  energy 
expenditures  amounted  to  4.8%  of  household  aftertax 
income.  When  energy  costs  plummeted  in  1998,  that 
share  dropped  to  only  3.8%.  Since  then,  the  share  has 
risen  steadily,  but  in  January  it  stood  at  the  same 
4.8%  level  that  existed  earlier  in  the  expansion. 

That  rise  has  clearly  created  an  adjustment  for 
households,  but  it's  not  as  if  energy  was  presenting  an 
enormous  new  drain  on  buying  power.  Moreover,  oil 
prices  are  now  down  almost  $10  per  barrel  from  their 
$37  peak  last  September,  and  futures  prices  for  natur- 


ISRAEL 


A  WINTER  REBOUND 
IN  CAR  SALES 


al  gas  are  coming  down.  When  these  lower  commodi 
prices  work  their  way  to  the  retail  level,  households  w 
see  their  buying  power  lifted  again. 

Consumers  seem  especially 
willing  to  take  advantage  of  a 
good  deal  on  a  new  car  when 
they  see  one.  Sales  of  cars  and 
light  trucks  rose  to  an  annual 
rate  of  17.4  million  in  Febru- 
ary, up  from  a  surprisingly 
strong  17.1  million  rate  in  Jan- 
uary (chart).  Car  buying  had 
dropped  to  a  15.4-million  rate 
in  December. 

Car  sales  are  buoyed  in 
part  by  dealer  incentives.  That  could  rob  some  sal 
from  the  spring  months  as  well  as  diminish  profits  : 
the  Big  Three.  Nevertheless,  the  strength  shows  tl 
households  are  willing  and  able  to  make  commitmer 
on  long-term  purchases,  and  that  excess  auto  inve 
tories  are  shrinking,  helping  to  clear  the  way  for 
ture  output. 

Sustained  spending  by  consumers  may  well  be  t 
expansion's  most  crucial  line  of  defense.  Resilient 
mand  for  products  will  help  to  limit  the  downside  ris 
to  capital  spending  and  profits,  and  it  will  help  mar 
facturers  to  reduce  their  excess  inventories  faster, 
far,  consumers  seem  up  to  the  task. 
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BAD  COMBO:  GLOBAL  SLOWDOWN,  LOCAL  VIOLENCE 


When  Israeli  Prime  Minister 
Ariel  Sharon  took  office  on 
Mar.  7,  he  found  an  economy 
mired  in  a  rapid  slowdown. 

True,  growth  for  2000  soared  to 
6%,  but  the  figure  was  deceiving. 
After  three  quarters  of 
strong  economic  activi- 
ty, real  gross  domestic 
product  fell  at  a  9.8% 
annual  rate  in  the 
fourth  quarter  (chart). 
In  2001,  real  GDP  may 
struggle  to  grow  2.5%. 

Israel's  problems  are 
the  result  of  its  clash 
with  the  Palestinians 
as  well  as  the  world- 
wide slowdown,  which  has  hurt 
the  important  high-tech  sector. 
The  Israeli-Palestinian  violence, 
which  erupted  at  the  end  of  Sep- 
tember, has  led  to  a  steep  drop  in 
tourism.  In  addition,  the  construc- 


A  SLOWDOWN 
TAKES  HOLD 


▲  QUARTERLY  PERCENT  CHANGE 
AT  ANNUAL  RATES 

Data:  Central  Bureau  of  Statistics 


tion  and  agricultural  sectors  are 
dependent  on  Palestinian  workers 
who  have  been  unable  to  make  it 
to  their  jobs  because  of  the  clo- 
sure imposed  by  Israel  on  the 
West  Bank  and  Gaza  Strip. 

The  global  slow- 
down, led  by  the 
weakness  in  the  U.S., 
only  makes  matters 
worse.  Two- thirds  of 
last  year's  growth 
was  attributed  to  Is- 
rael's tech  sector.  To- 
tal exports  rose  last 
year  by  24%,  but 
high-tech  exports 
surged  58%. 
In  the  past  few  months,  though, 
dozens  of  local  startups  have 
closed  down.  And  those  that  re- 
main are  finding  it  harder  to  raise 
money  or  go  public  on  the  Nasdaq 
market,  where  the  shares  of  over 


100  Israeli  high-tech  companies 
are  traded.  Even  many  well-es- 
tablished companies  have  issued 
earnings  warnings,  and  thousands 
of  workers  have  been  laid  off. 

Economists  expect  the  2001 
economy  to  expand  by  2%  to 
2.5%.  That  will  lead  to  a  steady 
rise  in  unemployment,  which  is 
likely  to  hit  9.5%  by  yearend. 

To  counter  the  sharp  economic 
decline,  Sharon  is  already  talking 
about  cutting  Israel's  tax  rates 
and  substantially  increasing  in- 
vestment in  infrastructure  pro- 
jects in  transportation  and 
telecommunications.  This  will  lea 
to  a  significant  rise  in  the  budget 
deficit.  But  Israel's  return  to 
rapid  growth  will  largely  depend 
on  an  improvement  in  the  Pales- 
tinian situation  and  a  recovery  in 
the  world's  high-tech  field. 

By  Neal  Sandler  in  JeruaaU 
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It's  not  just  another  401  (k)  rollover. 
It's  the  future  of  your  retirement. 


l  more  complete 
approach  to  wealth 
management 

oday,  achieving  financial 
ecurity  is  a  two-sided 
ffort:  growing  your 
ssets,  and  protecting 
'hat  you've  built.  With 
ecades  of  experience 
i  both  asset  manage- 
lent  and  insurance, 
rudential  is  creating 
ew  and  more  powerful 
'ays  to  grow  and 
rotect  wealth. 


If  you're  changing  jobs,  what  to  do  with  your  401(k)  is  a  high- stakes  decision. 
Because  if  you're  like  a  lot  of  investors,  your  401(k)  has  grown  more  than  you 
ever  imagined.  At  Prudential,  we'll  help  you  roll  this  important  savings  over  to 
an  IRA — and  provide  the  advice  you  need  to  make  sound  investment  choices. 


Before  you  roll  it  over,  think  it  over.  Starting 
a  new  job  is  also  a  good  time  to  reconsider  your 
overall  retirement  strategy.  Are  your  goals  still 
the  same?  Do  you  need  to  make  adjustments 
to  your  plan?  Before  you  roll  over  your  401(k), 
a  Prudential  licensed  sales  professional  can 
help  you  set  a  course,  using  diagnostic  tools 
like  our  asset  allocation  software. 

Access  a  world  of  investment  choices. 

Prudential  offers  a  complete  spectrum  of 
investment  options  for  your  Rollover  IRA. 
Select  mutual  funds  from  Prudential,  Janus, 
Fidelity,  AIM,  Invesco  and  other  top  names, 
plus  individual  stocks  and  bonds,  CDs,  and 
more.  Your  Prudential  professional  can  help 
you  diversify  your  IRA — and  readjust  as 
your  needs  change. 


Prudential  provides  the  tools  to  manage 
your  IRA  wisely.  Online  account  access. 
An  online  trading  option.  Asset  allocation 
services.  In-depth  investment  research  reports. 
At  Prudential,  you'll  find  whatever  you  need 
to  make  timely,  informed  decisions  for  your 
retirement  investments. 

Learn  more  today.  For  more 
smart  retirement  solutions, 
call  today  to  find  a  Prudential 
professional  near  you.  And  be 
sure  to  ask  for  our  new  guide, 
Managing  your  retirement 
plan  distribution. 

1-800-THE-ROCK 

ext.  5154,  or  visit  us  at: 
prudential.com  Q   * 


•Sac.*" 


(mtj  Prudential 


ties  products  and  services  are  offered  through  Pruco  Securities  Corporation,  751  Broad  Street,  Newark,  NJ  07102,  and  Prudential  Securities  Incorporated,  199  Water  Street,  New  York,  NY  10292  (members  SIPC). 
ire  Prudential  companies.  For  more  information  about  the  different  mutual  funds,  including  charges  and  expenses,  please  contact  your  Prudential  professional  for  a  current  prospectus.  Reod'the  prospectus  carefully  before 
■vest  or  send  money.  Please  consult  your  tax  advisor  for  advice  regarding  the  type  of  IRA  that's  appropriate  for  your  situation.  If  you  have  employer  stock  in  your  401  (k)  plan,  you  may  want  to  consider  other  strategies. 
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THE 
MAIN 
STREET 
PREZ? 


George  W.,  forged  in 
Midland,  is  putting 
corporate  concerns 
on  the  back  burner 

It  was  love  at  first  sight  when 
George  W.  Bush  announced  that 
he  was  running  for  President  on  a 
platform  that  blended  compassion 
with  capitalist  fervor.  Corporate 
executives  opened  their  hearts — and 
wallets — convinced  that  Bush  would 
end  an  era  of  rising  tax  rates,  antitrust 
activism,  and  regulatory  zeal.  Big  Busi- 
ness bankrolled  the  Texas  governor's 
record  $100  million  primary  campaign, 
and  when  the  fall  election  went  into 
overtime,  it  provided  the  battalions  of 
lawyers  who  secured  Florida's  key  elec- 
toral votes. 

But  if  corporate  types  thought  their 
reward  would  be  an  automatic  embrace 
of  the  Big  Business  agenda,  they  reck- 
oned wrong.  While  Bush  is  sympathet- 
ic to  the  concerns  of  businesspeople, 
his  policies  thus  far  seem  to  be  direct- 
ed more  at  Main  Street  and  small  en- 
trepreneurs than  Wall  Street  and  the 
denizens  of  corporate  boardrooms.  It 
makes  sense:  Bush's  background  as  an 
independent  oilman  makes  him  more 
sympatico  with  individual  investors — 
and  a  bit  suspicious  of  corporate  gi- 
antism. Says  one  associate:  "He's  a  pop- 


ulist at  heart. 
Bush  doesn't  like 
bigness." 

Well,  not  exactly.  No  one 
would  mistake  George  W  for 
the  wildcatting  James  Dean  character- 
in  the  movie  Giant.  And  his  little- 
guy  image  is  the  result  of  a  carefully 
crafted  strategy  devised  by  White 
House  politico  Karl  Rove.  Bush's  uber- 
strategist  thinks  portraying  his  boss 
as  a  Sunbelt  populist — rather  than 
a  tool  of  Eastern  elites — helps  voters 
see  Dubya  as  a  "different  kind  of  Re- 
publican." Notes  Thomas  J.  Donohue, 
president  of  the  U.  S.  Chamber  of  Com- 
merce: "You  don't  make  a  lot  of  politi- 
cal hay  by  saying:  'The  first  thing 
I'll    do    is    take    care    of    the     10 


biggest  companies  in  Americ 
White  House  Chief  of  Staff  Andr 
H.  Card  Jr.,  a  former  auto  lobbyist, 
most  pops  his  pinstripes  when  he  he, 
talk  of  a  Bush  payoff  to  corpon 
benefactors.  "This  idea  of  a  'return 
investment'  is  outrageous,"  he  sa 
"Anybody  who  knows  Bush  knows 
is  not  in  the  bag  for  anybody.  He  \ 
be  good  for  Big  Business — and  gr 
for  small  business."  Bush's  view,  ;i< 
White  House  economist  Lawrence 
Lindsey,  is  as  stark  as  the  Midi; 
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ex.)  skyline:  "Big  Business  can  take 
re  of  itself.  Small  business  and  indi- 
Juals  can't." 

This  may  explain  why  the  White 
)use  is  pushing  tax  cuts  for  individu- 
»,  estate-tax  relief  for  small-business 
-and  zip  for  corporations.  Bush 
•l>  that  after  a  10-year  boom,  Corpo- 
te  America  doesn't  need  tax  breaks. 
The  President's  early  regulatory  de- 
cisions also  cheer  business  small- 
fry.  He  backed  Hill  GOP  efforts 
to  overturn  the  Clinton  Admin- 


buttoned-down  types  were  mainly 
tapped  for  their  management  skills.  Af- 
ter hours,  George  W.  prefers  the  com- 
pany of  Commerce  Secretary  Donald 
L.  Evans,  a  fellow  oilman  who  struck  it 
rich,  and  White  House  Personnel  Di- 
rector Clay  Johnson,  a  college  pal  who 
made  millions  in  the  catalog  business 
before  signing  on  as  Bush's  Austin  ap- 
pointments director.  "Midland  is  a  town 
of  entrepreneurs  and  risk  takers,"  says 
Evans.  "It  is  a  different  mindset  than  a 
large  corporation."  Adds  Indianapolis 


* 


Bush's  theory  of  government,  says  economic  guru 

Larry  Lindsey,  is  "Big  Business  can  take  care  of 

itself.  Small  business  and  individuals  can't" 


istration's     work- 
place-ergonomic 
regulations.  Major 
corporations  could 
live  with  the  rules, 
but  small-business 
owners  claim  they 
would    bankrupt 
mom-and-pop  out- 
fits.  The   White 
House's    opposi- 
tion to  affirma- 
tive action  also 
has  a  small-busi- 
ness aspect.  Big 
corporations 
long  ago  learned 
to  live  with  work- 
place-diversity 
guidelines,  leaving 
most  of  the  grous- 
ing about  paperwork 
and     compliance     to 
smaller  fry. 

Whether  it  comes  out 
of    cold    calculation    or 
deep-seated  belief,  Bush's 
stance  has  disarmed  con- 
servative hardliners  who 
saw  Dubya  as  a  rhinestone 
cowboy    out    of   Kennebunkport, 
tine.  "I  thought  there  would  be  a 
poratist  mindset  in  this  Administra- 
n,"  says  Stephen  Moore,  president 
the  Club  for  Growth,  a  group  that 
jks  smaller  government.  "I   have 
?n  pleasantly  surprised." 
Unlike  his  father,  an  Eastern  Brah- 
n  who  hobnobbed  with  the  corpo- 
e  elite,  the  younger  Bush  is  more  at 
;e  shooting  the  breeze  with  self-made 
n.  True,  he  enlisted  former  Alcoa 
:.  ceo  Paul  H.  O'Neill  as  Treasury 
:retary  and  ex-Halliburton  Co.  CEO 
'  .'hard  B.  Cheney  as  Veep.  But  those 


chemical  executive  Al  Hubbard,  an  old 
Bush  chum,  "George  is  a  small  busi- 
ness guy,  not  someone  who  thinks  big- 
ger is  necessarily  better." 

Now  in  Washington,  Bush  has  no 
qualms  deviating  from  the  Big  Busi- 
ness game  plan.  Despite  howls  from 
exporters,  his  budget  slashes  Export- 
Import  Bank  funding  and  other  "cor- 
porate welfare"  subsidies  that  help 
large  exporters.  And  Bush's  tax  cut, 
which  is  aimed  at  individuals,  passes 
up  such  corporate  goodies  as  a  reduc- 
tion in  the  capital-gains  rate  or  accel- 
erated depreciation.  In  fact,  Bush  has 
told  corporate  lobbyists  to  knock 
off  plans  to  load  up  his  bill  with  special 
breaks,  insisting  that  a  "second 
tax    bill"    may    prove    a    better    ve- 


hicle for  industry-specific  proposals. 
Bush's  cuts  in  marginal  rates  would 
be  a  boon  to  entrepreneurs,  especially 
partnerships  and  Subchapter  S  corpo- 
rations, in  which  shareholders  are 
taxed  at  individual  rates  (chart).  And 
his  fight  to  repeal  the  inheritance  tax — 
never  a  burning  concern  of  big-time 
CEOs — represents  the  Holy  Grail  of 
the  small-business  lobby.  Under  this 
keep-more-of-what-you-earn  philosophy, 
"small  businesses  can  put  more  in  their 
pockets  or  invest  more  in  their  busi- 
ness or  hire  more  per- 
sonnel," says  Jeffrey  S. 
Senney,  a  Dayton  (Ohio) 
attorney  with  a  small- 
business  clientele. 

Big  Business,  of 
course,  remains  ecstatic 
that  Bush  is  in  the 
White  House.  That's  true  even  though 
Rove  &  Co.  have  pressured  some  200 
business  organizations  into  forming  an 
ad  hoc  lobbying  arm  to  fight  for  a  Bush 
tax  bill  that  contains  little  for  them. 
Dubbed  the  Tax  Relief  Coalition,  the 
group  has  raised  $300,000  so  far  for  a 
planned  ad  campaign  and  has  targeted 
60  congressional  districts  for  arm-twist- 
ing. Corporate  leaders  "understand 
there  are  going  to  be  a  series  of  tax 
cuts  to  come,"  says  Grover  G.  Norquist, 
president  of  Americans  for  Tax  Re- 
form, a  conservative  group. 

Bush  vows  to  push  free  trade,  battle 
trial  lawyers,  and  help  utilities  build 
more  plants  and  pipelines,  all  of  which 
sends  a  signal  to  boardrooms:  He's  one 
of  us.  But  is  he  really?  Some  lobby- 


BUSH'S  EARLY  MOVES  DISAPPOINT  BIG  BUSINESS... 

THE  STRATEGY 

WHO  STANDS  TO  LOSE 

No  cuts  in  business  income  taxes,  no                          Any  big  company  with 
capital-gains  reductions,  and  no  changes  in                 high  capital  expenses 
depreciation  schedules 

Targets  "corporate  subsidies"  for  big  cuts,  such           Major  goods  exporters 
as  slashing  Export-Import  Bank  lending  by  25% 

No  action  to  undo  sweeping  last-minute  Clinton          Oil  refiners,  truck  and 
environmental  regulations                                             diesel-engine  makers 

...BUT  HIS  SIGNALS  TO  SMALL  BUSINESS  ARE  ENCOURAGING 

THE  STRATEGY 

WHO  STANDS  TO  WIN 

Proposes  phase-out  of  estate  tax 

Farmers,  mom-and- 
pop  operations 

Will  likely  stall  implementation  of  some  new 
workplace-safety  regulations 

Small  and  medium- 
sized  companies 

Opposes  affirmative  action,  mandated                          Small  businesses 
worker  benefits 
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ists  fret  that  with  Bush's  $1.6  trillion 
tax  cut  sucking  up  most  available 
revenue,  that  second  business-orient- 
ed tax  cut  may  never  come.  And  while 
Boeing  Co.  and  other  exporters  are  in 
a  dogfight  with  subsidized  foreign  com- 
petition, Bush  wants  a  25%  cut  in  lend- 
ing by  the  Ex-Im  Bank  and  similar  re- 
ductions in  other  corporate-aid 
programs.  "This  is  going  to  hurt  com- 
panies, hurt  employment,  and  have  a 
real  negative  effect,"  laments  John  W. 
Douglass,  ceo  of  the  Aerospace  Indus- 
tries Assn. 

Weapons  makers  are  also  experienc- 
ing Bush-shock.  Many  thought  that  his 
campaign  vow  to  the  troops — "Help  is 
on  the  way" — would  herald  a  raft  of 
new  contracts.  Instead,  he  passed  up  a 
big  Pentagon  hike  pending  results  of  a 
"strategic  review."  That  could  ax  some 
big-ticket  programs  (page  97). 
COST-BENEFIT  TEST.  If  Bush  can't  pro- 
vide immediate  gratification  for  Big 
Business,  what  can  he  do?  Analysts 
say  regulatory  relief  will  be  the  area 
where  he  provides  the  most  concrete 
aid  to  his  corporate  backers.  Office  of 
Management  &  Budget  Director  Mitch 
Daniels  plans  a  tough  review  of  pro- 
posed regulations  based  on  stringent 
cost-benefit  analysis.  That  could  slow 
many  new  regulations  to  a  crawl. 

But  even  when  it  comes  to  deregula- 
tion, Bush  may  not  always  be  a  Big 
Business  ally.  Already,  the  Environmen- 
tal Protection  Agency  has  stunned  re- 
finers by  passing  up  a  chance  to  roll  back 
Clinton  requirements  for  cleaner  diesel 
emissions,  epa  chief  Christine  Todd  Whit- 
man has  also  upset  many  utilities  by 
suggesting  that  C02  gas  from  power 
plants  needs  tighter  control.  "The  Presi- 
dent rejects  the  reflexive  'Let's  regulate' 
attitude,"  says  Lindsey  "But  he  wants  to 
protect  the  environment  and  public 
health.  If  Big  Business  is  on  the  wrong 
side  of  the  cost-benefit  equation,  it  will  be 
disappointed." 

That  disappointment  hasn't  yet  set  in 
because  Bush  hasn't  yet  shown  his 
hand.  But  there's  already  a  dawning 
realization  among  Big  Business  that 
the  new  President  isn't  going  to  be  the 
answer  to  all  of  their  prayers.  That's 
why  some  corporate  reps  are  revising 
their  view  of  the  man  running  Bush 
Inc.  He  has  gone  from  savior  to  friend 
of  the  family — the  kind  who  sometimes 
shows  up  for  dinner  and  sometimes 
leaves  an  empty  chair. 

By  Paul  Magnusson,  Lorraine 
Woellert,  and  Lee  WaLczak,  with  John 
Carey,  Stan  Crock,  and  Richard  S. 
Dunham  in  Washington  with  Ann 
Therese  Palmer  in  Chicago 


POLITICS 


WHEN  IS  A  TAX  CUT 
NOT  A  TAX  CUT? 

When  it's  a  "refund."  George  W.'s  winning  way  with  words 


As  George  W.  Bush  barnstorms  on 
behalf  of  his  $1.6  trillion  tax  cut, 
one  thing  he  rarely  talks  about  is, 
well,  a  $1.6  trillion  tax  cut.  Instead, 
Bush,  who  has  become  a  traveling  sales- 
man in  efforts  to  sway  public  opinion  in 
favor  of  mega-tax  reductions,  has  in- 
vented his  own  specialized  lexicon  for 
closing  the  deal.  He  hawks 
"recession  insurance,"  not  a 
surplus-devouring  tax  pack 
age.  And  his  plan  is  actual- 
ly a  "refund"  for  over- 
charged Americans,  a 
"rebate"  worth  $1,600  to 
the  average  family. 

Although  Bush  is  de- 
rided by  foes  for  his  man- 
gled syntax,  he's  smart 
enough  to  have  figured 
one  thing  out:  Words  are 
weapons.  Taking  a  page 
from  master  communica- 
tors Ronald  Reagan  and 
Bill  Clinton,  the  new 
President  is  redefining 
the  debate  in  Washing- 
ton in  his  favor — by  re- 
defining political  termi- 
nology itself.  When  it 
comes  to  battling  for 
your  agenda,  "words  of- 
ten determine  the  out- 
come," says  former 
Reagan  aide  Merrie 
Spaeth,  now  a  corpo- 
rate media  consultant 
in  Dallas.  "He  who  gets 
the  good  words  first,  wins." 
So  far,  Bush  is  proving 
slouch  at  newspeak.  Although  the 
Democrats  have  attacked  his  rhetoric 
as  disingenuous  and  misleading,  Bush 
shows  no  sign  of  scaling  back.  Take  ed- 
ucation reform:  The  unpopular  concept 
of  school  vouchers  has  become  "oppor- 
tunity scholarships."  Says  conservative 
strategist  Grover  G.  Norquist:  "If  the 
other  side  spends  a  lot  of  time  trashing 


SMOOTH  TALK 


vouchers  and  you  say  they're  'schola 
ships,'  they're  stuck.  Let  some  jerk  t: 
to  run  ads  against  scholarships  for  bla<  ;„ 
children." 

Similarly,  Bush  has  relabeled  churc 
es,  which  many  Americans  do  not  thif 
should  receive  federal  support,  as  "fait 
based  institutions."  Watered-down  pen;  fci 
ties  on  Iraq  are  "sma  n 


bush-speak  Vbush-,spe 

aocount.abil.i.tv   fo*     n 
testing  to  gauge  effZZ    Y  mndat^  stuo 

evy  on  what  taxpayers 

tJ^vTdi)r0-granis  fed- 
erally funded  social  ser- 

vices  provided  by  religious 

^oups,  mostly  churches 
oP'Por.tu.ni.ty 
schoi.ar.^  VQuchers  ___ 

Xfor/^^^^ferprivat^Z 
smart  sanctions    weakenprf  0 


to  be  no 


sanctions."  And  divisive  words 
such  as  "abortion"  have  vanished.  Bu 
prefers  to  speak  of  revering  "the  cultu 
of  life." 

The  key  to  Bushspeak  is  "simplic 
and  relevance,"  says  Mark  McKinn< 
the  Texan's  campaign  media  guru.  "T 
goal  is  to  explain  the  essence  of  an  [fifl 
in  a  way  that  is  compelling.  There 
lot  of  thought  and  crafting  that  gc 


The  upside  of  choosing  le  mot 
juste  can  be  huge.  Reagan  scored  a  coup  when 
he  christened  the  MX  missile  the  Peacekeeper 


38  BusinessWeek  /  March  19,  2001 


."  When  creating  a  new  term,  says 
-Clinton  press  secretary  Mike  Mc- 
ury,  the  goal  is  to  choose  "inclusive 
Iguage"  that  reaches  out  beyond  your 
tttical  base.  "You're  looking  for  words 
it  people  can  readily  understand  with- 
t  putting  you  in  one  ideological  camp," 
notes.  Most  of  the  credit  goes  to  se- 
>r  counselors  Karl  Rove  and  Karen 
tghes  for  being  the  top  wordsmiths, 
ing  with  Bush  for  being  the  disci- 
ned  front  man.  Democrats  think  Bush 
King  soothing  terms  to  mask  a  sharp 
iservative  policy  tilt.  All  the  talk  of 
Tipassion  helps  the  Bush  crew  "blunt 
ne  of  the  hard  edges  of  what  they're 
ring  to  achieve,"  says  former  Clinton 
mmunications  Director  Donald  Baer. 
•FERENT  RING.  The  upside  of  choos- 
;  le  mot  juste  can  be  huge,  as  previ- 
5  administrations  have  demonstrated, 
agan  scored  a  coup  when  he  chris- 
led  the  MX  missile  the  Peacekeeper 
the  height  of  the  cold  war.  But  the 
mocrats'  ability  to  dub  his  Strategic 
fense  Initiative  "Star  Wars,"  a  sci- 
ne-h'ction  fantasy,  helped  sow  doubt 
jut  the  antimissile  shield.  More  re- 
ltly,  Clinton  reshaped  the  debate 
■r  trade  with  China  when  he  ditched 
■  elitist-sounding  term  "Most-Fa- 
red Nation"  trade  status  in  favor  of 
!  more  egalitarian  handle  "Normal 
ide  Relations." 

The  first  big  test  of  Bushspeak  is 
j  battle  over  the  President's  tax  cut. 
he  strongest  argument  against  the 
:  cut  is  the  big  number,"  says  gop 
lster  Frank  Luntz.  "If  Democrats 
me  it  in  terms  of  a  $1.6  trillion  cut, 
>y  win."  But  "refund"  has  a  com- 
tely  different  ring  to  it. 
Terminology  also  plays  a  big  role  in 
>  Bush  push  to  repeal  the  estate 
: — which  is  now  being  called  the 
:ath  tax."  The  reasoning  is  that  es- 
es  belong  to  rich  folks,  who  should 
f  taxes.  But  everybody  dies  and,  as 
lite  House  economic  adviser 
wrence  B.  Lindsey  likes  to  point  out, 
e  do  not  believe  death  should  be  a 
;able  event." 

Alarmed  by  Bush's  verbal  thrusts, 
mocrats  are  vowing  a  counteroffen- 
e.  A  key  line  of  attack:  The  Presi- 
it's  happy  talk  on  behalf  of  Bushon- 
i  ics  conceals  its  inherent  risk.  "First 
sy  gave  us  an  economic  plan  based 

fuzzy  math,"  charges  Democratic 
tional  Committee  Chair  Terry 
Auliffe.  "Now  they  give  us  fuzzy 
k."  But  so  far,  Bush — and  his  knack 

warm  and  fuzzy  talk — is  clearly 
ining  the  war  of  words. 

By  Richard  S.  Dunham 
in  Washington 


COMMENTARY 

By  Rich  Miller 

WAKE  UP,  WALL  STREET: 
THE  FED  ISN'T  ALL  ABOUT  YOU 


Stock  market  jockeys  gathered 
anxiously  around  their  newswire 
terminals  at  9:30  a.m.  on  Feb.  28. 
Federal  Reserve  Chairman  Alan 
Greenspan  was  testifying  to  the 
House  Financial  Services  Committee, 
and  the  markets  had  worked  them- 
selves into  a  tizzy  in  the  belief  that  a 
big  interest  rate  cut  was  imminent. 
After  all,  even  the  former  Federal 
Reserve  Governor  and  current  Bear, 
Stearns  &  Co.  chief  economist  Wayne 
D.  Angell  had  confidently  put  80% 
odds  on  an  immediate  rate  reduction. 
But  to  his  credit,  Greenspan  didn't 
give  the  markets  what  they  wanted. 
He  told  the  House  Committee  the 
Fed  was  worried  about  the  economy, 
and  signaled  it  would  likely  ease 
rates  at  its  next  meeting  on  Mar.  20. 
But  he  also  made  it  clear  that  the 
central  bank  would  not  be  stamped- 
ed into  easing  credit  too 
soon.  "Action  for  action's 
sake  is  not  desirable,"  he 
said.  Put  another  way, 
"the  market  is  going  to 
have  to  wait  for  its  reg- 
ular feeding  time,"  says 
consultant  Louis  B. 
Crandall  of  R.  H. 
Wrightson  &  Associ 
ates.  "No  between-  r 
meal  snacks." 


Now,  Greenspan  has  to  make  sure 
the  economy  sticks  to  a  healthy  diet. 
After  all,  it's  not  the  Fed's  job  to  do 
the  market's  bidding.  Its  job  is  to 
manage  the  economy  as  best  it  can. 
Sure,  that  means  taking  stock  market 
gyrations  into  account.  After  all,  with 
nearly  half  of  American  households 
owning  shares,  Wall  Street's  influence 


on  the  economy  is  considerable.  But 
the  mood  swings  of  a  fickle  market 
are  hardly  the  most  important  factor 
affecting  the  economy.  There's  a  host 
of  economic  and  financial  indicators — 
from  housing  starts  to  help-wanted 
ads — that  the  Fed  should  and  does 
look  at  before  deciding  how  to  keep 
the  economy  rolling  and  inflation  un- 
der control. 

A  REAL  MELTDOWN.  Greenspan's  track 
record,  of  course,  has  served  to  raise 
the  market's  expectations.  When 
share  prices  crashed  in  October,  1987, 
Greenspan  was  there  to  save  the  day. 
When  global  financial  markets  were 
on  the  verge  of  collapse  in  the  fall  of 
1998,  the  Fed  chief  bailed  out  in- 
vestors with  three  rapid-fire  rate  cuts. 
In  those  instances,  Greenspan  was 
acting  urgently  to  prevent  a  legiti- 
mate financial  meltdown.  The  cur- 
rent economic  environment 

NO  SAVIOR 

Greenspan's 
responsibility  is 
the  economy,  not 
the  demands  of 
fickle  investors 

is  hardly  comparable.  Still, 
"the  market  is  looking  to 
Greenspan  to  be  its  savior,"  says 
Robert  Stovall,  market  strategist 
at  Prudential  Securities  Inc. 

When  Greenspan  refused  to 
play  that  role,  stock  prices,  which 
had  risen  sharply  on  hopes  of  an 
impending  rate  cut,  swooned  on 
Feb.  28.  The  Nasdaq  Composite 
Index  plunged  2.5%,  and  the  Stan- 
dard &  Poor's  500-stock  index 
dropped  nearly  1.5%.  But,  momen- 
tary disappointment  aside, 
Greenspan's  independence  from  the 
stock  market  is  good  for  investors 
in  the  long  run.  If  the  Fed  chief  suc- 
ceeds in  averting  a  recession  through 
his  laser-like  focus  on  the  economy,  it's 
not  only  consumers  and  companies 
that  will  benefit.  Wall  Street  will 
make  out,  too. 

Miller  covers  the  Fed 
from  Washington. 
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COMMENTARY 


By  Peter  Burrows 


THE  LORDS  OF  TECH:  WHAT  WERE  THEY  THINKING? 


Remember  the  late  1990s  when 
such  high-tech  ceos  as  Cisco 
Systems'  John  Chambers,  Nor- 
tel Networks'  John  Roth  and  Oracle's 
Lawrence  Ellison  beat  Wall  Street's 
high  expectations  each  quarter  with- 
out breaking  a  sweat?  Well,  since  the 
downturn  hit  last  No- 
vember, it  seems 
they've  been  reading 
some  far  less  accu- 
rate tea  leaves.  De- 
spite awful  economic 
indicators,  each  CEO 
continued  to  talk  up  stellar  outlooks 
almost  up  until  the  day  they  dropped 
earnings  bombshells  on  investors. 

Indeed,  the  reversals  were  stun- 
ning. After  reaffirming  sales-growth 
projections  of  50%  to  60%  in  early 
December,  on  Feb.  6  Chambers  re- 
duced Cisco's  2001  estimate  to  40%. 
On  Feb.  15,  one  month  after 
his  last  rosy  reports,  Roth 

JAN.  18, 2001 

"Demand  has 
not  changed. " 

NORTEL  CEO  JOHN  ROTH 

halved  his  growth  outlook 
from  30%  to  15%.  And  Elli- 
son? After  telling  BusinessWeek 
on  Feb.  8  that  Oracle  could  hit  its 
30%  growth  target  for  the  year,  Ora- 
cle posted  just  9%  sales  growth  in 
the  quarter  ended  Feb.  28. 
SUDDEN  JOLTS.  To  hear  many  a  tech 
exec  tell  it,  such  optimism  was  justi- 
fied well  into  January  and  February. 
All  over  Silicon  Valley,  companies 
now  say  they  saw 
solid-looking  deals 
evaporate  at  the  last 
minute  as  nervous 
customers  killed 
projects. 

While  this  down- 
turn has  admittedly  been  rapid, 
that's  no  excuse  for  giving  wildly  op- 
timistic guidance  to  investors.  Par- 
ticularly when  executives  were 
themselves  selling  shares.  Just  ask 
William  S.  Lerach,  a  partner  with 
Milberg  Weiss  Bershad  Hynes  & 
Lerach  and  the  king  of  shareholder 


lawsuits.  He  is  considering  filing  an 
insider-trading  lawsuit  against  Ora- 
cle, based  in  part  on  Ellison's  sale  of 
29  million  shares  of  stock  on  Feb.  1, 
a  month  before  Oracle  slashed 
its  growth  prospects. 
"Why  didn't  he  wait 


DEC.  4, 2000 

"  Let  me  be  clear.  We  are 
not  changing  guidance." 

CISCO  CEO  JOHN  CHAMBERS 


nixing  deals,  too  many  ceos  bet  they 
could  pull  out  the  quarter  by  finding 
new  ones.  A  top  supplier  to  Cisco, 
for  example,  says  of  its  late-year  op- 
timism: "We  knew  their  order  rate 
was  already  going  down.  It  had  to 
be  unbelievable  arrogance." 

FEB.  6, 2001 

Cisco  lowered  sales- 
growth  projections 

from50%-60%to40%. 


and  take  the  benefit 
of  the  surprisingly  good 
quarter  he  expected?"  asks 
Lerach.  He  notes  that  this  was  Elli 
son's  first  stock  sale  in  almost  five 
years  and  that  Chief  Financial  Offi- 
cer Jeff  Henley  sold  shares  in  Janu- 
ary as  well.  Neither  executive 

would  comment,  although  a 
spokesperson  explained 

FEB.  15, 2001 

Nortel  lowered  revenue 
growth  projections  for 
2001  to  15%  from  30%. 

that  Ellison  had  a  limited 
time  to  sell  before  his  shares 

expired,  and  Henley  sells  shares 
every  year  at  this  time. 

So  how  can  companies  improve 
their  guidance?  Mostly,  by  getting 
real  about  growth  prospects.  Only  a 
handful  of  tech  outfits   trimmed  fore- 
casts as  the  economy  soured.  Many 
others  naively  assumed  that 
their  company  was 


j 


FEB.  8, 2001 

"  I  think  we  can  "  continue 

to  grow  30%  a  year. 

ORACLE  CEO  LAWRENCE    ELLISON 


Nevertheless,  lots  of  compa 
nies  still  need  to  ratchet  down  ex- 
pectations. Most  analysts  say  Cisco's 
and  Nortel's  revised  growth  plans  re- 
main far  too  optimistic.  Others  knock 
IBM  for  not  backing  off  a  bullish 
growth  projection  made  in  January. 
"This  is  not  some  nichey  downturn," 
says  Goldman,  Sachs  &  Co.  analyst 
Laura  Conigliaro.  "It's  hard  to  see 

how  your  average  $95  billion 
giant  is  going  to  slip  grace- 
fully by." 

The  most  important  step 
companies  could  take  to- 
ward improvement  may  be 
to  temper  the  practice  of  ty- 
ing commissions  to  sky-high  quotas 
and  instead  reward  salespeople  for 
bringing  in  business  in  a  more  pre- 
dictable fashion  throughout  the 
quarter.  Up  to  40%  of  some  tech 
companies'  revenues  now  come  in 
the  last  week  of  the  quarter,  as  cus 
tomers  wait  for  big  discounts  from 
managements  stretching  to  make 
their  numbers.  That  game 
paid  off  hugely  on  the  up- 

MAR.  1.2001 
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uniquely  positioned  to 
withstand  a  slowdown. 
"We're  sort  of  recession-proof:  As 
things  get  tougher,  you  need 
[servers]  more,"  Sun  Microsystems 
Inc.  CEO  Scott  G.  McNealy  told 
BusinessWeek  in  early  December. 
And  even  when  customers  started 


T     *' 


Oracle  posted  9% 
third-quarter 
revenue  growth. 


swing.  Unfortunately,  the 
price  on  the  downswing  is 
just  as  big. 

Burrows  covers  technohxjn  front 
San  Mateo.  With  reporting  from  Jiif 
Kersietler  and  John  Shinal  in  Sal 
Mateo  (mil  Roger  Crockett  in  Chicago 
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.ECTRONICS 


l/HY  THE  SUPPLY  CHAIN 
ROKE  DOWN 

ieir  fancy  tools  blinded  tech's  wizards  to  the  slowdown 


■he  scene  on  Feb.  26  was  a 

I    (■( inference  room  at  the  Ana- 

I  heim  Marriott  Hotel  booked 
Alameda  (Calif.)  consulting 

•n  Technology  Forecasters  Inc. 

ated  around  a  square  of  long 
>les,  33  executives  from  across 
>  electronics  industry — big 
ecom  networking  companies, 
tributors,  component  makers, 
tware  providers,  contract 
.nufacturers  big  and  small — 
hocil  to  mull  the  once-again 
t  topic  of  supply-chain 
na^cment. 

But  in  no  time,  the  sparks 
re  flying.  At  issue:  Why,  in 
I  supposed  age  of  just-in-time 
ivery  and  razzle-dazzle  e-busi- 
3S  technology,  is  the  U.S. 
ctronics  industry  now  sitting 
an  inventory  pile-up  that 
dd  take  at  least  six  months  to 
sh  out?  Moreover,  who  will 
i  up  footing  the  bill  for  car- 
ng  all  that  stuff  now  that  the 
5  between  buyer  and  seller 
i  been  blurred  by  outsourcing  and 
tual  alliances?  "I'm  alarmed  about 
>.  lack  of  ownership  of  the  massive 
ildup  of  inventories,"  said  Harriet 
sen,  an  executive  at  distribution  giant 
row  Electronics  Inc.,  which  saw  its 
n  inventory  double  last  year,  to  $3 
ion.  "Everyone  says  it's  yours." 
vVliile  the  finger-pointing  is  only  like- 
to  get  nastier — and  could  lead  to  liti- 
ion — the  economic  breather  may  end 
doing  the  industry  some  good.  It's 
ieniable  that  the  revolution  in  infor- 
tion  technology  and  management 
ictices  over  the  past  decade  has  made 
S.  industry  vastly  more  efficient  and 
ild  make  this  downturn  relatively 
ef.  But  beneath  all  the  boasts  of  flex- 
:  manufacturing  and  transparent  sup- 
chains,  a  lot  needs  to  be  done  to 
)rove  the  workings  of  the  New  Econ- 
y.  The  problems  include  flawed  flows 
information,  software  tools  that  are 


There  is  confusion  over 

who  is  actually  holding 

inventory  and  who 

must  cover  the  costs 


too  difficult  and  costly  to  use,  and  con- 
fused lines  of  responsibility. 

Lesson  One  is  that  killer  software  aps 
can't  compensate  for  old-fashioned  busi- 
ness judgment.  There's  a  flaw  in  the 
premise  that  technology  can  synchronize 
every  party  in  the  product  chain  by  pro- 
viding a  transparent  view  of  supply  and 
demand:  The  forecasts  driving  the  en- 
tire flow  of  work  are  still  concocted  by 
people,  not  by  real-time  blips  of  data 
from  retail  shelves.   No  matter  how 


mechanized  the  system  becomes,  sales 
managers  and  ceos  still  shoot  for  the 
moon  in  a  boom,  and  don't  share  internal 
market  intelligence  with  outsiders. 

The  experience  of  Solectron  Corp.,  the 
world's  biggest  electronics  contract  man- 
ufacturer, is  a  case  in  point.  Last  fall, 
company  officials  say  they  could  tell  a 
supply  glut  of  telecom  equipment  was 
brewing.  Each  of  their  big  customers, 
which  include  Cisco,  Ericsson, 
and  Lucent,  was  expecting  ex- 
plosive growth  for  wireless 
phones  and  networking  gear.  But 
since  Solectron  supplies  every 
major  player,  it  knew  the  num- 
bers didn't  add  up,  even  under 
the  rosiest  scenarios. 
OPTIMISM  OVERLOAD.  Neverthe- 
less, the  telecom  giants  told 
Solectron  and  other  contractors 
to  produce  flat  out,  assuring 
them  that  they  would  pay  for 
excess  materials.  But  when  the 
bottom  finally  fell  out  and  its 
clients  ordered  production  cut- 
backs, it  was  too  late  for  Solec- 
tron to  halt  orders  from  all  of 
its  4,000  suppliers.  Now,  Solec- 
tron has  $4.7  billion  in  inventory. 
There  is  also  a  real  problem 
integrating  the  plethora  of  soft- 
ware used  throughout  the  sup- 
ply chain.  Software  companies 
like  sap,  Oracle,  and  i2  sell  a 
host  of  tools  that  link  materi- 
als suppliers  to  purchasing  de- 
partments to  engineers  to  factory  floors. 
Problem  is,  "the  tools  are  overhyped, 
underdeveloped  when  they  are  sold, 
and  require  immense  resources  to  bolt 
them  together,"  says  Bob  Flowers, 
senior  sales  manager  of  chipmaker 
Xilinx  Inc. 

Lots  of  better  Web-based  software 
solutions  are  in  the  pipeline.  But  tech- 
nology still  won't  cure  the  problem  of 
sloppy  management  and  forecasts.  If 
nothing  else,  the  shakeout,  which  will 
surely  feature  hefty  writedowns  for 
whomever  ends  up  stuck  with  the  in- 
ventory hot  potato,  will  underscore  the 
financial  risks  of  accepting  overly  opti- 
mistic estimates  and  lacking  the 
willpower  to  curb  production.  It  also 
will  send  a  message  to  companies  that 
let  wishful  thinking  get  the  better  of 
them:  They  should  use  the  slowdown 
to  relearn  some  business  basics. 

By  Pete  Engardio  in  New  York 


FAULTY  FORECASTS 


Suppliers  now  have  access  to 
the  latest  demand  data,  but 
forecasts  by  electronics  and 
telecom  companies  are  often 
inflated. 


FUZZY  FINANCES 


Manufacturers  have  given  con- 
tractors and  distributors  more 
control  over  procuring  parts. 
Now,  it's  unclear  who  owns 
excess  inventory. 


COMPLEX  SOFTWARE 


Software  programs  have  great- 
ly boosted  efficiency  in 
planning  and  just-in-time 
delivery,  but  can  be  difficult 
and  costly  to  use. 
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COMMENTARY 


By  Rob  Hof 


AMAZON  +  WAL-MART  =  WIN/WIN 


When  a  Mar.  4  news  report  said 
Amazon.com  Inc.  was  close  to 
signing  a  deal  with  giant  Wal- 
Mart  Stores  Inc.,  it  looked  like  the 
most  promising  development  in  some 
time  for  the  ailing  Internet  retailer. 
Amazon,  facing  concerns  it  might  run 
out  of  money,  would  run  the  Web  site 
and  distribution  for  Wal-Mart's  strug- 
gling online  unit  in  return  for  fees,  in- 
store  promotion,  and  possibly  cash. 
Investors  cheered,  boosting  the  stock 
26%  in  a  day,  to  12%. 

But  hold  on.  According  to  one 
source  close  to  the  talks,  no  deal  was 
ever  agreed  upon — and  none  is  on  the 
front  burner  now.  Too  bad,  because 
such  a  deal  would  be,  well,  such  a 
deal — for  Wal-Mart,  for  Amazon  and 
its  beleaguered  shareholders,  and  for 
consumers.  Amazon  may  be  the 
biggest  online  brand,  but 
it  needs  real-world 

BEZOS  ON 
BOARD? 

Wal-Mart  could 
sorely  use 
Amazon's  Web 
exposure  and 
smarts 


retailing  expertise  and  exposure.  At 
the  same  time,  brick-and-mortar  chains 
such  as  Wal-Mart  now  realize  how 
tough  e-tailing  is.  And  it's  clear  con- 
sumers want  to  shop  both  at  stores 
and  on  the  Web.  Linking  the  retailing 
kings  could  give  shoppers  unprece- 
dented choice  of  how 
to  buy,  receive,  and 
return  merchandise. 
GOODIES.  This  kind  of 
alliance  has  already 
succeeded.  Last  year, 
Amazon  teamed  with 
Toys  'R'  Us.  The  toy 
chain  supplies  invento- 
ry, while  Amazon  runs 
the  Web  site  and  de- 
livers the  goods  from 
its  six  U.  S.  distribu- 
tion centers.  The  com- 
bined store  brought  in 
$124  million  in  sales  this  past  holiday 
season.  Perhaps  more  important, 
Amazon  avoided  an  inventory  write- 
down that  whacked  its  profits  by  $39 
million  the  previous  year.  In  fact,  it 
cut  inventories  by  21% — to  $175  mil- 
lion— in  the  fourth  quarter,  even  as 

sales  rose  44%,  to 
$972  million.  And 
Toys  'R'  Us  didn't 
have  customers 
slamming  it  for  late 
deliveries,  as  in  1999. 
Hard-pressed  Ama- 
zon would  benefit  the 
most  from  a  Wal-Mart 
deal.  Ideally,  it  would 
get  a  bundle  of  goodies. 
Through  in-store  signs 
and  kiosks  where  cus- 
tomers could  order  goods 
Wal-Mart  doesn't  stock, 
Amazon  could  acquire  cus- 
tomers for  far  less  than  its 
already  low  $13  apiece.  It 
could  offload  the  costs 
of  inventory,  as  it  did 
with  Toys  'R'  Us, 
while  filling  its  distrib- 
ution centers,  which 
now  run  at  less 
than  40%  of  ca- 
pacity. And  it 
could  tap  Wal- 
Mart's  expertise  in 
judging  product  demand 


IN  NEED  OF  HELP 


AMAZON 
STOCK  PRICE 


MAR.  6,  '01 


DEC.  31,  '99 
DOLLARS 
Data:  Bloomberg  Financial  Markets 


and  keeping  inventories  low — not  to 
mention  its  singular  pricing  power.  All 
that  could  ease  persistent  concerns  it 
might  run  out  of  capital  before  it  turns 
the  profit  it  has  promised  by  yearend. 
A  move  sure  to  calm  nervous  inves- 
tors, it  might  also  reassure  shoppers 
who  have  slowed  on- 
line spending.  As  Lau- 
rie Windham,  ceo  of 
e-commerce  researcher 
Cognitiative  Inc.,  puts 
it:  "You  would  have 
the  ultimate  consumer- 
value  proposition  in 
retailing." 

For  Wal-Mart,  the 
advantages  are  less 
clear-cut.  E-commerce 
sales  are  a  rounding 
error  compared  with 
its  $191  billion  in  sales 
last  year,  so  it  could  take  the  time  to 
perfect  its  site  and  build  its  own  ful- 
fillment system.  But  Walmart.com 
badly  needs  a  boost.  According  to  a 
Cognitiative  survey,  100%  of  holiday 
Walmart.com  customers  cited  one  or 
more  problems  shopping  on  the  site, 
ranging  from  shipping  costs  to  orders 
that  never  arrived.  Amazon  was 
nowhere  near  perfect,  either,  with 
55%  running  into  a  problem — but 
that's  the  best  performance  of  any  on- 
line retailer.  And  Amazon's  reach 
among  U.S.  online  shoppers  tops  30% 
vs.  Walmart.com's  11.7%. 

Besides,  even  though  Amazon  and 
Wal-Mart  are  often  held  up  as  arch- 
rivals,  their  online  businesses  are 
complementary.  Their  customer  bases 
couldn't  be  more  different:  Amazon 
has  captured  the  yuppie  crowd  that 
values  time  and  convenience,  while 
Wal-Mart  attracts  everyone  else, 
meaning  value  shoppers  who  watch 
their  wallets. 

There's  no  doubt  an  Amazon- Wal 
Mart  alliance  would  be  hard  to  pull 
off.  Their-  disparate  cultures,  size,  and 
target  customers  may  present  too 
wide  a  gulf  to  bridge.  But  both  could 
win  if  they  join  forces,  largely  becaus 
it  would  please  the  folks  that  matter: 
their  customers. 


Senior  Writer  Hof  carers  technolo- 
gy issues  from  Sin/  MateO,  Calif, 
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Deutsche  Banc  Alex  Brown  identifies  the  investment  banking  activities  of  Deutsj  he  Banc  Alex  Brown  Inc  (U.S.I  and  Deutsche  Bank  Securities  Ltd.  (Canada)  which  are  indirect  subsidiaries  of 
Deutsche  Bank  AG    t  Trademark  application  pending. 


Deutsche  Banc  Alex.  Brown 


Once  again,  clients  named  Deutsche  Bank 
the  world's  #1  investment  bank 


PERFORMANCE 


leading  to  results 


TMt 


"For  the  second  year  in  succession, 
Deutsche  Bank  ranks  number  one  in 
Euromoney's  annual  survey  of  the  world's 
biggest  and  best  providers  of  financial 
services. ..Deutsche  Bank  dominates... 
by  a  wide  margin.  " 

Euromoney,  January  2001 


Poll  of  polls:  overall  results 

Jan 
2001 

2000 

?r,r 

Undewrwng 

Deutsche  Bank 

1 

1 

745.61 

274.77 

309.00 

161.84 

'  HbantySatamoi   ,■■,■(.  Ban  ■ , 

2 

538  10 

161  35 

180  20 

1  96  54 

Goldman  Sachs 

3 

6 

445.40 

158.90 

12262 

163  88 

MtmH  Lynch 

4 

2 

439  75 

218  73 

120  00 

101  03 

Morgan  Stanley  Own  Wmet 

5 

3 

41575 

156.30 

125  23 

134  22 

^JBSWMbuffl^^ 

6 

351  05 

122  20 

1  39  09 

89  07 

JP  Morgan 

7 

7 

349.49 

92  84 

136  08 

120.57 

Cr«*,Su,5,.r-„.,Bo„on 

8 

339  18 

152  11 

88  12 

98  95 

We've  always  believed  that  if  our  clients  came 
first,  so  would  we.  Another  reason  why 
Deutsche  Bank  is  leading  to  results. 


Deutsche  Bank 
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THE  INTERNET 


DOESN'T  ANYONE 

WANT  TO  RUN  A  DOT-COM? 

As  execs  bail  out,  top  jobs  are  going  begging 


As  if  things  weren't  tough  enough 
for  dot-coms  grappling  with  a  reel- 
ing economy,  lousy  business  mod- 
els, and  sinking  stock  prices.  Now  even 
the  best  among  them  have  one  more 
headache:  an  increasingly  bleak  outlook 
for  executive  recruiting. 

For  the  first  time,  even  solid  Internet 
companies  are  struggling  to  fill  their 
top-level  executive  vacancies.  Suddenly 
saddled  with  the  departure  of  its  ceo 
Timothy  Koogle,  Internet  blue  chip  Ya- 
hoo! Inc.  has  already  been  hunting  for  a 
new  sales  chief  for  about  half  a  year, 
according  to  industry  sources.  Online 
broker  Ameritrade  Holding  Corp.  missed 
a  self-imposed  December  deadline  to  fill 
its  seven-month-old  ceo  vacancy,  finally 
hiring  Merrill  Lynch  &  Co.  Senior  Vice- 
President  Joseph  H.  Moglia  on  Mar.  5. 
Covisint,  an  online  exchange  for  the  auto 
industry,  has  had  an  empty  CEO  seat  for 
the  past  13  months.  Other  sites,  such 
as  search  engine  AltaVista  Co.  and  book- 
seller barnesandnoble.com,  have  also 
been  stymied.  Their  ceo  posts  have  been 
vacant  for  four  and  13  months,  respec- 
tively. "This  is  in  stark  contrast  to  just  a 
year  ago."  says  John  T.  Thompson,  head 
of  the  ceo  practice  at  recruiting  firm 
Heidrick  &  Struggles  International  Inc. 
NO  GUARANTEES.  Making  the  situation 
dicier,  the  number  of  vacancies  is  go- 
ing up.  Internet  portals  Yahoo!  and  Ter- 
ra Lycos,  for  instance,  have  lost  seven 
top  executives  between 
them  since  the  start  of 
February,  including  Ya- 
hoo's top  honchos  in  Eu- 
rope and  Asia.  Despite 
the  array  of  explana- 
tions, ranging  from  fam- 
ily reasons  to  other  job 
opportunities,  one  thing 
is  certain:  Net  compa- 
nies   have    gone    from 
changing  the  world  to 
fighting  for  survival — a 
bitter  pill  for  many  cur- 
rent and  potential  execs 
to  swallow.   Moreover, 
the  number  of  e-com- 
merce  ceo  departures 
has    numbered    nearly 
one   per   day,   with   2(5 
such  execs  exiting  their 


COMPANY/POSITION 


ALTAVISTA 

CEO 


jobs  in  January 
alone,  according  to 
outplacement  firm 
Challenger,  Gray 
&  Christmas  Inc. 
What  gives? 
It's  a  simple 
matter  of  risk 
vs.  reward.  Once, 
compensation 
packages  heavy 
on  stock  options 
could  lure  tradi- 
tional execs  with 
the  promise  of 
quick  riches.  To- 
day, with  Net 
stocks  out  of  favor, 
some  candidates 
doubt  the  stocks 
will  rise  enough  to 
make  a  risky  move 
worth  their  while.  "Op- 
tions don't  mean  anything,"  says  one 
media  executive  who  turned  down  an  of- 
fer of  $1  million-plus  in  salary  and  stock 
options  to  head  Yahoo's  sales  division. 
"Yahoo's  an  A-class  Internet  company, 
but  the  offer  didn't  outweigh  the  risks." 
Equally  important,  candidates  want 
to  be  sure  an  Internet  company's  slide 
has  bottomed  out  before  considering  a 
move.  The  idea:  to  avoid  a  situation 
where  a  company's  decline  has  so  much 
momentum  that  it  doesn't  matter  what 
decisions  management 
makes. 

That's  a  lesson  new- 
bie  dot-com  executives 
have  had  to  learn  the 
hard  way  of  late.  George 
T.  Shaheen,  the  former 
ceo  of  Andersen  Con- 
sulting, for  instance,  took 
the  top  job  at  online 
grocer  Web  Van  Group 
Inc.  in  September,  1999, 
only  to  see  its  stock 
plunge  99%  from  its  all- 
time  high,  to  330.  Simi- 
larly, Joseph  Galli  Jr., 
the  former  CEO  of  online 
marketplace  VerticalNet, 
left  his  position  in  Janu- 
ary, after  a  mere  six 
months,  to  join  house- 


HELP  REALLY 
WANTED 

Even  the  top  sites  are 
having  trouble  filling  spots 


MONTHS  VACANT 


13 


13 


BARNESANDN0BLE.COM 

CEO 

COVISINT 

CEO 

EBAY 

Head  of  Sales 


wares  maker  Newell  Rubbermaid  Ii 
During  Galli's  brief  tenure,  the  Inten 
company's  stock  tanked  93%,  to  $3.' 
"Executives  want  to  know  that  if  th 
make  the  right  decisions  and  hire  t 
right  people,  they  can  succeed,"  says  B 
Lambert,  managing  director  of  recruit 
Christian  &  Timbers.  "In  this  mark 
you  just  can't  guarantee  that." 
TRUE  BELIEVERS.  None  of  this  boc 
well  for  Internet  companies,  many 
which  are  in  sore  need  of  experienc 
management  talent.  "A  bad  leadersl 
fit  is  the  single  most  important  reat 
[Internet  companies]  are  failing,"  i 
serts  one  high-tech  venture  capitalis 
To  be  sure,  not  all  brick-and-mor 
execs  are  shunning  Internet  jobs. 
Feb.  28,  former  Compaq  Compul 
Corp.  Vice-President  Ray  Villareal  tc 
the  helm  at  Internet  startup  Hel 
Brain.com  Corp.,  an  information  si 
He  even  took  a  package  that  was  he* 
on  equity.  "I  believe  in  the  business, 
why  not?"  says  the  41-year-old  Villan 
who  insists  the  Internet  sector  still  1 
much  appeal  to  traditional  exe 
"There's  always  going  to  be  pull  to  go 
a  fast-moving  environment."  It's  a  1 
of  faith,  however,  that  many  execs 
no  longer  willing  to  make. 

By  Ben  Kl< 

in  San  Mateo,  C(t 
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News:  Analysis  &  Commentary 


AIRLINES 


CONGESTION  AT 

THE  BARGAINING  TABLE,  TOO 

Contentious  contract  talks  bedevil  the  four  major  airlines 


As  a  frequent  traveler,  Chicago  busi- 
nessman Stephen  M.  Purduski  has 
experienced  more  than  his  share  of 
airline  delays  lately.  That's  why  he's  al- 
ready dreading  his  family's  Easter  va- 
cation flight  to  Florida.  He's  booked  on 
American  Airlines,  where  unhappy  me- 
chanics recently  staged  a  work  slow- 
down and  flight  attendants  are  in  con- 
tract talks.  Trouble  is,  if  he  switches  to 


Delta,  and  Northwest,  all  in  contentious 
contract  talks,  the  specter  of  delays, 
cancellations,  and  simply  sour  service 
is  looming  large.  Strikes  are  likely  to  be 
averted  in  most  of  these  disputes.  And 
even  if  strikes  occur,  federal  mediators 
can  ensure  they  don't  all  happen  at 
once.  But  workers  have  other  ways  to 
express  displeasure — slowdowns,  sick- 
outs,  and  the  refusal  of  voluntary  over- 


STORM  CLOUDS 
GATHERING 


among  the  biggest  players,  fuelin 
worker  anxiety  about  pay,  seniority,  an 
work  rules. 

Moreover,  worker  expectations  ratcl 
eted  up  last  summer  after  Unite 
signed  an  unusually  rich  deal  with  its  j 
lots.  The  pact  followed  thousands 
flight  cancellations  forced  by  the  pilot 
refusal  to  fly  overtime.  The  outcon 
sparked  a  wave  of  me-too  contract  d 
mands  and  pressure  tactics. 
SHORTER  TIMETABLE.  As  the  sparks  fl 
a  growing  number  of  labor  and  industi 
leaders  are  realizing  there's  got  to  be 
better  way  to  work  out  their  difference 
True,  the  Railway  Labor  Act,  und 
which  the  industry  operates,  has  su 
cessfully  minimized  strikes  and  disru 
tions.  But  the  often  lengthy  process  e 
acerbates  worker  frustrations,  settir 

off  the  kind  of  job  actio _ 
for  which  travelers  get  1 
warning.  At  Northwest  Ai 
lines  Corp.,  for  instanc 
where  the  carrier  accus 
mechanics  of  slowing  oper 
tions,  the  two  sides  ha 
been  bargaining  for  4Vi  yeai 
Increasingly,  parties  < 
both  sides  are  calling  for 


AMERICAN  A  work  slowdown  by 

mechanics  in  New  York  forced 

cancellation  of  about  150  flights 

starting  Feb.  28.  Federal  judge 

granted  restraining  order  to  halt 

f.  ...     -T-  .,    °  shorter  bargaining  timetab 

the.actlV,ty:..Talks  COntinUe: Former  National  Mediati 


CABIN  PRESSURE:  Delta  Air  pilots 
spread  their  message  in  Atlanta 

United  Airlines,  its  flight  attendants 
threaten  to  strike  this  spring  over  the 
carrier's  proposed  merger  with  US 
Airways  Group  Inc.  "I'm  wondering 
whether  I  should  have  some  kind  of 
driving  vacation  contingency,"  he  says. 
For  lots  of  fliers  these  days,  that's 
worth  considering.  With  unions  at  the 
four  leading  carriers,  United,  American, 


UNITED  After  more  than  a  year, 
machinist  talks  are  deadlocked. 
They  and  flight  attendants  may 
strike  over  US  Airways  takeover. 

DELTA  Carrier  won  injunction  bar- 
ring pilots  from  discouraging  over- 
time. After  18  months,  talks 
stalled  Feb.  28.  The  National  Me- 
diation Board  has  been  asked  to 
order  a  30-day  cooling-off  period, 
which  must  occur  before  a  strike. 

NORTHWEST  Mechanics  may 
walk  as  soon  as  Mar.  12  after  4H 
years  of  talks.  President  Bush  has 
vowed  to  create  a  Presidential 
Emergency  Board  that  could  delay 
a  strike  until  mid-May. 

Data:  BusinessWeek 


time.  "The  whole  industry  is  at  a  low 
point  in  its  labor  relations,"  says  AMR 
Corp.  Chief  Executive  Donald  J.  Carty. 
The  seeds  of  the  current  disputes 
were  sown  in  the  gloomy  early  '90s, 
when  airlines  sought  worker  concessions 
to  stay  afloat.  Now,  after  six  straight 
years  of  profits,  workers  want  a  payback 
for  their  sacrifices,  just  as  management 
is  bracing  for  the  economic  downturn. 
Further  complicating  relations  is  a  sc- 
ries of  proposed  or  possible  mergers 


Board  Chairman  Patrick 
Cleary,  now  heading  humj 
resource  policy  at  the 
tional  Association  of  Mar 
facturers,   says   the   boa| 
should  be  more  aggressh 
entering  disputes  earlier  ai 
pushing   the   parties   to  [ 
quick  resolution.  Such  tir 
liness  would   help  airlinl 
align  worker  expectations  f 
the  economic  cycle  and  tj 
industry's  ability  to  pay. 

Some  labor  leaders  ai 
managers,  fearing  a  baekk 
if  the  industry  can't  clean 
its  act,  appear  ready  to  dej 
"If  we  don't  fix  it,  we're 
ing  to  get  government  intJ 
vention  with  a  fix  that    I 
body  likes,"  warns  Air  Lil 
Pilots  Assn.  President  D 
ane  E.  Woerth.  President  Bush  has  s| 
naled  that  if  Northwest's  mechanj 
strike  on  March  12,  he'll  create  an  eml 
gency  board  to  halt  the  walkout.  AJ 
federal  judges  increasingly  issue 
straining  orders  to  halt  slowdowns 
other  job  actions.  With  pressure  1^ 
that,  maybe  labor  and  management 
find  a  new  route  to  smoother  relation 

Wendy    Zellner    in    Dallas 
Michael  Ann/I  in  Chicago  and  l>im\ 
report 
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REAL  ESTATE 


ROOM  AT  THE  TOP, 
BOTTOM,  AND  MIDDLE 

In  commercial  real  estate,  vacancies  are  up,  and  rents  down 

Last  year,  DigitalWork  Inc.  signed  a 
lease  for  140,000  square  feet  of  of- 
fice space  in  the  heart  of  Chicago's 
financial  district.  But  after  canceling  its 
initial  public  offering  and  firing  25%  of 
its  workers,  the  Internet  startup  is  still 
in  its  original  office  a  few  blocks  away. 
As  for  the  building  it  planned  to  call 
home — well,  it's  one-third  full,  with  not 
a  single  dot-com  among  the  tenants. 

DigitalWork's  retreat  is  a  familiar  one 
these  days,  and  not  just  among  tech 
newbies.  After  a  decade-long  boom  that 
sent  rents  soaring,  commercial  real  es- 
tate is  slumping  as  the  rapidly  shrinking 
economy  leads  businesses  to  bail  out  of 
leases  and  shelve  office  expansions.  Va- 
cancy rates  are  lurching  higher,  and 
rents  are  falling  from  Boston  to  San 
Diego.  Frenzied  bidding  wars  among 
would-be  tenants,  common  just  a  year 
ago,  are  no  more.  "The  froth  has  come 
off,"  declares  Timothy  H.  Callahan,  pres- 
ident and  chief  executive  of  Equity  Of- 
fice Properties  Trust,  the  nation's 
biggest  office  owner. 
evictions.  The  reversal  is  sharpest 
where  the  tech  frenzy  had  been  great- 
est. Rents  have  dropped  25%  in  the 
past  few  months  in  Silicon  Valley.  Even 
so,  the  number  of  leases  signed  there  so 
far  in  2001  is  75%  less  than  a  year  ear- 
lier, estimates  Roger  A.  Gage,  a  Cush- 
man  Realty  Corp.  senior  vice-president. 
In  San  Francisco's  South  of  Market  dis- 
trict— where  tech  companies  once  repli- 
cated like  an  Internet  virus — rents  have 
plunged  by  40%  since  late  2000. 

The  same  draft  is  blowing  elsewhere. 
In  Seattle,  some  1.8  million  square  feet 
of  space  is  available  for  sublease  from 
high-tech  tenants, 
up   from   800,000 
sq.  ft.  in  Decem- 
ber, figures  Gre- 
gory J.  Whyte,  a 
Morgan     Stanley 
Dean  Witter  ana- 
lyst.    West     Los 
Angeles  also  has 

about  1  million  sq.   NEW  YORK:  Space 
ft.  of  empty  office   is  still  tight 
space.     And      in 

New  York's  Silicon  Alley,  rents  have 
skidded  30%  since  last  fall. 

Downtown  and   suburban   markets 


►  SAN  FRANCISCO 

Vacancy  rates  are  up  sharply,  to 
5.8%,  and  rents  are  collapsing  in 
the  once-hot  South  of 
Market  district. 

►  SILICON  VALLEY 

The  market  remains  tight,        **=**|i 
but  after  nearly  doubling  in 
2000,  rents  are  tumbling 
fast. 

►  LOS  ANGELES 
The  dot-com  bust  is  crush- 
ing the  Westside  market, 
with  1  million  square  feet  of 
sublease  space  available. 

►  NEW  YORK 

Vacancy  rates  are  extremely 
low,  at  under  3%,  but  rents 
are  sliding  in  top-of-the-line 
buildings. 

►  CHICAGO 

New  construction  is  starting 
to  overwhelm  demand.  Rents 
are  softening,  and  vacancy  rates, 
now  7.5%,  are  expected  to  hit 
10%  by  2002. 

Data:  Julien  J.  Studley  Inc.,  Equity  Office  Properties  Trust 


alike  are  smarting.  "For  sale"  signs  th 
went  up  in  early  2000  are  still  hangir 
on  two  big  towers  in  central  Philade 
phia.  Chicago  is  adding  so  much  spa' 
that  developers  fear  its  vacancy  ra 
could  hit  double  digits  by  yearend.  Ai 
while  vacancy  rates  in  midtown  Ma 
hattan  remain  near  a  20-year  low, 
less  than  3%,  rents  in  new  buildin 
have  slipped  5%  since  last  fall.  They' 
dropping  even  faster  in  Westchest 
County,  N.Y.,  and  New  Jersey.  Pric 
are  going  to  "soften  a  little  more,"  sa 
Jacque  Ducharme,  president  of  Juli 
J.  Studley  Inc.,  which  represents  corr. 
rate  tenants. 

The  slide  is  great  news  for  tenan 
CHICAGO:  Interwoven  Inc.  CEO  M 

Double-digit   tin  W  Brauns  began  hur 
vacancies?      ing  for  200,000  sq.  ft.  in 

single  building  in  Silie 

Valley  a  year  ago  but  got  priced  out 
the  market,  as  rents  jumped  to  $85  \ 
sq.  ft.  Now,  the  software  company  pla 
to  sign  a  lease  at  $55  a  sq.  ft.  "It's  tur 
ing  to  a  renter's  market,"  notes  Braui 
RESTRAINT.  The  downturn  may  al 
spark  consolidation  in  the  real  esta 
business.  Just  look  at  Equity  Offic 
Feb.  23  deal  to  buy  Spieker  Properti 
Inc.,  a  Menlo  Park  (Calif.)  landlord  tha 
hig  in  the  Bay  Area,  for  $7.2  billic 
Analysts  called  the  price  low,  suggesti 
that  Spieker  rushed  to  sign.  Chairm 
Warren  E.  Spieker  Jr.  says  he  or 
wanted  to  broaden  his  holdings,  wh 
Callahan  says  in  the  long  term,  Spieke 
properties  are  winners. 

Still,  no  one  predict: 
bust  like  the  one  a  deca 
ago  that  left  skyscrapc 
sitting  empty.  This  tii 
around,  lenders  requir 
developers  to  sign  up  mc 
tenants  and  put  up  mc 
of  their  own  money  befc 
agreeing  to  finance  a  p 
ject.  This  restraint  has, 
the  most  part,  prevent 
overbuilding  of  offices 
cept  in  markets  such 
Chicago  and  Dallas.  And 
means  that  banks  ha 
much  less  exposure 
Washington,  for  examp 
~  developers  have  "p 
leased"  more  than  half  the  space  un< 
construction,  says  Ducharme.  "The  co 
mercial  real  estate  markets  are  £ 
very  healthy,"  insists  Maria  Sicola,  a 
nior  managing  director  at  Cushman 
Wakefield  Inc.  Maybe,  but  the  ba 
days  are  looking  as  long  ago  as  \vl 
the  Nasdaq  was  at  5,000. 

By  Michael  Arndt  in  Chicago,  w 
bureau  reports 


BAY  AREA 

Plunging 
rents 
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"Financial  security  doesn't 
have  to  be  a  fairy  tale." 


Sarah  Ferguson 
Schwab  Investor 
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BEDTIME 
FOR  NAPSTER? 

ON     MONDAY,     MAR.     5,     NAP- 

ster's  volume  was  officially 
turned  down,  if  not  off.  That's 
when  U.  S.  District  Judge 
Marilyn  Hall  Patel  issued  her 
latest  ruling.  Effective  imme- 
diately, the  song-trading  ser- 
vice has  just  three  days  to 
block  the  trading  of  copy- 
righted music  on  its  service 
after  being  informed  of  the 
song  title  and  other  related 
info  by  a  record  company. 
Closing  a  potential  loophole, 
Napster  and  the  music  indus- 
try must  use  "reasonable 
measures  in  identifying  vari- 
ations" or  different  spelling 
of  the  song  or  artists'  names. 
Record  industry  people  are 
calling  the  ruling  a  complete 
— and    final — victory.    They 


CLOSING    BELL 


BROADSIDED 

A  rash  of  bad  news  sent 
shares  of  chipmaker  Broad- 
com down  14%,  to  $41.31  on 
Mar.  7.  The  Irvine  (Calif.)- 
based  company  announced 
that  a  slowdown  in  orders,  as 
well  as  the  loss  of  major  cus- 
tomer 3Com,  would  result  in 
first-quarter  earnings  68% 
below  analysts'  estimates. 
Broadcom  also  said  that  it 
may  change  its  accounting 
method  for  stock  warrants  it 
issued  to  customers  of  com- 
panies it  acquired.  That, 
management  said,  could  fur- 
ther reduce  revenues. 


FEB.  20, '01  MAR  7 

Data.  Bloomberg  Financial  Markets 


claim  that  without  their  copy- 
right cooperation,  the  ex- 
change will  soon  be  nearly 
gutted.  Napster  says  it  is 
working  to  fulfill  the  order. 

A  GLIMMER  IN 
CALIFORNIA'S  GLOOM 

CALIFORNIA  GOVERNOR  GRAY 
Davis  announced  another  fix 
for  California's  electricity 
mess.  The  state  has  negoti- 
ated 40  long-term  contracts 
with  more  than  20  power 
marketers  at  rates  far  below 
the  $228  per  megawatt  that 
the  state  was  paying  at  the 
end  of  February.  The  con- 
tracts should  provide  some 
stability  to  the  state's  wildly 
fluctuating  electricity  market. 
California  isn't  out  of  the 
dark  yet,  however.  The  con- 
tracts— enough  to  provide 
power  for  7  million  homes — 
won't  cover  all  the  state's 
needs.  And  consumer  ac- 
tivists complain  that  the  con- 
tracts, as  long  as  20  years  in 
one  case,  may  become  a  bur- 
den on  ratepayers. 

XEROX  GETS  AN 
INFUSION  FROM  FUJI 

WITH  PRESSURE  BUILDING  TO 
raise  cash,  struggling  Xerox 
agreed  to  sell  a  stake  in  Fuji 
Xerox,  and  not  a  minute  too 
soon.  After  completing  the 
sale  of  half  of  its  50%  stake  to 
longtime  partner  Fuji  Photo 
Film,  Xerox  will  net  roughly 
$1  billion  in  cash.  The  Tokyo 
venture,  which  gets  90%  of 
its  sales  from  slumping  Japan, 
has  seen  profitability  shrink 
in  recent  years.  Xerox'  net  in- 
come from  the  joint  venture — 
which  totaled  some  $55  mil- 
lion in  1999 — will  fall  because 
of  its  smaller,  25%  stake  in 
the  company.  But  it  had  lit- 
tle choice:  Xerox  has  $2.6  bil- 
lion of  debt  coming  due  this 
year,  and  the  company  needed 
to  sell  $2  billion  to  $4  billion  of 
assets  to  stay  afloat.  The  Mar. 
6  deal  helps,  but  analysts  say 
mure  sales  are  needed. 


HEADLINER:  TIMOTHY  KOOGLE 


DO  YOU  YAHOO?  NOT  ANYMORE 


THE  INTERNET  FREEFALL 

has  hit  new  depths.  Yahoo! 
Chief  Executive  Timothy 
Koogle  announced  on  Mar. 
7  that  he  is  stepping  down, 
pending  the  hire  of  a 
new  ceo.  Salting 
the  wound,  Yahoo 
also  warned  it 
would  badly  miss 
its  first-quarter 
revenues,  a  tar- 
get that  was  al- 
ready trimmed  in 
January.  Yahoo's  cur- 
rent No.  2,  president  and 
coo  Jeffrey  Mallett,  will 
remain  in  his  current  post, 
as  the  company  seeks  to 
hire  a  veteran  from  a  tradi 
tional  media  firm. 

Now,  Yahoo  expects  to 
garner  about  $175  million 
in  sales  for  the  first  quar- 
ter, 45%  lower  than  the 


$320  million  some  analysts 
projected  as  late  as  Decern 
ber.  "The  macroeconomic 
environment  has  weakened 
dramatically,"  says  Koogle 
who  will  stay  on  as 
chairman. 

Like  other  ad- 
based  Internet 
firms,  Yahoo  has 
failed  to  lure 
enough  corporate 
advertisers  with  at- 
tractive rates.  Even 
though  consumers  are 
clicking  on  nearly  60%  more 
Yahoo  pages  compared  with 
last  year.  And  while  Koogle 
didn't  change  2001  's  full 
year  revenue  projections, 
investors  should  not  be 
relieved.  Management 
wouldn't  speculate  that  far 
into  the  future. 

Ben  Elgit 


JAMIE  KELLNER: 
TOPS  AT  TURNER 

THE  REMAKING  OF  AOL  TIME 
Warner  continues,  with  the 
elevation  of  wb  Television 
Network  Chairman  Jamie 
Kellner.  He  has  been  named 
to  run  newly  united  Turner 
Broadcasting  System  and  WB 
cable  networks.  Kellner,  one 
of  the  architects  behind  the 
creation  of  Fox  network  in 
1986,  created  the  WB  network 
in  1994.  Kellner  will  succeed 
Turner  Chairman  Terence 
McGuirk,  who  is  becoming 
vice-chairman  of  the  unit. 
Turner  President  Steve  Hey- 
er  has  left  the  company  for  a 
stint  at  Coca-Cola. 


HOW  DOWN, 
DOW  JONES 


THE  ADVERTISING  SLOWDOWN 
has  hit  yet  another  big  media 
player.  Dow  Jones  now  says 
its  first-quarter  earnings  will 

he    between    l<',<,;    and    20</    a 


share.  That's  well  below  t 
56#  expected  by  Wall  Stre 
and  a  far  cry  from  the  8 
per  share  earned  in  la 
year's  first  quarter.  Dc 
Jones,  which  publishes  T 
Wall  Street  Journal,  blames 
larger-than-expected  drop 
financial  and  technology  2 
vertising.  Advertising  in  t 
WSJ  fell  32.1%  in  Februa 
and  is  expected  to  be  do^ 
25%  to  30%  for  the  first  qu 
ter.  The  company  plans  to  i 
spond  by  cutting  spendi 
and  jobs. 


ET  CETERA ... 

■  Royal  Dutch/Shell  Gro| 
bid  $2.2  billion  for  natural 
producer  Barrett  Resettled 

■  Carl   Icahn  supported! 
last-minute  $650  million 
for     TWA,     stymieing     A I 
Corps  plans  to  purchase 
airline. 

■  In  2001,  Citibank  plans | 
ctil    spending — by  $1   bil 
In  $2  billion. 
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Our  process  to  reduce  sulfur  in  gasoline 
helps  those  who  don't  even  drive. 


l& 


ulfur  is  a  naturally  occurring  element  in  gasoline 
ind  contributes  to  air  pollution.  But  until 
feccently,  the  methods  used  to  remove 
pulfur  from  gasoline  weren't  very  efficient.  So 
Thillips  is  developing  a  new  process  that 

amoves  more  than  90%  of  the  sulfur  in 
Ltandard  gasoline  without  significant  loss  of 


octane  or  volume.  Its  an  innovation  that  will 
help  us  reduce  harmful  emissions  from  cars, 
improve  air  quality  and  meet  proposed 
sulfur  regulations  for  years  to  come.  And 
it's  just  one  of  the  many  ways  we  live  up  to 
the  name  The  Performance  Company.  <m% 
PHILLIPS  PETROLEUM  COMPANY  (§6) 


>r  a  copy  of  our  annual  report,  call  918-661-3700,  write  to:  Phillips  Annual  Report,  D-41,  Adams  Bldg.,  Bartlesvillc,  OK  74004, 

or  visit  us  at  www.phillips66.com. 


Genesis®  Silver- B 


Performer®  with  Touch-N-Go™ 
gas  ignition  system 


Genesis®  Gold-C 


Eat  out  every  night. 
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www.weber.com.  Because  every  season  is  grilling  season. 
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(Washington  Outlook 


V  PAULA  DWYER 


WILL  THE  DEMOCRATS  KILL 
CAMPAIGN-FINANCE  REFORM? 


IB  the  Senate  prepares  to  spend  two  grueling  weeks  de- 
bating the  campaign-finance-reform  bill  of  GOP  Senator 
John  McCain,  the  good  news  for  reform  backers  is  that 
e  measure  now  has  60  votes.  That's  also  the  bad  news. 
Sixty  is  the  magic  number  needed  to  overcome  the  talka- 
ons  that  kept  the  bill  bottled  up  in  the  Senate  for  years, 
id  with  overwhelming  support  in  the  House,  those  60  votes 
e  enough  to  enact  a  ban  on  unlimited  donations  from  cor- 
■rate  fat  cats  and  labor  unions — so-called  soft  money. 
But  if  the  measure,  co-sponsored  by  Senator 
assell  D.  Feingold  (D-Wis.),  becomes  law, 
ndidates  could  no  longer  say  they  support 
nd-raising  limits  while  hitting  up  lobbyists 
d  Hollywood  moguls  for  big  bucks.  And 
at's  causing  heartburn  among  Democrats, 
10  have  been  sopping  up  soft  money.  In  Cam- 
ign  2000,  Dems  raised  $243  million,  about 
ad  even  with  the  OOP's  $244  million,  according 
the  Federal  Election  Commission. 
So  far,  Democratic  National  Committee 
lairman  Terry  McAuliffe  is  not  backing  down, 
ys  a  spokeswoman.  But  special  interests 
nging  from  the  AFL-cio  to  the  Alliance  for 
stice,  a  coalition  of  liberal  groups,  are  having 
:ond  thoughts.  The  result:  The  McCain-Fein- 
Id  consensus  is  fraying.  In  the  end,  the  bill 
aid  lose  some  of  those  60  votes  or  get  total- 
watered  down. 
Soft  money  is  supposed  to  be  spent  by  par-  ~ 
s  on  such  efforts  as  get-out-the-vote  drives  but  is  increas- 
jly  used  to  buy  TV  time  for  candidates.  So  some  Dems 
estion  the  wisdom  of  shutting  off  the  spigot  just  as  they're 
ely  to  take  control  of  Capitol  Hill  in  2002.  They  also  fret 
it  the  GOP  is  miles  ahead  in  the  race  for  hard  money — 
ecks  of  no  more  than  $2,000  per  election  that  can  be  spent 
'ectly  by  candidates.  Last  cycle,  Republicans  raised  $447 
llion  to  the  Democrats'  $270  million. 


McCONNELL:  Dream  victory! 


Plans  by  gop  Senators,  such  as  Chuck  Hagel  of  Nebraska, 
to  cap  soft  money  in  exchange  for  higher  hard-money  limits — 
which  haven't  been  adjusted  for  26  years — are  a  trap,  Dems 
say.  Indexing  the  $2,000  limit  to  inflation  would  bring  it  close 
to  $6,000,  a  move  backed  by  that  once-implacable  foe  of  re- 
form, Senator  Mitch  McConnell  (R-Ky).  No  wonder,  says 
one  Dem  campaign  consultant:  "If  we're  already  behind  in 
hard  money,  we'll  be  in  a  deeper  ditch"  if  the  limit  is  raised. 
But  an  even  bigger  problem  looms  for  the  bill's  attempt  to 
limit  issue  ads.  Many  campaign-finance  ex- 
perts predict  that,  once  soft  money  is  ver- 
boten,  funds  will  flow  to  special-interest 
groups  that  will  buy  ads  that  are  thinly  veiled 
campaign  spots.  So  the  McCain-Feingold  mea- 
sure bans  political  messages — those  mention- 
ing candidates  by  name — by  unions  and  cor- 
porations within  60  days  of  an  election.  That 
would  effectively  block  their  ads  after  Labor 
Day,  which  is  when  most  legislation  gets 
passed.  For  example,  notes  AFL-cio  lawyer 
Laurence  E.  Gold,  unions  couldn't  run  ads 
urging  specific  lawmakers  to  raise  the  mini- 
mum wage  during  election  season. 

President  Bush  says  he  wants  to  sign  a  cam- 
paign-finance measure  as  long  as  it  requires 
unions  to  get  members'  permission  to  spend 
dues  on  political  activities.  One  Democratic 
senator  says  such  a  provision  might  win  ap- 
proval as  long  as  corporations  get  shareholders' 
consent.  But  Labor  says  obtaining  permission  from  13  million 
people  would  be  a  nightmare  and  that  adding  that  provi- 
sion would  cause  it  to  urge  the  bill's  defeat.  Should  that 
happen,  a  handful  of  labor's  Senate  allies,  now  part  of  the 
McCain-Feingold  60,  would  almost  certainly  drop  off.  That 
could  give  McConnell  and  the  GOP  leadership  a  dream  victory: 
They  allow  campaign  finance  reform  to  come  to  a  vote — 


only  to  have  it  defeated  by  the  Democrats. 


CAPITAL  WRAPUP 


IUSH  BUDGET  WOES 


•Bush's  tax  and  spending  plan  for  fis- 
al  2002  is  already  running  into  road- 
locks  on  Capitol  Hill.  Pete  V. 
)omenici  (R-N.M.),  chairman  of  the 
ienate  Budget  Committee,  doesn't 
ave  the  votes  to  pass  a  Bush-based 
■udget  resolution  in  his  panel.  So  Re- 
■ublicans  may  take  the  unusual  step 
f  bringing  the  resolution  directly  to 
he  full  Senate  without  any  committee 
ecommendation.  Republican  leaders 
hink  they  may  have  more  luck  per- 
uading  Democrats  to  back  the  bud- 


get framework  on  the  Senate  floor. 
Meanwhile,  in  the  House,  Bush's 
$842  billion  reserve  fund  is  in  trouble. 
The  President  wanted  to  hold  back 
those  funds  for  things  like  future  de- 
fense spending  or  more  tax  cuts.  But 
more  than  $500  billion  would  come 
from  general-fund  money  that  is  now 
earmarked  for  Medicare.  That  won't 
fly  in  the  House,  where  403  members 
recently  voted  to  keep  those  dollars  in 
a  Medicare  "lockbox."  "Medicare  is  for 
Medicare  is  for  Medicare,"  says  House 
Budget  Committee  Chairman  Jim  Nus- 
sle  (R-Iowa). 


PRESCRIBING  A  BENEFIT 

►Senator  Edward  M.  Kennedy  CD- 
Mass.)  may  soon  introduce  a  compre- 
hensive prescription-drug-benefit  bill. 
Sources  say  it  offers  something  from 
both  the  Democratic  and  gop  plans  of 
last  year.  Like  the  White  House  pro- 
posal, benefits  are  relatively  generous, 
but  it  also  relies  more  on  the  private 
sector  to  deliver  the  benefits,  as  in  the 
gop  scheme.  Kennedy  is  trying  to  line 
up  sponsors  on  both  sides  of  the  aisle, 
believing  that  only  a  truly  bipartisan 
bill  stands  a  chance  of  passing. 
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JAPAN 


DARK  BEFORE  DAWN? 

The  banking  mess  may  force  Japan  to  get  its  house  in  order 


nri 

hi 


: 


It  looks  like  crisis  time  again  in 
Tokyo.  Industrial  production,  housing 
starts,  consumer  prices,  and  em- 
ployment all  collapsed  in  January. 
Fourth-quarter  economic  growth  is  ex- 
pected to  come  in  at  just  0.6%.  The 
U.  S.  slowdown  is  hitting  exports.  While 
the  Nikkei  has  rebounded  recently,  it 
remains  at  historic  lows.  Scariest  of  all, 
the  stock  portfolios  of  Japan's  indebted 
banks  are  getting  creamed. 

Add  it  all  up,  and  it's  easy  to  under- 
stand why  some  see  a  reprise  of  the 
1998  upheaval  that  wiped  out  major 
money-center  banks  and  brokerages, 
while  shoving  the  economy  into  its 
worst  recession  of  the  postwar  period. 
On  top  of  that,  the  Liberal  Democratic 
Party-led  government,  burdened  by  the 
unpopular  Prime  Minister  Yoshiro  Mori 
and  facing  a  tough  general  election  this 
summer,  seems  incapable  of  leading  the 
country  out  of  the  morass.  "They  aren't 
showing  any  vision  for  the  economy," 
laments  Yukio  Shohtoku,  managing  di- 
rector for  international  operations  of 
Matsushita  Electric  Industrial  Co. 
NEW  PHASE?  Japan's  back  is  against  the 
wall,  all  right.  But  there  is  good  news 
too.  The  financial  market  reforms  en- 
acted over  the  past  few  years  seem  to 
be  taking  hold,  a  process  that  probably 
can't  be  stopped.  The  current  upheaval 
is  part  of  that — and  may  ultimately 
force  banks  and  companies  to  mark  as- 
sets to  market,  zap  fake  collateral,  and 
sell  depreciated  assets  to  raise  cash. 
This  may  at  last  be  a  truly  new  phase 
in  Japan's  financial  evolution. 

Skeptics  say  they've  heard  it  all  be- 
fore, but  there  is  evidence  that  things 
have  really  changed.  For  one  thing,  the 
banks  are  far  stronger.  Since  the  crisis 
of  1998,  the  government  has  pumped 
$61  billion  into  big  lenders,  replenished 
the  deposit  insurance  fund,  and  sold 
large  and  small  lenders.  True,  banks  are 
taking  a  hit  on  their  stock  portfolios, 
and  are  expected  to  write  off  $10  billion 
in  debt  this  fiscal  year.  But  that's  a 
quarter  to  one-third  of  what  they  wrote 
off  in  1998,  says  Takashi  Kiuchi,  eco- 
nomic adviser  to  Shinsei  Bank  Ltd. 
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Moreover,  hard  as  it  may  be  to  be- 
?vc,  positive  forces  are  partly  respon- 
se for  shaving  2,000  points  off  the 
ikkei  last  April.  Yes,  fears  of  declining 
cports  in  the  event  of  a  U.S.  recession 
•e  hurting  stocks.  But  the  banks  are 
so  dumping  their  cross-share  hold- 
gs — the  stock  positions  they've  held 

their  clients'  companies  for  decades, 
oing  so  frees  up  capital  for  more  ra- 
inal  investments  and  makes  it  easier 
i  cut  off  deadbeats,  who  have  relied 

I  their  equity  linkups  with  the  banks 
get  their  loans  rolled  over. 

There  is  a  catch.  Banks  are  selling  in  a 
ish,  because  for  the  fiscal  year  ending 
ar.  31,  they  must  for  the  first  time 
ark  equity  holdings  to  market,  rather 
an  original  cost.  With  some  banks  sit- 
lg  on  big  stock  losses,  they  are  hurry- 
g  to  sell  before  they  lose  even  more. 
Ithough  less  harmful  to  big  banks'  cap- 
il  bases  than  in  1998,  these  losses  will 
imp  earnings  and  the  ability  to  provi- 
)n  against  bad  loans.  Worst  hit  will  be 
iuo  Mitsui  Trust  &  Banking  Co.  and 
»yo  Trust  &  Banking,  says  J.  Brian 
aterhouse,  an  hsbc  Securities  analyst. 
>me  small  banks  might  even  go  under. 
Although  in  theory  the  banks  need 
•t  report  portfolio  losses  publicly  until 
ey  close  their  half-year  books  in  Sep- 
mber,  the  Bank  of  Japan  is  clearly 
jrried  that  fears  of  a  banking  crisis 

II  further  spook  investors.  That's  why 
cut  the  overnight  call  rate  by  10  basis 
ints  on  Feb.  28,  to  0.15%,  and  the  of- 
ial  discount  rate  by  the  same  amount 
0.25%.  Cheaper  money  makes  it  eas- 
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ier  for  investors  to  borrow  to  buy  stock. 
The  central  bank  also  says  it  will  offer 
generous  loans  to  banks  in  trouble. 

Is  this  shaping  up  to  be  the  kind  of 
pain-free  bailout  the  Japanese  excel  at? 
Not  if  boj  Governor  Masaru  Hayami 
can  help  it.  He  is  unlikely  to  do  more 
for  the  banks  unless  they  get  serious 
about  cleaning  up  their  act.  Ditto  for 
Japan's  financial  watchdog,  the  Financial 
Services  Agency,  headed  by  Hakuo 
Yanagisawa.  He  is  pressing  money-cen- 
ter lenders  to  get  dud  loans  off  the 
books  by  2003.  So  far,  most  have  simply 
set  up  additional  reserves  against  bad 
debt.  That  means  the  loans  linger  in 
some  form  on  banks'  books,  and  bor- 
rowers aren't  cut  off  from  fresh  credit. 
In  contrast  to  these  half  measures, 
Yanagisawa  wants  banks  to  write  the 
loans  off  completely,  seize  collateral,  sell 
it  for  what  it  will  fetch,  take  a  big  earn- 
ings hit,  and  clear  the  books,  hsbc's  Wa- 
terhouse  reckons  the  government's  Res- 
olution Collection  Corp.,  which  has 
focused  on  buying  bad  loans  from  small 
banks,  could  be  employed  to  take  on 
dud  loans  from  bigger  banks  too. 
That  would  be  handy  politically  be- 
cause the  boj,  not  taxpayers, 
would  fund  the  write-off. 

Such    harsh    medicine    has 
grave  implications  for  Japan's 
overextended   corporations. 
Once  officially  declared  in 
default  of  their  old  loans, 
companies  will  have  to  re- 
structure their  way  to  prof- 
itability to  qualify  for  new  credit. 
Although  new  accounting  laws  that 
take  effect  in  April  will  make  it  easier 
for  companies  to  cut  loose  struggling 
units,  some  won't.  And  the  downsizing 
required,  particularly  in  crowded  indus- 
tries like  construction,  retailing,  ship- 
building, and  autos,  would  drive  up 
Japan's  record  4.9%  jobless  rate  to  6% 


or  7%.  It  would  also  accelerate  a  record 
run  of  bankruptcies,  as  well  as  depress 
stock  and  land  prices  in  the  short  term. 

The  question  is  whether  Yanagisawa 
and  Hayami  will  prevail.  The  boj  is  un- 
der pressure  to  underwrite  another 
spending  package.  Should  Mori's  Cabinet 
quit  in  coming  weeks,  Yanagisawa  could 
be  replaced  with  someone  more  pliable. 
Still,  even  LDP  conservatives  see  the 
wisdom  of  forcing  banks  to  take 
stronger  action.  That's  because  unless 
they  start  lending  to  fast-growth  sec- 
tors, a  recovery  is  out  of  the  question. 
MARKET  REBOUND.  Yanagisawa  hopes  to 
win  government  approval  this  month  for 
his  plan  to  purge  the  system  of  bad  debt 
by  2003.  He  has  hinted  that  regulators 
will  tolerate  losses,  so  long  as  banks  get 
serious  about  retiring  bad  debt.  Yanagi- 
sawa thinks  his  approach  won't  cost  tax- 
payers any  more  money.  Others  aren't  so 
sure,  ing  Barings  bank  analyst  James 
Fiorillo  believes  $85  billion  more  of  tax- 
payers' money  will  be  needed  to  cover 
earnings  losses  as  banks  take  the  plunge. 

All  in  all,  it  will  take  years  to  com- 
plete the  needed  workout  for  Japan's 
bloated  industries  and  lenders.  But  until 
the  banks'  balance  sheets  are  fixed  for 
good,  "the  whole  economy  will  suffer," 
says  Masayoshi  Son,  president  of  Soft- 
bank Corp.,  which  owns  48.8%  of  Aozo- 
ra  Bank,  the  former  Nippon  Credit. 

Goldman,  Sachs  &  Co.  economist 
Kathy  Matsui  notes  that  once  a  serious 
workout  began  in  the  U.  S.  savings  and 
loan  crisis  in  1989,  a  market  rebound 
drove  share  prices  up  50%  over  the  next 
five  years.  For  Japan,  only  a  hopeless 
optimist  would  predict  such  a  trajectory. 
But  sometime  in  the  next  few  months, 
the  government  and  the  banks  have  a 
chance  to  map  the  road  to  recovery. 
Japan  simply  has  no  other  choice. 

By  Brian  Bremner  and  Ken  Belson 
in  Tokyo 


face  corporations  are  officially  declared  in  default,  they 
-111  have  to  restructure  their  way  to  profitability 
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GOLDEN  MOMENT 
OR  SUCKERS  RALLY? 

Asian  markets  rebound  sharply,  but  economies  are  still  ailing 


It's  the  yin  and  yang  of  markets.  Last 
year,  Asian  economies  were  in  their 
best  shape  since  the  1997  crisis,  but 
stocks  were  in  the  deep  freeze.  Today, 
the  U.S.  slowdown  is  chilling  growth. 
Yet  with  the  notable  exceptions  of 
Japan  and  Hong  Kong,  Asian  markets 
are  among  the  world's  few  gainers.  Is 
this  a  sucker's  rally,  or  are  happy  days 
here  again? 

In  part,  Asian  stocks  are  up  because 
shares  got  so  cheap.  That  doesn't  mean 
they  won't  fall  further.  Yet,  there  are 
real  bargains.  For  instance,  good  Thai 
companies,  such  as  tuna  canner  Thai 
Union  Frozen  Products  and  National 
Petrochemicals  Corp.,  sell  at 
two  to  five  times  earnings. 

Besides,  it  wasn't  just  the 
Nasdaq  plunge  that  hurt 
Asian  stocks.  Each  country 
has  big  internal  problems.  But 
some  markets  are  reviving  as 
crises  ease.  In  Thailand  and 
the  Philippines,  politics  fueled 
the  rise.  The  Jan.  7  election 
of  billionaire  Thaksin  Shi- 
nawatra  as  Thai  Prime  Minis- 
ter boosted  the  Stock  Ex- 
change of  Thailand  Index  23% 
by  the  end  of  February.  (It 
has  since  shed  about  half  of 
that.)  Thaksin  promised  a  debt 
cleanup  and  government  stim- 
ulus for  a  slowing  economy. 


David  Kadarauch,  managing  director  of 
abn  Amro  Asia  Securities  in  Bangkok, 
says  that  gave  people  "a  mental  up- 
lift." It's  a  stock-picker's  market.  Kada- 
rauch likes  Pepsi  bottler  Sermsuk  PLC, 
which  trades  at  four  times  estimated 
2001  earnings. 

Filipino  investors  celebrated  the  Jan. 
20  ouster  of  President  Joseph  Estrada 
by  driving  the  Composite  Index  up  18% 
the  day  after  the  new  administration 
took  office.  As  of  Mar.  7  it  was  up  8%, 
vs.  last  year's  fall  of  more  than  30%. 
Foreign  investors  are  waiting  to  see  if 
President  Gloria  Macapagal  Arroyo  can 
make  her  anticorruption  policies  stick. 


BACK  FROM         Asia,  minus  Japan,  is  a  rare  bright 
THE  DEAD  SP°^  on  ^ne  wor^  equities  scene 


RISING  TIDE 

High  tech 
drives  Taiwan's 
comeback 


MARKET 


KOREA 


PHILIPPINES 

CHINA 

(Shanghai  B) 

THAILAND 
TAIWAN 


YTO  RISE* 

12.7% 
8.0% 
32.9% 
13.8% 
26.8% 


REASON 

Dynamic,  cheap  tech  sector 
lures  toreign  investors 

New,  cleaner  government 
renews  contidence 

Foreigners'  B  Shares  opened  to 
local  stock  buyers 

Prime  Minister  Thaksin's  win 
renews  market  confidence 

Investors  are  anticipating  a 
tech  rebound 


As  of  Mar.  7  Data:  BusinessWeek,  Bloomberg,  and  exchanges 


Some  fund 
agers  are  even  eyi 
ing  Indonesia,  whei 
the  stocks  of  comp; 
nies  such  as  retaik 
PT  Ramayana,  aui 
maker  PT  Astra  International,  and  foe 
group  pt  Indofoods  are  very  chea 
though  their  businesses  are  thriving. 
One  big  factor  driving  Asian  ma 
kets — especially  South  Korea  and  Te 
wan — is  anticipation  of  a  tech-sector  r 
covery.  Once  Taiwan's  President  Ch< 
Shui-bian  and  opposition  legislators  r 
solved  a  fight  over  closing  a  nucle; 
power  plant,  investors  flocked  to  T 
wan's  tech  sector,  which  is  benefitir 
from  U.S.  contracts.  The  Taiwa 
weighted  index  was  up  26.8%  as  of  M^ 
7,  after  falling  56%  from  April  to  D| 
cember,  2000.  Top  computer  maker 
tac  International  Corp.'s  share  price  hi 
rocketed  50%.  On  Feb.  25,  Dell  Coif 
puter  Corp.  gave  laptop  maker  Quar 
Computer  Inc.  a  big  order;  its  shal 
price  is  up  12.8%  since.  Chip  designl 
Via  Technologies  Inc.'s  sales  more  thl 
doubled  year-on-year  through  Januaij 
and  its  stock  is  up  75%  this  year. 
OLD  NEWS?  The  most  important  mark 
to  stage  a  rally  is  South  Korea.  ForeiJ 
investors  poured  $2.5  billion  into  Korej 
stocks  in  January  and  February,  drivii 
the  benchmark  Kospi  index  up  12.7J 
and  the  tech-heavy  Kosdaq  index  43.31 
Last  year,  global  investors  drove  tl 
Kosdaq  down  79%  and  the  Kospi  51  j 
Internet  telephony  company  Seroil 
Technology  Inc.  is  up  246%  as  of  Mar.| 
while  loss-making  online  mall  Interpa 
Corp.  has  risen  261%. 

Korea's  good  news  may  already 
old  news.  "The  short-term  rally  is  mc 
or  less  completed,"  says  Cho  Min  Ked 
senior  investment  manager  at  Frank! 
Templeton  Investment  Trust  Co.  E{ 
nomic  growth  is  slowing,  along  with 
mand    for    Korean    produd 
from  the  U.S.  But  the  govej 
ment  is  trying  to  mitigate 
impact  by  cutting  rates 
taking  other  measures. 

With  interest  rates  fallij 
across  Asia,  the  whole  re§ 
could  rebound  in  12  montl 
says  Manu  Bhaskaran,  manJ 
ing  director  of  so  Reseai 
(Singapore)  Pte.  Ltd.  "Thisj 
one  of  those  perfect  momej 
that  don't  come  along  very  [ 
ten."  Asia's  investors,  thoul 
know  better  than  to  celebrj 
too  soon. 

By   Mark   L.    Clifford 
Hong  Kong,  with  Moon  I  hi  ill 
in  Seoul,  and  bureau  rr/iori 
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Shopping  on  Madison  Avenue, 
ickets  to  a  Broadway  show. 

And  a  hot  dog  in  the  park.  |   Define  luxury  for  yourself. 


-1-r- 1-4-1-- 

mH-f 


l  LS  I  Your  definition  of  luxury  is  your  own.  So,  experience  the  combination  of 
.9  litre  32-valve  V8  with  near  50/50  weight  distribution.  And  see  how  much  fun 
iding  potholes  can  be.  For  more  information  or  to  schedule  a  test  drive,  visit 
olnvehicles.com  or  call  800-688-8898. 


LINCOLN 

AMERICAN        LUXURY 


International  Business 


EUROPE 


TO  THE 
BARRICADES 

Shareholder  activism  comes 
of  age  on  the  Continent 

Wolfgang  Vogler  wasn't  exactly 
the  only  novice  investor  to  get 
a  black  eye  when  shares  of 
Munich  media  company  em.tv 
&  Merchandising  plunged  late  last  year. 
The  41-year-old  aluminum  company  ex- 
ecutive lost  $3,800,  scuttling  plans  to 
take  his  four  kids  on  a  vacation.  But 
rather  than  meekly  accept  his  fate, 
Vogler  did  something  daring  by  Euro- 
pean standards:  He  called  a 
lawyer,  who  on  behalf  of  450 
em.tv  shareholders  demanded 
on  Mar.  6  that  ceo  Thomas 
Haffa  pay  $12  million  in  dam- 
ages. Under  German  law,  that's 
the  first  step  toward  a  lawsuit 
charging  Haffa — who  denies 
wrongdoing — with  deliberately 
misleading  investors  about  the 
health  of  the  company. 

Are  European  punters  finally 
getting  tired  of  getting  kicked 
around  by  arrogant  managers? 
The  signs  are  promising.  Across 
Europe,  shareholders  are  going 
to  court,  uniting  to  oppose  com- 
pany policies,  and  occasionally 
even  forcing  change.  On  Mar. 
2,  for  example,  the  supervisory 
board  of  steel  and  auto  parts 
giant  ThyssenKrupp  approved 
a  management  shakeup  just 
minutes  before  the  start  of  the 


companies.  Individual  shareholders, 
stung  by  steep  price  drops,  are  begin- 
ning to  discover  they  have  rights — and 
are  taking  action.  "No  company  is  im- 
mune," says  Sophie  L'Helias,  a  French- 
American  lawyer  based  in  Washington, 
who  has  advised  minority  shareholders 
in  protests  targeting  such  companies 
as  Eurotunnel  and  investment  bank 
Lazard  Freres.  Granted,  the  number  of 
shareholder  lawsuits  is  still  small.  But 
it's  up  from  practically  zero  a  year  or 
two  ago. 

Professional  fund  managers  are  also 
stepping  up  the  pressure.  Traditionally 
reserved  in  relations  with  management, 
European  fund  managers  lately  seem 
to  be  taking  lessons  from  their  assertive 
U.S.  counterparts.  In  Britain,  funds 
helped  push  Abbey  National  PLC  to 
break  off  takeover  talks  on  Feb.  28  with 
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NOT  TAKING  IT  ANYMORE 

How  European  shareholders  are 
strong-arming  management 


Bank  of  Scotland.  The  fund  manage 
would  rather  see  Abbey  taken  over  b; 
Lloyds  Bank  plc.  In  Italy,  institutioi 
investors  are  mobilizing  ordinary  share] 
holders  to  block  plans  by  Telecom  Itali 
ceo  Roberto  Colaninno  to  convert  nonj 
voting  shares  to  voting  shares.  Holde: 
of  nonvoting  shares  are  balking  at  pay 
ing  a  48%  premium. 

It's  still  an  uphill  battle  for  thes 
new  activists,  especially  when  it  come 
to  suing  companies  over  shareholde: 
rights.  In  Germany  and  France,  plain 
tiffs  in  shareholder  suits  can't  force 
company  to  hand  over  documents.  Gerj 
many  doesn't  allow  class  actions,  whic 
makes  it  tougher  for  ordinary  shan 
holders  to  pool  their  resources  and  tak 
on  a  rich  corporation.  And  the  burdei 
of  proof  is  so  high  in  cases  accusin 
managers  of  giving  out  false  informatioi 
that  lawsuits  have  little  chanol 
of  success  unless  the  manage 
involved  is  first  convicted  o 
criminal  charges. 
"TOPPLED."  Yet  the  shareholdei 
rights  movement  is  getting  ai 
other  push  from  U.S.  arbitrag) 
specialists,  who  have  been  a 
tracted  to  dealing  in  Europe  b 
a  surge  in  mergers  and  acquis 
tions.  One  is  New  York's  Guy 
Wyser-Pratte,  who  buys  stak 
in  companies  he  considers  badl, 
managed  and  then  tries  to  fore 
a  turnaround.  Last  year,  Wysei 
Pratte  rallied  minority  shart 
holders  in  Groupe  Andre, 
French  retailer,  to  oust  the  con 
pany's  top  management  and  ir 
stall  a  new  team.  "It  was  th 
first  time  in  France  that  you  ha 
a  board  toppled  by  outsiders 
says  shareholder  activist  L'H( 
lias.    "People    were    stunned 


company's  annual  meeting  in      Wyser-Pratte  is  eying  German 


Duisburg.  The  timing  was  no 
accident:  The  company  faced 
more  than  5,000  shareholders 
angry  about  top-level  infight- 
ing at  the  company,  which  has 
struggled  to  boost  results  since 


^1 


FILING  LAWSUITS  Legal  action  planned  or 
-p^  filed  against  EM.TV  and  Deutsche  Telekom 
in  Germany  and  Schneider  Electric  in  France 

,jik>  SPEAKING  OUT  Organized,  public  criticism 

J^k      from  shareholders  helped  force  management 

a  troubled  merger  two  years      shakeup  at  Germany's  ThyssenKrupp  Americans,  need  the  superior  n 

ago.  "People  used  to  just  take     * "^  jOIN|NG  FORCES Tn"  ^arbitrageur  Guy  turns  stocks  can  Provide  l°  SUI 

it,"  says  Klaus  Rotter,  a  lawyer      WySer.pratte  rallied  minority  shareholders  in  French  Ple™ent  ^  "nea«er.  resuJtsfH 

1  .,      -  .     .  .  ..  bonds  and  state  pensions.  In  til 

retailer  Groupe  Andre,  ousting  top  management ,ong  ^  EuropHean  sharehol( 


and  has  already  bought  a  stak 
in  Rheinmetall,  an  engineerin 
and  defense  company. 

Pure  economics  should  fore 
the  shareholder-rights  movemei 
to  keep  growing.  Europeans,  lib 


based  near  Munich  who  is  rep- 
resenting em.tv  shareholders. 


"Now  they're  refusing  to  be 
ripped  off." 

MANY  FLAWS.  In  the  U.S., 
shareholder  activism  has  been 
around  for  decades.  But  in  Eu- 
rope, mass  stock  ownership  is  a 
new  phenomenon.  Now,  the 
choppy  stock  markets  are  ex- 
posing the  flaws  of  the  weakest 


^to  THREATENING  TO  SELL  Opposition  from 
^3S^  fund  managers  helped  scuttle  plans  by 
Britain's  Abbey  National  to  buy  Bank  of  Scotland 

%  STILL  MORE  PATIENT  THAN  AMERICANS 
CEOs  like  DaimlerChrysler's  Jurgen  Schrempp 
granted  time  to  straighten  out  their  mistakes 

Data:  BusinessWeek 


ers  cannot  afford  to  give  up 
their  activism.  The  region] 
shareholders  have  gotten  a  tas^ 
of  their  own  potential  powe 
Chances  are  they'll  only  war 
more 

By  Jack  Ewing  in  Frankfut 
with  Carol  Matlack  in  Par, 
and  bureau  reports 
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Policyholder  since  1 Q84 


National 


^hau-m.nollneJNat.onal   Wuition  or  Imvstors  Corporation,  Tom  OHnUiU  holding  onto  a  winner  for  Ae  long 
'  '  U\  ^ '  ■  k'  n0t  °nK  ,ws  AFL  V'  k-  *kl  »  *I«ivUler  in  the  company.  AFLAC  is  the  most  popular  supplemental  insurance 
*  "-oriel.  I-or  more  than  4(1  million  people  worldwide,  AFLAC  actually  pays  cash  Erectly  for         A  T?T A/^1 
U  lilce  Ul  ray,  experimental  Lrealment  and  other  expenses.  So  call  800-99-AFLAC  or  visit  aITLjJL^ 

.com.  And  you'll  find  oul  ihdt  once  you're  nn  AFLAC  policyholder,  you  won't  w -'  '     '   '    ■         W,THOUT  ,T-  NO  insurance 


WITHOUT  IT,  NO  INSURANCE 
"•  IS  COMPLETE. 
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COMMENTARY 


By  Kerry  Capell 

HOW  MAD  COWS  THREATEN  EUROPEAN  UNITY 


The  carnage  is  mounting  fast  in 
Europe.  Thousands  of  cattle, 
pigs,  and  sheep  slaughtered  and 
burned  to  contain  the  spread  of  mad 
cow  and  foot-and-mouth  disease. 
Farmers  ruined.  Public  fear  border- 
ing on  hysteria.  But  there's  another 
kind  of  damage  affecting  Europe's 
body  politic — not  quite  as  visible, 
certainly,  as  the  funeral  pyres  of  ani- 
mal carcasses  popping  up  across  Eu- 
rope, but  harmful  nonetheless.  It's 
the  subtle  destruction  done  to  Eu- 
rope's idealistic  insistence  that  it  can 
solve  its  common  problems  together. 
Crafting  a  common  policy  in  times 
of  crisis  is  just  the  sort  of  thing  the 
European  Union  was  set  up  to  do. 
But  the  double  whammy  of  mad  cow 
and  foot-and-mouth  is  actually  rein- 
forcing old  national  divisions  and 
breeding  mistrust.  Granted,  the  only 
way  to  stop  these  diseases  is  to  seal 
off  borders  to  the  movement  of  live- 
stock. But  it's  the  way  that  countries 
are  protecting  themselves,  and  the 
rhetoric  they  are  using,  that  reveals 
how  fragile  the  idea  of  union  is.  "Nev- 
er before  have  Europeans  been  more 
dependent  upon  one  another,"  says 
Dominique  Moisi,  deputy  director  of 
France's  Institute  of  International  Re- 
lations. "And  never  before  have  we 
distrusted  one  another  more." 


Consider  what's  happening 
between  Britain  and  France. 
French  Agriculture  Minister 
Jean  Glavany  calls  foot-and- 
mouth  "this  evil  imported  to 
us  from  Great  Britain,"  even 
though  the  disease  has  yet  to 
cross  the  English  Channel. 
Meanwhile,  this  Continental 
revulsion  is  giving  fresh  am- 
munition to  British  Euroskeptics, 
who  don't  want  Britain  to  join  the 
monetary  union  and  generally  dis- 
trust the  EU  bureaucrats  in  Brussels. 
The  Euroskeptics  point  out  that 
thousands  of  British  slaughterhouses 
have  had  to  close  because  they  could 
not  meet  stringent  EU  health  re- 
quirements. That  Brussels  edict,  in 
turn,  helped  spread  both  diseases  by 
obliging  farmers  to  truck  animals 
cross-country  to  the  few  slaughter- 
houses still  operating. 
BUDGET  BUSTERS.  So  you  see,  it's  all 
Europe's  fault.  This  Euronoia  is  be- 
ing milked  to  the  max  in  the  runup 
to  the  British  general  election.  Con- 
servative Party  leader  William 
Hague  recently  blasted  Britain  under 
Prime  Minister  Tony  Blair  as  a  "for- 
eign land"  that  had  surrendered  con- 
trol of  British  farming  to  Brussels. 

Meanwhile,  the  hysteria  is  spread- 
ing. Poland,  Lithuania,  Bulgaria,  and 


Slovenia — which  all 
want  to  join  the  EU — 
have  banned  livestock 
imports  from  the  EU 
even  though  there's 
no  evidence  foot-and- 
mouth  has  infected 
any  Continental 
herds. 

The  animal  plagues 
may  also  bankrupt 
European  agricultural 
policy,  the  lavish  sub- 
sidies of  which  have 
been  an  invisible  but 
vital  glue  to  European 
unity.  The  budget  of 
the  eu's  Common 
Agricultural  Policy  is 
already  on  the  brink 
of  collapse  due  to  the 
compensation  doled 
out  to  farmers  and 
producers  hit  by  mad 
cow  disease.  Now  the 
EU  promises  to  cover 
half  the  costs  of  eradi- 

burn  in  France  as  £?*  f^a"d;™"th; 

This  will  be  difficult  if 


PRECAUTION 

Sheep  carcasses 


fears  mount  over 

foot-and-mouth 

disease 


the  disease  is  limited 
to  Britain  but  nearly 
impossible  if  it  reach- 
es the  Continent. 
PRICE  DROP.  Funding 
these  fresh  payouts  could  become  a 
hugely  contentious  issue:  Germany  is 
using  the  current  crisis  to  call  for  re- 
form of  agricultural  subsidies.  Yet 
France,  Germany's  long  ally  in  sup- 
porting agricultural  policy,  has  no  in- 
tention of  calling  for  reform. 

Other  signs  of  dissension  are  show- 
ing up.  The  Netherlands  is  threaten- 
ing legal  action  against  the  European 
Union  for  requiring  member  govern- 
ments to  bankroll  the  slaughter  of 
healthy  older  cattle  as  a  prop  for  beef 
prices,  which  have  collapsed  because 
of  consumer  fears  of  mad  cow  disease. 
The  Netherlands,  Germany,  and  Den- 
mark resent  the  heavy  hand  of  the 
French,  who  are  pushing  the  plan.  It's 
all  quite  a  fracas — and  the  kind  of  dis- 
union that  makes  a  tighter  European 
Union  harder  to  achieve. 


Capell  covers  European  business 
from  London. 
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Sun  Cobalt 
Server  Appliances 

n 

ready 

The  Sun 
Cobalt"  server 

Out  of  the  box,  it's 
ready  for  virtual  or 
dedicated  hosting, 
email  and  other 
revenue-driving 
applications. 

appliance. 
Plug  it  in. 

The  first  1RU  server 
appliance  to  offer 
four  front-removable 
RAID  harddisk  drives 

Turn  it  on. 
And  start 

Offers  RAID  levels 
0,  1  and  5  for  maxi- 
mum reliability  and 
flexibility. 

making  bread. 

Tough  casing  is 
impervious  to  toast 
crumbs  and  jelly. 

As  a  service  provider,  you've  got  to 
deliver  new  services  ahead  of  mar- 
ket demands,  or  you're  toast.  So 
we  designed  the  new  Sun  Cobalt" 
RaQ  XTR  server  appliance  to  bring 
you  high  performance  combined  with 
turnkey  deployment.  The  RaQ  XTR's 
integrated  software  and  easy-to-use 
web  interface  mean  you  won't  have 
to  dedicate  IT  staff  to  manage  it.  In 
fact,  customers  can  easily  configure 
and  manage  it  themselves.  And  the 
low  price  and  compact,  stackable 
design  mean  you  can  efficiently  and 
cost-effectively  add  more  RaQ  units 
in  just  minutes.  (No,  really.  Minutes.) 

So,  what  are  you  waiting  for?  Plug  in 
a  RaQ  XTR,  and  start  hosting  content- 
rich,  interactive  web  sites  right  out 
of  the  box.  And  the  next  thing  you 
know  —  DING!  —  profits  are  up. 

sun.com/cobalt 


take  it  to  the  n" 


microsystems 


I 


PIT 


How  can  you  tell  when  Omron  products  are  hard  at  work?  When  you're  not.  A  global  technology 
leader,  Omron  designs  and  manufactures  innovative  solutions  to  make  your  life  easier, 
more  productive,  and  more  comfortable.  From  industrial  automation  to  electronic  components. 
From  healthcare  devices  to  fare  management  systems.  We  make  it  all  work  for  you. 
Omron.  The  human  side  of  technology,  www.omron.com 
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N  RURAL  CHINA, 

!ABY  STEPS  TOWARD  DEMOCRACY 


When  more  than  500  inhabitants  of  the  farming  commu- 
nity of  Houshicun,  in  northeastern  China's  Jilin 
province,  gathered  to  elect  their  village  chief  in  late 
^bruary,  they  rejected  the  Communist  candidate — the  local 
irty  boss.  Instead,  in  a  surprising  move,  villagers  cast  their 
iper  ballots  for  46-year-old  Gao  Zhili,  a  farmer  who  does  not 
;long  to  the  Communist  Party.  "I  will  do  everything  to  re- 
ice  the  burdens  of  the  farmers,"  Gao  declared. 
The  Houshicun  election  is  just  one  example  of  the  grass- 
ots  democracy  beginning  to  take  hold  in  China.  The  Com- 
unist  Party  has  allowed  China's  900  million 
ral  residents  to  directly  elect  their  village 
iefs  for  more  than  a  decade.  But  other, 
e;her  levels  of  government  are  pushing  the 
periment  further,  without  Beijing's  ap- 
oval.  Scores  of  townships  in  the  provinces 
Sichuan,  Guangdong,  and  Shanxi  have 
■Id  elections  for  township  chiefs,  who  are 
ually  chosen  by  party  representatives, 
eanwhile,  democracy  is  coming  to  China's 
aor  movement,  as  Beijing  begins  to  allow 
jrkers  to  elect  local  representatives  to  the 
5cially  sanctioned  trade  union  for  the  first 
ne.  And  cities  such  as  Shenzhen  and  Qing- 
o  are  now  choosing  government  officials 
>er  openly  recruiting  several  skilled  candi- 
:  tes  for  each  job — a  shift  from  the  tradition  _ 
picking  officials  based  on  their  Communist  pedigree.  "Only 
th  an  open  system  can  we  strangle  corruption,"  says  Ma 
nchuan,  an  official  in  the  Shenzhen  municipal  government. 
IND  EYE.  Such  grassroots  ferment  contrasts  sharply  with 
e  picture  in  Beijing,  where  some  3,000  members  of  the 
itional  People's  Congress  gathered  on  Mar.  5  for  their  an- 
al 10-day  session,  mainly  to  rubber-stamp  Politburo  deci- 
>ns.  But  even  leaders  like  Premier  Zhu  Rongji  seem  more 
lling  to  accept  limited  experiments  in  democracy.  "We  need 
press  ahead  with  reform  of  the  political  system,  implement 


HOUSHICUN: 


democratic  elections,  decision-making,  management,  and  su- 
pervision," he  told  delegates  on  the  Congress'  opening  day. 
Is  there  a  chance  Zhu  and  President  Jiang  Zemin  would 
contemplate  sweeping  political  reform?  Don't  hold  your 
breath.  They're  not  going  to  try  anything  that  could  lead  to  a 
challenge  to  the  Communist  Party.  But  some  analysts  think 
they  will  gradually  allow  more  elections  in  townships,  and  per- 
haps on  the  county  and  city  level  later.  Beijing  has  turned  a 
blind  eye  to  township  elections  held  so  far,  even  though  they 
are  not  sanctioned  by  law.  In  Chinese  reforms,  there  is  a  "his- 
tory of  local  initiatives  being  given  the  green 
light  as  experiments,  then  eventually  en- 
dorsed on  a  national  level,"  says  one  Western 
diplomat,  citing  the  examples  of  agricultural 
land  reform  and  village  elections. 

As  China  moves  ahead  with  painful  eco- 
nomic reforms,  Beijing  may  have  little  choice 
but  to  allow  citizens  more  freedom  to  voice 
their  concerns.  Faced  with  growing  worker 
unrest,  officials  in  the  Labor  Ministry  and  in 
China's  official  union,  the  All  China  Federa- 
tion of  Trade  Unions,  are  considering 
whether  the  right  to  strike  should  be  legal- 
ized. And  the  government-sanctioned  China 
Consumers'  Assn.  is  stepping  up  its  activity. 
Voting  out  the  party  After  travelers  complained  about  high  train 
fares  recently,  the  association  won  a  promise 


from  the  Ministry  of  Railways  to  hold  hearings  before  further 
price  increases.  "The  adoption  of  public  hearings  is  an  im- 
portant step  towards  Chinese  democracy,"  says  Wang  Qianhu, 
the  association's  director  of  investment  and  legal  affairs. 

Consumer  activism  and  local  elections  may  seem  like  tiny 
steps.  But  in  China's  rigid  system,  they  could  represent  the 
start  of  risky  change.  If  China  expands  its  democratic  ex- 
periments, even  slowly,  Beijing  will  have  to  face  more  sur- 
prises like  the  Communist  defeat  in  Houshicun. 

By  Dexter  Roberts  in  Houshicun 


GLOBAL  WRAPUP 


IYUNDAI  ELECTRONICS'  CRUNCH 


-  Plunging  computer-chip  prices  are 
iattering  South  Korea's  Hyundai  Elec- 
ronics  Industries  Co.,  the  world's  sec- 
nd-largest  maker  of  memory  chips.  In 
he  latest  sign  of  the  company's  finan- 
ial  difficulties,  its  American  sub- 
idiary,  Eugene  (Ore.)-based  Hyundai 
Semiconductor  America,  was  unable  to 
leet  a  $57  million  repayment  on  a 
roject  finance  loan  in  early  March. 
Tie  Seoul  headquarters  of  Hyundai 
electronics  has  informed  creditors,  led 
y  Chase  Manhattan  Bank,  that  it  will 


repay  the  loan  soon  on  behalf  of  the 
U.  S.  unit. 

The  payment  default  comes  on  the 
heels  of  a  decision  by  state-run  Korea 
Development  Bank  to  roll  over  $2.3 
billion  in  Hyundai  Electronics  bonds 
due  this  year.  But  the  government- 
arranged  relief  program  covers  only 
about  half  of  the  $4.5  billion  in  inter- 
est-bearing debt  owed  by  the  company 
this  year.  To  make  up  part  of  the  dif- 
ference, Hyundai  Electronics  plans  to 
slash  25%  of  its  workforce  and  raise 
$1.6  billion  through  asset  sales  and 
fresh  borrowing.  However,  the  compa- 


ny still  needs  to  generate  at  least  $600 
million  in  additional  cash. 

Analysts  say  Hyundai  Electronics  is 
unlikely  to  avoid  a  liquidity  crunch  un- 
less semiconductor  prices  turn  around 
quickly.  Prices  for  dynamic  random-ac- 
cess memory  chips  have  plunged  near- 
ly 80%  since  mid-2000,  largely  because 
of  slowing  demand  for  personal  com- 
puters in  the  U.  S.  Hyundai  Electron- 
ics, the  most  valuable  asset  of  the 
Hyundai  Group  after  the  spin-off  of  its 
auto  and  shipbuilding  units,  posted  a 
record  loss  of  $1.9  billion  last  year. 

By  Moon  Ihlwan  in  Seoul 
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EVERY  BUSINESS  PLAN 


HAS  A  FEW  WRINKLES.  OR  SO  THEY  SAY. 


( '.mi  s ii /ling  Services 

Financial  Planning 

Performance  Management 

Technology  Services 

International  Services 

information  Integrity 

Assurance  Set  vim 


Nothing  in  life  is  guaranteed.  Even  less  is  guaranteed  in  business. 
But  when  you  work  with  CPAs,  you  understand  the  implications 
of  every  step  you  make.  You  know  the  alternatives.  You're  ready 
for  anything  that  comes  up  along  the  way.  There  may  be  wrinkles, 
but  you'd  never  even  know  it  in  the  end. 
The  ('PA.  Never  underestimate  the  value.™ 
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Mighty  Mini-Dots 
Do  It  Right 

WEB  SMART 

Siemens' 

ShareNet 

_J  Pays  Off 
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tow  EPO.com's  dream 
r  online  stock  offering! 
ime  to  grief 


EPO  founder 
91a  Lauritzson 


The  wisdom  of  experience. 

The  energy  of  youth. 

Limitless  potential. 

covisint 

J 

Covisint,  combining  the  heritage 
of  the  automotive  industry  and  the 
promise  of  Internet  technology  to 
open  a  new  window  of  possibility. 
Covisint  is  a  global  automotive 
business-to-business  exchange 
developed  by  DaimlerChrysler, 
Ford  Motor  Company,  General  Motors, 
Nissan,  Renault,  Commerce  One 
and  Oracle. 

Here,  connection  increases  organization. 

Collaboration  transcends  geography. 

Speed  breeds  efficiency.                                               ^ 

Knowledge  is  exchanged  securely. 

This  time,  everyone  gets  to  grow. 

^B^^ 

covisint.com 
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Back  in  1998,  it  seemed  brilliant:  With 
investors  panting  for  Web  stock  tips, 
what  could  be  a  better  name  for  a 
site  than  lnternetStocks.com? 

At  least  that's  what  investment  bank 
Robertson  Stephens  Inc.  thought.  Last 
month,  the  firm  shuttered  the  site  and 
moved  its  Web  research  to  Robertson- 
Stephens.com.  Meanwhile,  entrepreneur 
Chris  Agarwal  has  sold  his  site,  Net- 
Stocks.com.  Robertson  Stephens  says  its  de- 
cision wasn't  about  the  Nasdaq's  crash. 
Agarwal  disagrees:  "The  market  for  early- 
stage  Internet  companies  just  doesn't  exist." 
NetStocks.com  is  expanding  its  cover- 
age to  older  tech  companies  under  its  new 
owner,  12jJump.com.  What  about  the  cost 
of  the  old  addresses?  Robertson  Stephens  is 
mum,  but  Agarwal  says  Netstocks.com  cost 
"thousands  of  dollars."  Kinda  like  the- 
globe.com's  stock  on  IPO  day.    — Ben  Elgin 


At  this  site,  it's  a  steal 

Bad  boys,  bad  boys,  where  you  gonna  shop?  Ask  former  Los 
Angeles  Police  Chief  Daryl  Gates,  forced  to  retire  after  Rodney 
King's  beating  and  related  riots.  He's  now  a  senior  adviser  to 
PropertyRoom.com,  a  reseller  of  goods  confiscated  from  crooks.  "He's  my 
door-opener,"  says  PropertyRoom.com  CEO  Thomas  P.  Lane. 

PropertyRoom.com  may  not  transform  the  Web  from  black  turtle- 
necks    to    black 
helicopters,  but  it 
expects  to  lock 
up  business  from 
40  police  depart- 
ments, which  will  split 
proceeds  with  Lane's  firm. 
"We'll    be    the    world's 
biggest  seller  of  used  bi- 
cycles," he  says,  laughing. 
Selection  is  thin,  but 
deals  can  be  had:  A  recent 
top  bid  on  a  mountain  bike 
was  $41,  and  $24  could  cop  you  two 
silver  necklaces.  At  those  prices,  we  can 
all  get  along  just  fine.  — Spencer  E.  Ante 
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Why  do  so  many  e-business 
companies  have  the  word 
"blue"  in  their  names?  Do  their 
finances  make  investors  blue?  Do  they 
make  competitors  blue  in  the  face  with 
anger?  We  don't  know.  So  we  asked. 
Here's  what  they  said. 


►  Blue  Martini  Software 

WHAT  IT  DOES:  E-commerce  software 
and  services. 

WHY  BLUE?  Founder  Monte  Zweben 
called  his  first  company  Red  Pepper,  so 
he  tried  another  color  for  his  encore.  He 
and  his  wife  came  up  with  Martini  while 
I  sitting  at  a  bar  drinking  pink  ones. 
HOW  BLUE?  Enough  to  suffer  a  dot-com 
hangover.  The  stock  is  trading  around 
$7,  down  from  nearly  $70  in  August. 


tri 


03 


►BlueMeteor 

WHAT  IT  DOES:  Web  software  and  hosting 
WHY  BLUE?  It's  the  hottest  part  of  a 
flame.  And  a  meteor  is  fast.  Hot 
technology  +  fast  service  =  BlueMeteor, 
or  so  they  say. 

HOW  BLUE?  It's  a  private  company,  so  it's 
hard  to  tell. 


Bluefly 

WHAT  IT  DOES:  Online  outlet  store. 
WHY  BLUE?  Blue  seems  friendly.  Fly  im- 
plies nimble,  fast,  ready  to  turn  on  a  dime. 
HOW  BLUE?  If  only  Bluefly  had  more 
dimes.  The  stock  has  avoided  delisting 
but  is  trading  under  $2. 


►  Bluetooth 

WHAT  IT  DOES:  Chip  developed  by 
consortium  to  connect  such  wireless 
gadgets  as  cell  phones  and  handhelds. 
WHY  BLUE?  Named  after  10th  century 
Viking  Harald  Blatand  (which  means  Blue- 
tooth in  Swedish). 

HOW  BLUE?  Still  green:  Companies  only  re- 
cently began  shipping  Bluetooth  products. 


>  Outsourced  E-mail 


permission.. 

now  what? 


**  . 


The  secret  to  a  successful  e-mail  campaign  is 
knowing  what  people  want.  At  e-centives", 
we've  become  the  leading  online  direct  market- 
ing infrastructure  company  by  giving  consumers 
what  they  want. 

Now,  with  e-centives'  outsourced  e-mail  services, 
you  can  get  what  you  want:  better  customer 
relationships  and  better  results. 

Since  1996,  we've  built  a  business  around  per- 
sonalized, permission-based  online  marketing. 
We  send  millions  of  personalized  e-mails  every 
day  for  some  of  the  biggest  names  in  business. 
And  we're  ready  to  bring  you  all  the  benefits  of 
targeted  e-mail  marketing -without  all  the  hassles. 

Personalized  e-mail  can  be  a  logistical  night- 
mare, e-centives  makes  it  a  marketing  dream. 
Our  reliable  technology  enables  us  to  test  different 


versions  of  your  message,  dynamically  merge 
your  content,  ensure  delivery  and  measure 
response  against  a  broad  range  of  variables. 

■  targeted  personalization  technology 

■  experienced  e-mail  list  management 

■  knowledgeable  list  brokerage 

■  top-notch  creative  and  rich  media 

■  proven  delivery  systems 

■  insightful  tracking  and  reporting 

Before  you  start  your  next  e-mail  campaign, 
contact  us... give  your  customers  what  they 
want,  and  they'll  give  you  what  you  want. 


k  e-centives 


what  you  want 


ore  about  outsourced  e-mail  and  our  other  solutions,  visit  us  at  www.e-centjves.com/corp  or  call  1.877.ECENTIVES. 


©  1999-2001  e-centives-,  Inc.  All  rights  reserved,  e-centives*  and  e-centives  logo  are  the  exclusive  trademarks  of  e-centives,  Inc. 
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There's  an  e-business  storm  that 
could  muss  even  Pierce  Bros- 
nan's  hair.  So  why  is  Mary  Rec- 
tor-Gable betting  $1  million  of  her 
own  money  that  there's  an  audience 
for  a  Web  portal  for  hairdressers, 
blending  entertainment,  job  postings, 
and  Webcasts  of  last  month's  North 
American  Hairstyling  Awards?  Is  there 
demand  for  such  stories  as  "The  Low- 
down  on  Long  Locks:  Is  the  Hair  Ex- 
tension Business  Right  for  You?" 

The  Roselle  (lll.)-based  founder  of 
BehindtheChair.com  says  she  can 
stay  small  and  avoid  the  mistakes 
beauty-site  washouts  made  on  the 
way  down  the  drain.  BehindtheChair 
has  no  e-commerce,  just  content  to 
draw  150,000  monthly  surfers,  most- 
ly from  the  salon  trade,  and  ads  from 
companies  like  Paul  Mitchell.  Says 
Rector-Gable,  a  recruiter  for  beauty- 
products  companies  since  1988:  "We 
focus  on  fun."  But  with  Web  mar- 
kets in  turmoil,  even  this  more  con- 
servative trim  could  have  its  wild 
hair  days.  — Arlene  Weintraub 


Living.com? 
Toast.    Furni- 
ture.com?  Tee  hee 
hee.  But  almost  un 
noticed     amid     the 
crash  of  big  online  furni 
ture  stores  stands  a  group 
that's  selling  furniture  online  and  in  the  black.  It's  the  Amish. 

Yes,  the  Amish.  Mennonite  doctrine  lets  believers  who 
shun  modern  conveniences  work  with  partners  who  are 
wired  to  the  gills.  A  Google  search  turns  up  1,500  sites  selling 
Amish  wares  online.  "Amish  people  interpret  linking  with 
electrical  wires  as  a  connection  with  the  world,  and  the  Bible 
tells  them  not  to  be  'conformed  to  the  world,"'  says  Wes 
Newswanger,  director  of  the  Mennonite  Information  Center  in 
Lancaster,  Pa.  But  if  a  middleman  uses  the  Net  to  sell  furniture, 
"They  think:  'Hey,  that's  the  next  guy's  decision.' " 

Middlemen  such  as  Michael  Paparello  run  sites  for  crafts- 
men like  Levi  Fisher.  "I  had  to  explain  to  him  what  a  com- 
puter was,"  says  Paparello.  They  sell  about  $4,000  worth  of 
garden  furniture  and  swings  a  month  at  Michaelsmark.com, 
which  is  profitable.  Just  don't  look  for  Fisher  on  CNBC:  He 
wouldn't  even  talk  on  the  phone.  — Jeanette  Brown 


wouidr 


GetYrZzzzs.com 


Remember  when  the  Web  was  new  and  exciting?  Well,  the  thrill  is  gone 
for  some  folks.  A  survey  of  624  people  by  the  furniture  retailer  IKEA 
claims  the  most  popular  way  for  Americans  to  help  themselves  fall  asleep 
is  to  roam  the  Web.  So  Priceline.com  founder  Jay  Walker  isn't  alone  as  he 
suffers  through  those  sleepless  nights. 


WHAT  DO  YOU  DO  TO  HELP  YOURSELF  FALL  ASLEEP? 


►  Surf  the  Internet 

20% 

►  Watch  TV 

18% 

►  Eat 

15% 

►  Count  sheep 

14% 

►  Read  a  book 

12% 

►  Balance  checkbook 

8% 

►  Answer  e-mail 

6% 

►  Talk  on  the  phone 

4% 

►  Other 

5% 
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Triple  Performance 

with  Oracle9/ 

Application  Server. 


Our  high-speed  cache, 
coupled  with  our  database, 
will  run  your  web  site 
at  least  3x  faster  than 
IBM,  Microsoft  or  BEA 
or  we  will  give  you 
$1,000,000  in  cash. 


For  important  details,  conditions  and  limitations  visit  www.oracle.com/guarantee 


yright  ©2001  Oracle  Corporation  All  nghis  reserved  Oracle  is  a  registered  trademark,  and  Software  Powers  the  Internet  is  a  trademark  or  registered  trademark  of  Oracle  Corporation  Other  names  may  be  trademarks  of  their 


respective  owners 
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NEUBORNE  ON  E-TAILING 


BY  ELLEN  NEUBORNE 

ellen   neuborne@ebiz.businessweek.com 


Viral  Marketing  Alert! 

E-mails  bearing  ads  are  starting  to  raise  consumers' temperatures 

s  viral  marketing  gains  momentum,  I  sure  wish  I  could  get  a  flu  shot.  It's  a 

deceptively  simple  concept:  Create  a  message,  send  it  via  e-mail,  and  make  it 

so  compelling  that  recipients  want  to  pass  it  on  to  everyone  in  their  address 

book.  Advertisers  are  hot  on  the  tactic,  and  the  idea  of  putting  consumers 

to  work  spreading  the  word  about  a  brand  or  service  seems  sound. 


But  like  most  good  ideas,  viral  marketing  has  its  drawbacks — 
and  we  may  see  them  very  soon.  Just  like  banner  ads  and  portals, 
viral  marketing  is  being  hailed  as  the  Next  Big  Thing.  So  expect 
thousands  of  such  campaigns  this  year,  says  Marc  Feldman,  an 
analyst  with  marketing  consultancy  imt  Strategies.  "Marketers  are 
definitely  jumping  on  this  bandwagon,"  he  says. 

The  prognosis  for  many  of  these  campaigns  isn't  good.  Sure, 
there  are  some  high-profile  viral  success  stories.  Take  Hotmail.  By 
simply  sending  e-mail,  consumers  hawked  the  service  because 
every  message  contained  a  Hotmail  ad.  That  helped  it  grow  to  12 
million  accounts  in  its  first  year,  1996.  The  1999  hit  film  The  Blair 
Witch  Project  benefited  from  similar  contagion.  On  Web  sites  and 
in  chat  rooms,  the  film's  promoters  hinted  that  the  fictional  tale 
was  really  a  documentary  and  let  the  bug 
run  wild.  I  had  never  been  to  a  Blair 
Witch  site,  but  by  the  time  the  movie 
opened  even  I  had  heard  that  it  was  a 
true  story.  I'd  been  bitten. 

Still,  marketers  should  beware 
viral  overload.  Most  of  the  cam- 
paigns involve  e-mail.  Fans  of 
'Nsync,  for  example,  have  been  en- 
couraged to  pass  along  an  audio 
clip  from  the  group's  latest  album. 
And  Lee  Jeans  sent  messages 
with   news  of  a  cool   video 
game  featuring  characters  from 
tv  and  print  ads. 

My  inbox  occupies  an  ever- 
bigger  slice  of  my  hard  drive.  If  vi- 
ral marketers  have  their  way,  in  addition 
to  my  daily  dose  of  e-mails  from  com- 
panies pitching  junk,  I'll  get  another 
pile  passed  on  by  friends.  It'll  be  cute 
once,  maybe  twice.  But  there's  a  viral 
traffic  jam  lurking  just  a  few  clicks 
down  the  Information  Highway.  Even 
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good  friends  can  be  as  annoying  as  marketers  if  they  bombard 
me  too  much.  Companies  think  viral  marketing  will  cut  through 
the  clutter,  but  if  they  come  en  masse,  they'll  be  the  clutter. 

Then  there  are  teen  troubles.  To  date,  most  viral  campaigns 
have  targeted  high  school  and  college  students.  But  you  can't  al- 
ways depend  on  this  group  to  spread  the  news.  Moviemakers  try- 
ing to  emulate  Blair  Witch  discovered  as  much  last  summer. 
Studios  enlisted  e-mail-happy  teens  to  flack  for  Nutty  Professor  II: 
The  Klumps,  Cecil  B.  Demented,  and  others.  None  got  the  viral  lift 
that  Blair  Witch  did.  And  viral  marketing  to  teens  raises  privacy 
issues.  Not  only  do  the  ads  target  minors  but  they  also 
ask  their  help  in  plugging  the  product.  That's 
dangerous  territory.  Finally,  there's  the 
potential  for  backlash.  Once  they  figure 
out  they're  pawns  in  the  latest  mar- 
keting wars,  teens  will  yawn  and 
move  on  to  the  Next  Next  Big 
Thing.  Or  worse,  they  could  turn 
on  the  offending  company. 

Viral  marketing  is  a  powerful 
theory.  It  attempts  to  harnessl 
the  strongest  of  all  consumer! 
triggers — the  personal  recom-l 
mendation.  In  the  Net  age.l 
it  may  well  be  possible  to| 
include  consumers  in  mar- 
keting and  let  them  spreac 
the  word  to  global  millions.! 
But  as  companies  pursue  this 
atest  tactic,  they  would  be 
to  remember  it's  no  mirad 
cure  for  their  marketing  ills.  At] 
best,  it's  a  way  to  support  a  broad 
marketing  program.  At  worst,  it's  ail 
awful  little  hug  spread  by  desperate] 
marketers  and  their  unsuspecting  con 

sinners,  i  already  feel  a  chill  coming  on.  •' 


d  to  the  power  of  El 


The  transformation  of  sand  to  glass  to  fiber  optics  is 
nplete.  The  transformation  of  fiber  optics  into  the  multi- 
ion  dollar  telecommunications  industry  has  just  begun, 
at  transformation  will  change  the  way  we  work,  the 
y  we  play,  the  way  we  think.  Of  course,  changing 
''  way  the  world  works  isn't  child's  play,  as  any 
^communications  service  provider  can  tell  you.  The 
ver  of  your  partnerships  is  critical  to  your  success, 
it's  why  El  Paso  Global  Networks  offers  our  partners  a 
ole  new  model  of  customer  service.  A  model  that 
ludes  the  best  wholesale  data  telecommunications 
'duct  suite  on  the  market,  seamless  end-to-end 
inectivity  provisioned  at  the  speed  of  light,  and 
ovative  product  development. 


stand  that  it  takes  more  than  superior 
service  to  transform  an  industry.  It  takes  commitment 
and  insight.  At  El  Paso  Global  Networks,  we're  committed 
to  powering  the  transformation  through  our  Strategic 
Investment  Fund  to  help  you  speed  new  products  and 
;ervices  to  market,  so  you  can  offer  your  customers  the 
latest  technology.  And  as  a  leader  in  bandwidth  trading,  we 
have  the  industry  insight  to  help  you  manage  risk,  analyze 
options,  and  shape  strategy.  Join  us  in  the  transformation 
and  raise  your  company  to  the  power  of  El  Paso. 

El  Paso  Global  Networks.  Bandwidth.  Raised  to  the 
power  of  El  Paso. 


elpaso 


Global 
Networks 
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Chat  Me  Up... Please 

Instant  messaging  on  e-commerce  sites  pleases  customers  and  boosts  sales 

et's  face  it:  Shopping  alone  is  a  bummer.  When  I  hit  the  mall  looking  for  a  suit  or  tie,' 
I  usually  drag  along  a  friend  or,  at  least,  consult  a  salesperson  so  I  don't  commit 
some  ghastly  fashion  faux  pas.  On  the  Internet,  though,  flagging  down  help  isn't  so 
easy.  You  can't  always  count  on  a  friend  to  be  there.  And  customer  service?  Every  time 
I  zap  off  an  e-mail  with  a  question,  I  wait  hours,  even  days,  for  a  response. 


That  doesn't  quite  satisfy  my  thirst  for  instant  gratification. 

Well,  consider  this  quencher:  instant  messaging,  a  kind  of  su- 
per e-mail  that  lets  two  or  more  people  hold  a  real-time  con- 
versation online.  No  more  waiting  for  a  pokey  e-mail  reply. 
First  introduced  by  America  Online  Inc.  in  1997,  the  technology 
is  now  enjoyed  by  40%  of  the  U.  S.  online  population,  up  from 
27%  in  1999,  according  to  researchers  Cyber  Dialogue. 

What  are  you  waiting  for,  Web  merchants?  Only  about  8%  of 
e-commerce  sites  offer  live  chat 
to  let  shoppers  contact  a  friend 
or  a  customer  service  rep,  ac- 
cording to  Jupiter  Media 
Metrix.  Too  bad  for  them.  In- 
stant messaging  is  a  "killer  app 
for  attracting  users  to  Web 
sites,"  says  Jupiter  analyst  Lydia 
Loizides.  Devotees  of  instant 
messaging  spend  15  hours  a 
week  online,  compared  with 
11.5  hours  for  average  users, 
Cyber  Dialogue  says.  And  85% 
of  them  have  recently  shopped 
on  the  Web,  a  notch  above 
the  78%  of  typical  online 
adults.  "This  is  a  very  savvy 
Internet- using  group,"  says  Cy- 
ber Dialogue's  Ben  Cuder. 


The  Message  Is  Clear 


The  number  of  Americans  who  use  instant  messaging 
more  than  doubled  from  1998  to  2000.  These  chatty 
types  are  spending  30%  more  time  online  than  the 
average  Netizen,  too. 


INSTANT  MESSAGING 
USERS 

PERCENT  OF 
AMERICANS  ONLINE 

AVG.  TIME  ONLINE 
WEEKLY 

1998 

16.1  million 

30% 

10.6  hours 

1999 

18.6  million 

27% 

12.4  hours 

2000 

33.7  million 

40% 

15.0  hours 

BeiTieS.  Consider  my  cousin 
Alonzo.  He  has  108  people 
(including  me)  on  his  instant-message  buddy  list.  When  he's 
shopping,  he  first  checks  sites  that  feature  instant  messaging.  A  fa- 
vorite: Shari's  Berries  at  berries.com,  an  e-shop  for  strawberry 
lovers.  When  he's  unsure  about  what's  in  a  gift  box,  Alonzo  pops 
off  a  message  to  customer  service  and  gets  a  quick  reply.  "I 
don't  think  I  could  do  without"  instant  messaging,  he  s.iys. 
Some  big  Web  stores  are  waking  up  to  the  potential.  Land's 


Data:  Cyber  Dialogue  Inc. 


End  Inc.  instituted  live  chat  with  customer  service  reps  in  1999, 
when  it  realized  that  people  want  the  same  kind  of  service  online 
that  they  get  at  the  mall.  It  works.  My  Land's  End  rep,  Darcia,  re 
sponded  in  seconds  to  queries  about  belts,  sending  immediate 
replies  and  even  pushing  pictures  to  my  screen.  Of  course,  not 
every  merchant  is  so  efficient.  Too  many  defeat  the  point  of  good 
customer  service  by  not  having  enough  reps  on  hand  to  keep  im- 
patient surfers  from  clicking  away  while  waiting  for  a  response. 

But  being  snappy  helps  Land's 
End  convert  more  than  10% 
of  its  visitors  to  buyers,  al- 
most three  times  the  Web': 
average  of  4.9%,  according  to 
researchers  Nielsen/NetRating: 
The  IM  service  has  helped  in- 
crease Land's  End's  Web  sales 
from  $61  million  in  1998  to 
more  than  $200  million  in 
2000.  Chat's  contribution 
huge,"  says  Bill  Bass,  the  com- 
pany's Internet  division  chief. 
Instant    messaging   can 
help  connect  customers,  toe 
Travelocity.com  Inc.,  the  tod 
travel-booking  site,  in  Junt 
added  a  link  that  lets  shop 
pers  chat  with  friends  vvhib 
looking  for  a  flight  or  ho- 
tel. My  fiancee  and  I  hookec 
up  online  to  work  out  de 
tails  of  a  ski  trip  to  Colorado,  chatting  about  options  whiltj 
looking  at  the  same  Web  pages.  Sure,  it's  not  perfect:  Travclocit) 
gave  me  too  many  error  messages  and  was  slow  to  load.  But  let- 
ting people  shop  together  has  helped  Travelocity  convert  .1  10 
bust  8%  of  its  visitors  to  buyers,  says  Elizabeth  Cole,  the  site' 
marketing  VP.  It's  about  time  other  Web  sites  got  the  message! 
Live  chat  could  boost  sales  in  an  instant.  • 


w 
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2001  KPMG  LLP.  the  U  S  member  firm  of  KPMG  International,  a  Swiss  association 


You  don't  maintain 

the  integrity  of  your 

systems  to  keep 

your  computers 

up  and  running. 

You  do  it  to  keep 

your  business 

up  and  running. 


inaging  information  risk  is  critical  to  achieving  your  business  objectives.  And  KPMG  can  help  prevent  your  goals 
»m  being  compromised.  We  do  more  than  evaluate  reliability,  privacy  and  security.  We  approach  each  of  these  issues 
>m  a  strategic  perspective.  So  we  can  optimize  the  impact  technology  has  on  your  company's  revenue,  image 
d  value.  Visit  www.us.kpmg.com  or  call  us  at  1-800-867-6824  to  learn  more  about  how  we  integrate  technology 
d  strategy.  We  can  help  you  keep  your  business,  and  the  systems  it  depends  on,  running  smoothly. 


understanding  @  KPMG 
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imagine 

capturing 

the  power  of  all  your  networks 

in  one  Net. 


The  Net,  with  all  its  complexities  and  potential,  has  companies  struggling  to  change.  Struggling  to  make 
intranets,  extranets,  the  Internet  and  multiple  software  platforms  work  together.  Well  now,  with  Net  services 
software  from  Novell,  they  can  all  perform  as  one  Net.  So  employees,  partners,  suppliers  and  customers 
will  have  the  freedom  to  connect — securely  and  reliably.  And  companies  will  have  the  power  to  change 
their  eBusiness  as  fast  as  the  Net  economy.  Learn  how  to  capture  the  power  of  one  Net  at  www.novell.com 

Novell 

the  power  to  chaNge 


)  Copyright  2001  Novell,  Inc.  All  rights  reserved.  Novell  is  a  registered  trademark  and  the  power  to  change  is  a  trademark  ol  Novell.  Enc  .  in  the  United  States  and  other  countries 
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Web  Economics  101 

These  two  sites  can  help  regular  folks  make  sense  of  confusing  data 


o,  what  exactly  did  Alan  Greenspan  tell  Congress  about 
the  economy  during  the  first  of  his  two  appearances 
last  month?  Was  he  "upbeat,"  as  The  New  York  Times 
reported?  Or  was  he  only  "mildly  optimistic,"  as 
The  Washington  Post  said?  The  front-page  tease  in 


Web  reviews 


Economics  sites 

►  www.dismal.com 

►  www.yardeni.com 


Tlte  Wall  Street  Journal  had  Greenspan  warning  that  "downside 
risks  predominate."  Clear?  Like  mud.  No  wonder  they  call 
economics  the  dismal  science. 

Dismal  it  may  be,  but  we  can't  ignore  this  stuff.  People 
need  to  understand  economics  to  decide  whether  to  buy  stock, 
take  a  new  job,  or  purchase  that  dream  home.  A  job  that 
looked  golden  yesterday  might  be  leaden  tomorrow  if  tech 
keeps  tanking.  Or  that  new 
suv  may  seem  superfluous  if 
your  job  goes  sayonara. 

Unfortunately,  it's  hard 
to  get  clear  guidance  about 
the  economy — and  especial- 
ly on  what  you  should  do 
about  it.  Government  eco- 
nomic statistics  are  compli- 
cated, and  there  are  too 
many  of  them.  You'd  need 
to  master  a  half-dozen  .gov 
Web  sites  to  put  together  a 
comprehensive  overview. 
Most  leading  business  me- 
dia are  too  scattershot:  One 
source  says  one  thing,  and 
the  next  says  the  opposite. 
That's  noise,  not  insight. 
Brokerage  Web  sites  can  be 
great,  but  most  require  accounts  to  get  detailed  research.  As 
Goldilocks  discovered,  there's  little  that's  just  right. 

A  couple  of  lesser-known  sites  are  worth  exploring,  however. 
The  best  place  for  regular  people  to  learn  enough  economics  to 
handle  tough  times  is  The  Dismal  Scientist,  a.lca.  Dismal.com.  For 
some  purposes,  I  also  recommend  Dr.  Ed  Yardeni's  Economics 
Network,  an  economics  mini-portal  named  for  Deutsche  Bank 
Alex.  Brown  Inc.'s  investment  strategist. 

First,  Dismal.  The  site  covers  65  different  government  eco- 
nomics reports  from  the  perspective  of  real  economists,  rather 
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than  journalists.  Dismal's  parent,  West  Chester  (Pa.)-based  Econ- 
omy.com  Inc.,  is  a  consulting  firm  that  sells  research  to  corpo- 
rations and  state  governments.  Their  depth  of  data  and  expertise 
pays  off  on  this  free  site,  where  you  can  count  on  seeing  smart 
takes  on  the  government  data  announcement  du  jour  and  two  or 
so  fresh  interpretations  of  hot  issues  daily.  Comparing  Dismal.com 
to  the  analysis  pouring  out  of  most  crummy  stock  sites  is  like 

comparing  Chateau  Mouton 
Rothschild  to  Ripple. 

The  best  things  about  Dis- 
mal.com  are  that  it's  quick  on 
the  uptake  and  easy  to  un- 
derstand. Dismal's  team  tends 
to  spot  trends  early  and  write 
them  fast.  Analysis  of  regular 
economics  announcements 
hits  the  site  the  same  day,  of- 
ten well  before  noon. 

After  Greenspan's  mid-Feb- 
ruary testimony,  Mark  M. 
Zandi,  Dismal's  chief  econo- 
mist, wrote  that  the  Fed  chief 
had  laid  the  groundwork  for 
spring  and  summer  rate  cuts. 
Zandi  argued  that  Greenspan's 
real  message  was  that  he'll  do 
what  it  takes  to  keep  confi- 
dence from  eroding — the  one  thing  that  could  really  turn  this 
slowdown  into  a  recession.  Zandi  looked  farther  ahead  than  the 
newspapers  and  took  a  much  bolder  stance  than  the  he-said,  she- 
said  of  dueling  economists,  or,  worse,  politicians. 

In  fact,  a  trip  through  the  Dismal  Scientist  archives  shows  that 
their  economists  are  routinely  ahead  of  journalists  and  pols. 
Were  you  impressed  by  The  Wall  Street  Journal's  Feb.  12  Page  1 
piece  on  how  the  fate  of  cardboard  companies  is  a  clue  to  the 
way  the  economy  is  slowing?  I  was.  But  I  would  have  liked  it  bet- 
ter if  il  had  appeared  before  Dismal's  version  on  Nov.  9.  Ditto  the 


Feb.  7  front-page  article  in  TJw  New  York  Times  on  how  state  tax 
receipts  are  being  hit  by  the  economy's  stumbles.  It  was  on  Dis- 
mal.com  on  Nov.  8,  with  a  Feb.  7  follow-up  ranking  each  state  by 
the  si/e  of  its  rainy-day  fund  to  protect  against  budget  shortfalls. 

Dismal  reads  the  crystal  ball  well,  too.  Its  economists  are 
confident  enough  to  project  trend  lines  for  vital  metrics  going  out 
months  into  the  future — such  as  labor  shortages  in  health  care 
and  what  interest  rates  will  be  this  summer.  Dismal  predicted  in 
mid -February  that  the  federal  funds  rate  will  be  5%  in  July, 
down  another  half-percent,  with  a  24%  chance  of  falling  to 
4.75%,  based  on  signals  from  the  futures  market. 

What  does  this  have  to  do  with  you?  Plenty.  Lower  rates 
usually  mean  cheaper  mortgages  and  more.  It's  a  fair  argument 
that  people  would  be  smart  to  wait  until 
midyear  to  make  big  purchases — which 
could  retard  growth  during  the  first  half 
of  the  year.  If  you're  working  for  a  home- 
builder  or  a  car  company,  that  may  mean 
the  bounce  back  is  going  to  come  gradually  rather  than  suddenly. 

I  )ismal  has  two  big  weaknesses,  though.  The  first  is  that  it  cov- 
ers the  economy  from  the  top  down  by  watching  national  and  re- 
gional statistics.  Why  does  this  hurt?  Knowing  companies  and 
industries  inside  out  let  top  business  journalists  figure  out  soon- 
er than  economists  just  what  a  big  deal  the  Net  would  be- 
come— long  before  it  showed  up  in  economic  stats.  Dismal 
makes  a  stab  at  covering  the  technology  industry  as  a  primary 
New  Fconomy  growth  engine,  but  it  should  do  better. 

The  other  weakness  is  that  Dismal  generally  isn't  explicit 
about  giving  advice.  Its  excellent-as-far-as-they-go  analyses  of 
business  inventories  or  the  Philadelphia  Fed's  manufacturing 


survey  don't  directly  say  which  industries  should  back  off  in- 
vestment for  awhile  (or  which  are  prone  to  layoffs  or  profit 
shortfalls).  And  its  analysis  of  which  states  have  large  rainy-day 
funds  doesn't  tell  policymakers  or  voters  much  about  policy 
options.  Zandi  told  me  Dismal  doesn't  want  to  give  advice  with- 
out knowing  people's  circumstances.  But  if  the  goal  is  to  guide 
people  through  the  economic  wilderness,  Dismal  should  un- 
derstand people  need  help  with  decisions,  not  just  sharp  analysis. 
Investors  can  make  up  for  that  weakness,  in  part,  by  using  Dr. 
Ed  Yardeni's  Economics  Network.  Dr.  Ed's  covers  a  lot — though 
not  all — of  the  ground  that  Dismal  does.  It's  not  written  as 
well,  and  its  staff  is  far  smaller  than  Dismal's.  Instead,  it  relies 
more  than  Dismal  on  links  to  other  Web  resources.  Dr.  Ed's  gives 

Dismal.com  spots  the  trends  early; 
Dr.  Ed  tells  you  what  to  do  about  them 

clear  guidance  about  investment  decisions.  Both  Dismal  and 
Dr.  Ed's  have  analyzed  OPEC  machinations,  but  only  Yardeni 
told  me  to  overweight  energy  stocks.  Most  of  Dr.  Ed's  is  available 
to  the  public  for  free,  and  Yardeni  is  smart.  Yes,  he  hurt  his  rep  by 
predicting  a  recession  caused  by  the  Y2K  bug.  But  he  was  also  an 
early  seer  of  the  New  Economy. 

My  respect  for  Economy.com  is  based  on  more  than  a 
quick  review.  In  1997,  a  partner  and  I  tried  to  start  a  compa- 
ny to  compete  with  it — but  we  failed.  I've  known  for  years  how 
well  they  do  what  they  do.  My  entrepreneurial  career  is,  alas,  a 
tale  of  fortune  much  bleaker  than  what's  awaiting  savvy  users 
of  either  Dismal  or  Dr.  Ed's.  *> 


TAKE  THAT  JOB?    BUY  THAT  STOCK? 


With  the  economy  wavering,  this  is  a  good  time  to  get  a  better  grasp  of 
the  daily  blur  of  numbers.  It  could  keep  you  out  of  a  bad  investment,  a  house 
you  can't  afford — or  an  especially  dumb  career  move.  Here's  a  look  at  two 
Web  sites  that  can  help. 


Ski 


Comprehensive 


Easy  to 
Understand 


Helps 
You  Make 
Decisions 


Iff    si!S 


Both  analyze  daily  economic  and  business  news.  And  they're 
both  good,  but  Dismal  is  better.  Since  Dismal  parent  Econo- 
my.com  sells  most  of  its  research  to  state  and  local  govern- 
ments, it's  better  on  regional  economics,  housing,  and  ven- 
ture capital.  Dr.  Ed's  is  great  on  the  stock  and  bond  markets. 


c\Q*      t\Q* 


Dismal  is  easier  to  follow  and  is  better  about  cutting  to  the 
chase.  The  writing  at  Dr.  Ed's  is  uneven.  It's  fine  that  much  of 
it  is  written  for  those  who  understand  the  jargon.  But  too 
much  of  Dr.  Ed's  prose  takes  forever  to  get  to  the  point. 


e®k    ^Jf 


Give  Dr.  Ed's  this:  The  Web  site  makes  recommendations — 
and  for  free.  This  final  element  of  analysis  is  often  missing  at 
Dismal.com.  They'll  say  how  fast  the  economy  or  corporate 
profits  will  grow,  but  won't  make  suggestions  on  what  you 
should  do  about  it. 


^S    cvQ* 
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The  New  Sign  Language 

"Missing  the  quarter  isn't  big  news:  They've  been  giving  the  body  language 
that  business  wasn't  going  too  well." 

—  Gregory  Geiling,  analyst  with  J.  P.  Morgan  regarding  Cisco's  most  recent  earnings  report,  Feb.  7  on  CBS  MarketWatch. 


To:  High-tech  analysts 

From:  The  bosses 

Re:  Update  on  High-Tech  Executive  Body  Language 

Analysts,  we're  so  proud  of  you  we  could  cry.  Last  year,  when 
the  Securities  &  Exchange  Commission  made  a  big  whoop-de-do 
about  cracking  down  on  companies  giving  selective  disclosure  to  the 
Street,  a  lot  of  us  panicked.  They  issued  that  insomnia-cure  doc- 
ument where  more  space  was  devoted  to  explaining  concepts 
such  as  "promptly"  and  "intentionally"  than  Watson  and  Crick  re- 
quired to  explain  the  origins  of  all  life  when  they  discovered  dna. 
Let's  face  it  The  truly  savvy  among  us  had  always  relied  on  private 
sessions  after  public  meetings  to  do  our  real  work.  You'll  remem- 
ber fondly  those  whispered  conversations  on  the  phone,  in  the 
men's  room,  in  the  parking  lot,  in  the  elevator. 

For  example:  "You're  looking  confident,  Lou." 

"Well,  I'm  feeling  confident,  Pete." 

Shoot,  an  exchange  like  that  could  conjure  a  shimmering 
image  of  your  bonus  on  the  horizon,  and  up  your  estimates 
three  cents  a  share. 

Enough  nostalgia.  The  game  has  changed  and  you  all  have 
responded  beautifully.  First,  despite  the  challenges  of  the 
New  Economy,  you've  kept  up  the  facade  that  stock  rec- 
ommendations are  based  on  statistics  and  analysis, 
Who  will  forget  the  day  Stan  Bumbleberg  came  up 
with  "number  of  monetized  eyeballs"  as  a  val- 
ue indicator,  and  just  look  how  long  investors       i 
bought  it!  We  may  need  to  wave  a  fond 
goodbye  to  the  hockey  stick  growth  chart,       Mk 
but  clearly  the  Texas  Twister  and  The      ^H 
Big  Dipper  are  going  to  be  huge.  Re 
member:  Prizes  for  the  most  vaguely 
accurate  sounding  explanation  for 
how  we  derived  those  values! 

Secondly:  Some  of  you  are  still 
reporting  flak  from  clients  for  the 
abrupt  downturn.  Some  people 
just  aren't  as  intellectually  flexible 
as  we  are,  and  can't  get  why  last 
year's  platinum  is  this  year's  Play- 


Doh.  If  you  don't  already  have  it,  we  suggest  grabbing  a  copy  of 
tech  guru  Geoffrey  A.  Moore's  latest  book  Living  on  the  Fault 
Line,  which  tried  valiantly  to  prolong  the  Internet  stock  market 
rally  by  rationalizing  it  with  a  set  of  graphs  and  buzzwords  so 
complex,  so  mind-boggling,  so  spiced  with  zoological,  seismo- 
logical,  and  meteorological  metaphors  that  you  just  thanked 
God  to  be  a  part  of  the  action.  When  explaining  to  clients 
how  you  might  have  gotten  off  track,  just  remind  them  that  "as 
Moore  warned  us,  this  was  always  about  gorillas  recrossing 
chasms  in  the  middle  of  tornadoes." 

Finally,  the  real  point  of  this  update:  With  private  guidance 
sessions  now  theoretically  out,  the  importance  of  the  raised  eye- 
brow, the  panicky  run 
to  the  elevator, 
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and  the  precisely  timed  arm  cross  has  never  been  higher.  But 
even  in  the  space  of  a  few  months,  we  find  we  have  to  recali- 
brate our  observations  to  make  sure  they  are  tracking  with  the 
new  New  Economy,  where  all  tech  stocks  are  suspect.  Here's  a 
little  guide  to  shifting  trends  in  the  wink-and-slink  world  of 
body  language  guidance. 

Faux  breeziness.  Cisco  Systems  Inc.  is  a  great  example  of  this. 
Forget  all  that  wiring-the-world  stuff.  As  the  astute  among  you 
realize,  the  Street  is  focused  on  ceo  John  Chambers'  unruly  fore- 
lock, which  has  always  screamed:  "Who  has  time  to  comb? 
I'm  acquiring  companies  at  such  a  speed  that  even  my  hair  is 
whipped  about!  We'll  be  coming  in  a  penny  over  estimates — no 
sweat!"  As  our  colleague  Gregory  Geiling  hinted,  hidden  Wall 
Street  cameras  picked  up  in  the  weeks  before  Cisco's  disap- 
pointment that  those  strands  sat  sulkily  in  parallel  formation  with 
the  rest  of  Chambers'  hair.  Be  on  guard:  Although  Nasdaq's  de- 
cline has  walloped  a  lot  of  faux  breeziness  out  of  the  corner  of- 
fices, it  hasn't  entirely  disappeared.  With  his  sloppy  grin  and 
comfortable  clothes,  Amazon.com  Inc.  CEO  Jeff  Bezos,  for  ex- 
ample, remains  a  breeziness  enigma.  Sell  to  be  safe. 

Precision  grooming:  Evidence  of  unflappable  control... or  a 
dark  contraindicator?  You  need  a  compass  and  a  circuit  engineer  to 
make  sense  of  the  diagrams  explaining 
Carly  Fiorina's  makeover  strategy  for 
Hewlett-Packard  Co.  Let  the  amateurs 
sweat  that.  What  concerns  us  is:  How 
does  the  CEO  of  Silicon  Valley's  most 
venerable  company  have  time  to  maintain 
such  uniform  and  precise  lipstick  cover- 
age? We  urge  against  going  long  on  HP 

until  Carly  moves  a  few  steps  in  the  Madeleine  Albright  direction 
of  sensible  shoes  and  damn  the  mascara.  Warning  to  Oracle 
Corp.  watchers:  ceo  Larry  Ellison  straddles  the  breezy- 
precision  grooming  divide  with  his  periodic  beard 
grow-outs.  Sources  say  his  barber  uses  tech- 
nology that  ensures  whisker  lengths  accurate 
to  one  micron.  Watch  Ellison  for  sec- 
ondary body  language  indicators  such 
as  whether  his  lips  and  hands  ap- 
pear chapped  from  near-death 
sailing  adventures,  indicating 
.      he's  not  taking  this  down- 
|^      turn  seriously.  Lower  your 
ilk      estimate  accordingly. 


Leaving       the 
room.  Be  careful 
with   this   one, 
gang.  Savvy  ana- 
lysts first  realized 
the  magnitude  of 
Xerox  Corp.'s 
problems  when 
former     Xerox 


execs  kept  professing  to  need  a  bathroom  break  during  guidance 
sessions.  Then  we'd  discover  them  madly  photocopying  black 
sheets  of  paper,  trying  to  drive  up  late-quarter  ink  and  toner  rev- 
enues. A  couple  of  us  got  stung  using  this  indicator  for  eBay  Inc., 
however.  Not  long  ago,  Meg  Whitman  ducked  out  of  a  major  an- 
alyst's meeting  midway  and  two  buy-siders  liquidated  their  po- 
sitions on  the  spot.  But  minutes  later,  we  heard  a  lusty  "Yes!"  ring 
out.  We  found  her  at  an  admin's  desk  logged  on  to  an  auction 
page,  whooping  that  she  had  finally  completed  her  G.I.  Joe 
"Desert  Storm"  series  set.  In  this  case  Whitman's  body  language 
was  a  powerful  piece  of  evidence  of  the  soundness  of  eBay's  ir- 
resistible business  model. 

Strange  accoutrements.  We  are  not  cheered  by  the  sight  of  slide 
rules  in  the  pockets  of  Lucent  management.  Enough  said  there. 

Puppy  dog  head  flop.  This  is  rampant  right  now.  You'll  rec- 
ognize this  head-to-the-side  posture  as  confused  attentiveness 
most  often  seen  among  congressional  leaders  attempting  to 
follow  the  words  of  Alan  Greenspan.  However,  when  an  exec- 
utive from  a  troubled  company  displays  this  posture,  it  means: 
"I  don't  have  a  clue  what  to  do,  but  if  you  give  me  the  slight- 
est indication  of  what  I  could  say  that  would  raise  your  opin- 
ion of  my  strategy,  I'll  be  out  the  door  like  a  shot  to  implement 


We  are  not  cheered  by  the  sight 

of  Slide  rules  in  the  pockets  of 
Lucent  management.  Enough  said. 


it."  Actually,  this  is  not  unlike  what  it  means  in  dogs,  i.e., 
"Was  that  the  sound  of  a  bag  of  dog  food  being  torn  open?" 
When  you  see  this,  put  out  a  short-term  buy,  but  tell  the 
house  account  traders  to  short  like  crazy. 

Zen  mindfulness  (a.  k.  a.  If  only  you  knew  what  I  know). 

Think  Apple  ceo  Steve  Jobs,  fingertips  pressed  together,  sardon- 
ic smile,  eyes  veiled  behind  minimalist  eyeglasses.  In  the  hands  of 
a  master  such  as  Jobs,  this  body  language  can  inspire  employees 
to  remarkable  heights  and  add  $5  in  value  to  any  stock.  But  it 
was  hijacked  during  the  recent  dot-com  runup  and  successfully — 
if  temporarily — implemented  by  scores  of  pretenders.  This  latter 
group  effectively  parlayed  their  sneers  and  fluency  in  html  into  a 
mystifying  smokescreen  for  having  no  business  competency 
whatsoever,  all  the  while  shaking  their  heads  and  sighing:  "You 
just  don't  get  it."  If  any  executive  of  any  public  company  has  the 
gall  to  cop  this  attitude  now,  SELL  SELL  SELL. 

As  always,  we  remind  our  members  to  report  new  forms  of 
panic,  shiftiness,  or  obfuscation  to  our  24-hour  hotline.  Also, 
check  our  Web  site,  where  you'll  note  under  "late-breaking 
news"  that  we  have  moved  singing,  whistling,  dancing,  and 
other  displays  of  unbridled  joy  on  the  part  of  high-tech  execs 
out  of  "strong  buy"  and  into  our  "most  likely  to  be  audited 
next"  category.  • 
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^  1  Windows  2000 

Server  Family 


THE  MYTHICAL  FIVE  NINES.  99.999%.  AS  CLOSE  TO  PERI 


For  a  server  operating  system,  the  five  nines  are  a  measure  of  reliability  that  translates  in  ^ 
over  five  minutes  of  server  downtime  per  year*  For  your  business,  that  means  servers  a 
and  running  when  people  need  them.  Of  course,  rumors  of  this  99.999%  uptime  usuall 
under  ideal  lab  conditions.  But  where  are  these  five  nines  when  your  business  needs  tl" 
If  you're  using  Microsoft"'  Windows"  2000  Server-based  solutions,  they  may  be  closer  th« 
think.  Today  Starbucks,  FreeMarkets  and  MortgageRamp,  an  affiliate  of  GMAC  Comrm? 


•This  level  of  availability  Is  dependent  on  many  factors  outside  of  the  operating  system,  Including  other  hardware  and  loftwara  '"hhologla.  mission  arltloil  "P*n«en«'  f'0'*!"* '"?.! £?!! 

©2000  Microsoft  Corporation  , leervad.  Microsoft,  windows, hew -v.  log Ithar  raglstarad  in rksortrada rKsof  Microsoft itha ititn  and/or  ol untrlss.  The  nan 

companies  and  products oned  herein  may  be  the  trademarks  of  their  respective  owners. 


OU  CAN  GET  WITHOUT  BREAKING  SOME  LAW  OF  NATURE. 

ige,  are  using  Windows  2000  Server-based  systems  designed  to  deliver  99.999%  server 
.  Of  course,  not  all  installations  require  this  level  of  reliability,  but  one  thing  is  for  sure:  The 
vs  2000  Server  family  can  help  you  get  to  the  level  of  reliability  you  need.  In  fact,  industry 
j  such  as  Compaq,  Hewlett-Packard,  Unisys,  Stratus  and  Motorola  Computer  Group  can  work 
u  to  deliver  solutions  with  up  to  five  nines  uptime.  To  learn  more  about  server  solutions  you 
jnt  on,  visit  microsoft.com/windows2000/servers  Software  for  the  Agile  Business. 
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•  If  If 


Ola  Lauritzson's  startup  ran  out  of  gas. 
Here  are  the  lessons  to  be  learned 

H|  is  university  classmates  in 
Stockholm  still  remember 
Ola  Lauritzson  as  the  guy 
who  wore  a  coat  and  tie  to 
class  while  the  others  were 
decked  out  in  grunge. 
I  And  it  was  the  fresh-faced 
Lauritzson,  president  of  the  Young  Shareholders' 
Assn.,  who  was  first  in  line  to  hobnob  with  Swe- 
den's captains  of  finance  and  industry  when  they 
called  on  Stockholm's  elite  School  of  Economics. 
Lauritzson  had  a  plan.  In  the  spring  of  1998,  the 
24-year-old  set  out  to  revolutionize  European  fi- 
nance through  the  Internet.  He  just  needed  a  few 
million  dollars.  For  that,  he  cold-called  the  financiers 
he  had  been  cultivating  and  gave  many  of  them 
their  first  dot-com  pitch.  His  vision  sold.  Within  a 
year  and  a  half,  Lauritzson  raised  $12  million  to 
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piece  together  his  dream.  It  was  an  Inter- 
net service  called  EPO.com,  which  he 
hoped  would  become  synonymous  with 
"electronic  public  offerings."  The  goal  was 
to  reach  out  to  tens  of  millions  of  new  in- 
vestors, bypassing  the  Old-Boy  networks 
that  had  long  locked  up  capital  in  Eu- 
rope, to  allow  regular  folks  to  buy  shares 
in  initial  public  offerings.  The  Internet 
service  also  would  allow  them  to  invest 
across  borders — still  a  rarity  in  Europe. 

Living  on  airplanes  and  a  diet  of  junk 
food,  Lauritzson  crisscrossed  the  Continent 
getting  regulatory  approvals  and  signing 
up  prospective  IPOs.  "It  was  a  land  grab," 
he  recalls.  He  sprinted — but  not  fast 
enough.  In  mid-2000,  the  markets  turned 
chilly.  In  December,  his  $12  million  spent 
and  venture  investors  in  flight,  he  sold 
epo  to  a  well-funded  British  rival,  eo. 

New  Order.  Today,  the  once  high-flying 
CEO  has  become  an  employee  of  the 
British  company,  a  manager  of  marketing. 
As  Lauritzson's  former  rivals  revamp  the 
operations  he  raced  at  such  cost  to  estab- 
lish in  Stockholm,  Paris,  and  three  other 
European  cities,  he  has  time  to  ponder  a 
decade  of  lessons  crammed  into  a  frantic 
two  years.  The  clearest  one,  perhaps,  is 
that  upstarts  should  sidestep  battles  with 
Old  Economy  titans.  In  his  drive  to  create 
an  electronic  investment  bank,  says  his 
new  employer,  eo  ceo  John  St.  John,  "Ola 
was  holding  a  huge  sign  up  to  the  whole 
financial  world:  I'm  trying  to  destroy  your 
livelihood."  That's  not  the  kind  of  message 
the  Establishment  likes  to  see.  In  the  end, 
the  financial  powers  prevailed  over  Swe- 
den's Internet  interloper. 

The  lessons  extend  far  beyond  a  26- 
year-old's  advanced  degree  in  hard  knocks. 
Indeed,  Lauritzson's  travails  provide  keys 
for  deciphering  Europe's  Internet  econo- 
my— and  debunk  many  of  the  myths  that 
led  to  the  ephemeral  burst  of  dot-com 
euphoria.  For  starters,  while  the  Net  prom- 
ised to  transcend  Europe's  national 
boundaries,  Lauritzson  was  smashing  into 
them  time  and  again.  Getting  regulatory 
approval  in  each  market  took  weeks,  even 
months.  Europe's  borders,  in  effect,  stretch 
high  into  cyberspace. 

And  how  about  the  notion  that  small, 
tech-sawy  markets  such  as  Sweden  could 
produce  an  e-business  elite  that  would 
storm  the  Continent?  That  myth  crum- 
bled as  well.  In  the  dot-com  desolation  of 
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Stockholm,  it's  all  too  clear  how  illusory 
the  notion  was.  Of  the  estimated  1,000 
Swedish  Internet  startups  gobbling  up  in- 
vestment capital  just  a  year  ago,  nearly 
halt  have  shut  their  doors  or  sold  out. 

As  Lauritzson  learned,  rich  markets 
with  deeper  pools  of  capital  provide  safer 
harbors  in  stormy  times.  That's  why  so 
many  Swedish  entrepreneurs  have  found 
refuge  in  Europe's  biggest  Net  economies — 
Britain  and  Germany.  Even  Sweden's  mar- 
quee Net  flops — fashion  e-tailer  boo.com 
and  music  seller  Boxman.com — moved 
from  Stockholm  to  London  as  they  waged 
their  losing  battles  to  survive.  "I  see  more  of 
my  Swedish  friends  here  than  in  Stock- 
holm," Lauritzson  says,  reaching  for  a  plate 
of  sliced  tuna  at  a  sushi  shop  in  London's 
Soho  district. 

Boy  wonder.  Gloom  aside,  Lauritz- 
son's  adventure  also  debunks  the  current 
wisdom  that  Europe's  Net  economy  was 
merely  a  digital  mirage.  True,  for  many 
students,  b2c  now  means  "Back  to  Con- 
sulting." Yet  Lauritzson  and  thousands 
like  him  who  jumped  into  the  Net  econ- 
omy are  sticking  it  out,  working  at  sur- 
vivor companies.  More  important,  the 
Net  bubble  provided  a  generation  with  a 
chance  to  do  something  nearly  unprece- 
dented in  Europe:  launch  a  company  as  a 


young  person.  Many  of  these  entrepre- 
neurs will  be  back,  smarter  and  more  fo- 
cused, to  take  on  the  next  stage  of 
Europe's  high-tech  advance. 

Lauritzson,  for  one,  didn't  need  the 
Net  economy  for  his  launch  as  an  entre- 
preneur. He'd  been  at  it  more  than  half 
his  life.  As  a  9-year-old  in  the  southern 
Swedish  town  of  Helsingborg,  he  started  a 
company  to  collect  recyclable  cans — and 
had  the  gumption  to  sell  shares  in  the 
ragtag  outfit  to  neighbors.  Lauritzson  soon 
saw  that  the  several  hundred  dollars  he 
picked  up  from  investors  would  produce 
scant  returns  in  the  can  business.  He  in- 
vested the  funds  in  the  stock  market, 
turned  a  profit,  and  distributed  the  pro- 
ceeds to  shareholders. 

Later,  in  high  school,  Lauritzson  went 
international.  Ordering  rain  ponchos  from 
Hong  Kong,  he  customized  them  with 
logos  for  schools,  rock  bands,  and  small 
companies  and  sold  them  in  Sweden.  The 
project  went  awry  when  he  lost  track  of  a 
shipment  in  a  Shanghai  warehouse,  wiping 
out  most  of  his  profits.  "My  big  mistake 
was  doing  it  all  from  Sweden,"  Lauritzson 
says.  "I  should  have  traveled  to  China." 

That  taught  him  to  think  big.  Indeed, 
big  thoughts  took  root  in  1995,  when,  as  a 
21 -year-old,  he  read  about  Spring  Street 
Brewery  Co.  Spring  Street  founder  An- 


drew D.  Klein  raised  $1.6  million  by 
reaching  out  to  retail  investors  through 
their  pokey  9,600-baud  modems.  That 
experience  provided  the  spark  for  Wit 
Capital  Corp.,  the  online  investment  bank 
Klein  founded  in  1996.  In  Stockholm, 
Lauritzson  sat  down  to  write  a  master's 
thesis  on  the  Internet  in  capital  markets — 
and  developed  it  into  a  business  plan. 

In  the  spring  of  1998,  when  Lauritzson 
began  raising  funds  for  F.po.com,  Europe's 
Internet  was  in  diapers — at  least  two  years 
behind  the  U.  S.  And  the  rush  of  capital 
that  briefly  transformed  Stockholm  into  a 
Nordic  clone  of  Silicon  Valley  was  a  year 
and  a  half  away.  "It  was  still  Old  Econo- 
my," he  recalls. 

Warp  Speed.  But  Lauritzson  believed 
those  Old  Economy  types  could  be  wooed 
with  the  right  pitch.  He  aimed  at  the  very 
top  of  Sweden's  Establishment:  Bjorn 
Sprangare,  who  once  headed  Sweden's 
largest  insurer  and  now  works  for  the 
King  of  Sweden,  serving  as  governor  of 
the  400-year-old  Royal  Palace  perched  at 
the  edge  of  Stockholm's  historic  center. 
"[Lauritzson]  was  a  persuasive  young 
man,"  Sprangare  says.  "He  still  is."  After 
one  lunch  with  Lauritzson,  Sprangare 
bought  a  small  share  and  provided  an 
entree  into  Sweden's  business  elite.  Lau- 


EPO's  Short  Ride  and  Quick  Slide 


1995  *  U.S.  entrepre- 
neur Andy  Klein  raises 
$1.6  million  for  Spring 
Street  Brewery  in  the 
first  IPO  conducted 
over  the  Web.  Ola 
Lauritzson,  21,  reads 
about  it  and  starts 
planning 

an  online  IPO  outfit 
for  Europe. 


March,  1998  ► 

While  finishing  his 
master's  thesis  on  the 
Internet's  role  in  capi- 
tal markets,  Lauritz- 
son begins  raising 
money  for  EPO.com, 
an  online  investment 
bank.  He  hopes  EPO 
will  become  synony- 


mous with  Electronic 
Public  Offering. 

March,  1999  ► 

With  just  six  employ- 
ees, EPO.com  pulls  off 
its  first  IPO,  an  offer- 
ing for  Swedish 
clothing  retailer 
NaturKompaniet. 

December, 
1999  ►  Ven- 
ture capitalists 
flock  to  Stock- 
holm, which  has 
nearly  1,000  dot- 
coms. Lauritz- 
son, anticipating 
fat  venture 


funding,  moves  into 
bigger  offices  and  ear- 
marks $2.5  million  for  a 
Net  trading  system. 

January,  2000  ► 

EPO  gets  $10  million 
in  financing  from  a 


syndicate  that  in- 
cludes Credit  Lyonnais 
Securities,  Banc- 
Boston  Capital  Group, 
and  Bernard  Arnault's 
Europ@web.  Lauritz- 
son plans  to  return 
for  another  round  by 
yearend. 

March,  2000  ► 

EPO  completes  its 
11th  IPO  but  is 
burning  through  cash 
at  an  average  rate 
of  nearly  $1  million 
per  month.  Lauritzson 
starts  looking  for 
potential  merger 
partners. 


II 


ki 
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ritzson  tapped  Sprangare's  contacts  for  a 
quick  $2  million  in  friends-and-family 
funding.  Money  in  hand,  he  hired  three 
suiters,  rented  office  space,  and  set  to 
work  developing  systems  for  Internet  ipos. 
Lauritzson's  vision  extended  far  be- 
yond establishing  a  successful  dot-com 


York-based  Insight  Capital  Partners.  "But 
when  these  national  markets  go  Conti- 
nental, watch  out." 

Investors  wanted  in  on  these  new  mar- 
kets. If  Europe  was  years  behind  America, 
dot-com  backers  had  a  chance  to  stake 
out  early  positions  for  the  Continent's  cy- 


Rich  markets  with  deeper  pools  of 
capital  offer  Safer  potts  in  a  storm 


company.  EPO.com,  he  believed,  was  going 
to  be  a  revolutionary  force  in  Europe — 
giving  birth  to  a  broad  equity  culture. 
European  ipos  have  long  been  cozy  af- 
fairs limited  to  select  groups  of  insiders. 
Last  year,  retail  investors  gained  access  to  a 
measly  10%  of  Europe's  $200  billion  mar- 
ket for  initial  public  offering?; — barely  one 
quarter  of  the  rate  in  the  U.  S.  And  few 
Europeans  have  a  chance  to  invest  in  ipos 
outside  their  home  markets.  This  limits 
opportunities  for  investors  and  handicaps 
European  startups.  After  all,  Silicon  Valley 
highfliers  such  as  Cisco  Systems  Inc.  and 
Yahoo!  Inc.  likely  wouldn't  have  grown 
as  rapidly  without  access  to  funds  outside 
of  California.  The  fractured  ipo  market 
boxed  in  generations  of  startups  and  "kept 
Europe  down,"  says  Roel  Pieper,  who 
oversees  the  European  operations  of  New 


ber-Gold  Rush.  It  was  just  a  question  of 
finding  the  next  Amazon.com  and  Yahoo. 
And  where  better  to  start  than  Sweden? 
The  country  had  more  Net  surfers  per 
capita  than  the  U.S.  and  was  a  leader  in 
what  looked  like  the  next  great  Internet 
frontier:  wireless.  Venture-capital  groups 
ranging  from  Japan's  Softbank  to  Bernard 
Arnault's  Europ@web  rushed  into  Stock- 
holm, showering  money  on  such  outfits 
as  boo.com,  Boxman.com,  and  a  constella- 
tion of  wireless  Web  startups. 

The  tables  had  turned.  Forget  chasing 
Sprangare's  contacts.  Lauritzson  now  was 
receiving  cold  calls  as  investors  clamored 
for  a  piece  of  epo.  In  January,  2000,  he  ac- 
cepted $10  million  in  financing  from  a 
consortium  including  Credit  Lyonnais, 
BancBoston  Capital's  venture  division, 
and  a  unit  of  Arnault's  group. 


The  key  was  to  move  quickly.  Even 
while  writing  his  thesis,  Lauritzson  knew  he 
would  need  to  set  up  investment  banking 
operations  in  all  the  major  markets.  But 
these  administrative  chores  proved  to  be 
complex  and  time-consuming.  Getting  gov- 
ernment approval  to  sell  stock  consumed 
eight  months  in  Britain  alone.  What's 
more,  he  needed  a  computer  system  to 
send  out  prospectuses,  take  orders,  and 
complete  secure  online  transactions.  "At 
this  point,  the  priority  was  speed,  mar- 
keting, and  technology,"  he  says.  Money 
was  the  least  of  his  concerns. 

Even  as  Lauritzson  raced  to  build  the 
company,  EPO  was  making  its  push  into 
Europe's  exploding  ipo  market.  In  2000, 
EPO  acquired  80,000  retail  customers — in- 
vestors eager  to  receive  online  prospectuses 
and  a  chance  to  buy  shares  of  the  up- 
starts. And  EPO,  while  it  never  became  the 
end-to-end  investment  bank  that  Lauritzson 
envisioned,  eventually  had  a  hand  in  33 
IPOs.  Toon  Bouton,  CEO  of  Swedish  re- 
cruiter Jobline  International,  recalls  meeting 
with  epo  about  an  offering  as  tech  markets 
were  plunging  in  September.  The  decline 
didn't  appear  to  faze  Lauritzson  and  his 
colleagues.  In  fact,  they  sometimes  got  so 
excited  about  the  ipo  that  Bouton  had  to 
cut  short  the  discussions.  "But  then  they 
got  back  to  earth,  they  stuck  to  the  plans 


When  the  focus  shifted  from  eyeballs  to  burn  rates.  EPO  found  itself  cash-strapped 


April,  2000  ► 

As  the  Nasdaq 
plunges,  Lauritzson 
negotiates  a  merger 
with  larger  German 
rival  VEM.  Although 
EPO  shareholders  will 
control  only  42%  of 
the  new  company, 
Lauritzson  will  run  it. 

May, 
2000  ► 

Boo.com, 
the  poster 
child  of 
_  Swedish 
■■■HJ   dot-coms, 
files  for  bankruptcy. 
Sensing  a  chill  in  Net 


stocks,  VEM  share- 
holders try  to  renego- 
tiate the  EPO  merger. 

June,  2000  ► 

EO,  a  new  rival  to 
EPO,  launches  opera- 
tions in  London.  Un- 
like Lauritzson's  com- 
pany, EO  boasts  a 
staff  of  experienced 
investment  bankers. 

July,  2000  ► 

IPOs  slow.  Concerned 
about  refinancing, 
Lauritzson  pulls  back 
on  growth  plans  and 
takes  steps  to  slow 
EPO's  cash  burn  rate. 


November, 

2OOO^EP0and 
VEM  call  off  merger, 
citing  differences  over 
strategy  and  control 
of  the  combined 
company.  Lauritzson 


is  running  out 
of  money. 

December, 

2000  ►  While  EO 
lands  $15  million  in 
fresh  financing, 
Lauritzson's  investors 
turn  down  his  requests 


for  more  cash. 
With  insolvency  only 
days  away,  EPO  sells 
itself  to  EOfor  an 
undisclosed  percent- 
age of  EO's  equity. 
Lauritzson  takes  a 
marketing  post  at  the 
combined  company. 


EPO's  IPOs 
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and  were  very  professional."  The  result: 
Jobline  raised  $83  million,  $3  million  more 
than  expected  in  a  rough  market. 

Still,  epo  barely  earned  back  a  frac- 
tion of  Lauritzson's  investment.  He  de- 
clines to  release  results,  but  sources  close 
to  the  company  say  it  was  on  track  for 
revenues  in  the  low  millions,  mostly  from 
customer  commissions.  What  business  epo 
had  was  largely  in  its  Nordic  stronghold. 

Competition  was  growing  in  burlier 
markets  to  the  south.  Racing  ahead  in  Ger- 
many was  vem — a  German  acronym  for 
"Virtual  Offering  Firm."  It  was  handling  re- 
tail offerings  for  dozens  of  companies  list- 
ing in  the  Neuer  Markt,  Europe's  hottest 
bourse  at  the  time.  America's  Wit  Capital, 
Lauritzson's  original  inspiration,  also  was 
planning  a  push  into  Europe.  And  invest- 
ment banks  such  as  Goldman  Sachs  and 
Merrill  Lynch  were  exploring  partnerships 
for  selling  IPOs  to  Europe's  online  investors. 
Although  the  online  ipo  market  reached 
only  $500  million  in  2000,  or  0.25%  of 
Europe's  offerings,  "it  was  in  everybody's 
plans,"  says  a  banker  at  Goldman. 

Lauritzson  moved  into  large,  high- 
ceilinged  quarters  at  Riddargatan  17,  a 
former  optics  factory  in  downtown  Stock- 
holm. He  hired  Andersen  Consulting,  now 
Accenture,  to  build  his  Internet  exchange 
system.  Andersen  put  a  20-person  team  on 
the  job,  creating  a  system  that  could  easi- 
ly handle  the  kind  of  business  volumes 
Lauritzson  dreamed  of.  But  the  work  cost 
EPO  a  precious  $2.5  million.  "If  we  had 
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that  money,  we  could  have  moved  into 
Spain,"  Lauritzson  says. 

Early  on,  his  plan  was  to  enter  all  the 
key  markets  within  a  year.  This  turned 
Lauritzson  into  a  dot-com  nomad.  At 
least  once  a  week,  he  would  wake  at  3:30 
a.m.,  catch  a  predawn  flight  from  Stock- 
holm to  London,  work  a  marathon  day  in 
Britain,  and  return  to  Sweden  at  2  a.m. 
He  made  similar  treks  to  France,  Italy, 
and  Spain — and  gained  20  pounds  from 
eating  junk  food  on  the  run. 

White  hot.  His  biggest  challenge  was 
Germany,  Europe's  leading  market.  With- 
out a  powerful  position  there,  he  had  lit- 
tle hope  of  prevailing  as  Europe's  online 
IPO  heavyweight.  He  decided  that  he 
lacked  the  time  to  build  German  opera- 
tions from  scratch  and  pushed  instead 
to  merge  with  market  leader  vem.  Last 
March,  Lauritzson  flew  to  Munich  and  sat 
down  for  talks  with  31 -year-old  Andy 
Beyer,  who  had  founded  vem  just  as  Lau- 
ritzson was  launching  EPO. 

Fueled  by  the  white-hot  Neuer  Markt, 
Beyer  was  on  track  to  earn  revenues  of 


$3.2  million  in  2000,  and  had  built  his 
company  into  a  larger  operation  than  epo. 
Lauritzson  convinced  Beyer  that  EPO  need- 
ed Germany  and  that  vkm  couldn't  last 
long  without  the  rest  of  Europe.  On  Apr.  18, 
the  two  announced  a  merger  agreement. 
Surprisingly,  it  would  leave  Lauritzson  as 
ceo,  though  epo  shareholders  would  control 
only  42%  of  the  combined  company,  vem 
consented  to  the  arrangement  when  epo's 
prospects  looked  rosy,  but  Beyer's  board 
soon  had  misgivings.  "It  was  the  issue  of 
who  would  be  in  control,"  Beyer  says. 

That  issue  loomed  larger  as  the  Inter- 
net economy  started  to  swoon.  The  first 
warning  sign  on  the  Continent  came  from 
boo.com,  which  had  spent  lavishly  to  be- 
come the  most  recognizable  dot-com 
brand  in  Europe.  After  burning  through 
$120  million  in  16  months,  boo.com  on 
May  17  declared  bankruptcy.  At  that  point, 
the  equation  turned.  Money  mattered 
again,  and  dot-coms  shifted  their  focus 
from  eyeballs  to  burn  rates.  Equally  wor- 
risome, a  tumble  in  the  markets  threat- 
ened to  reduce  the  flood  of  IPOs  to  a 
trickle,  slamming  epo's  revenue.  Lauritzson 


Wising  Up 

Four  lessons  from  EPO's  demise 


F 


BORDERS  STILL  COUNT 

The  hope  was  that  Net  startups  could  reach  across  frontiers,  turning 
the  Continent  into  a  megamarket  like  the  U.  S.  Instead,  in  each  coun- 
try, EPO  had  to  open  a  local  office,  establish  relations  with  banks  and 
brokers,  and  apply  for  permits — a  process  that  took  eight  months  in 
Britain  alone. 


BIG  MARKETS  TRUMP  SMALL  TECH  HOTBEDS 

EPO  set  up  shop  in  ultra-wired  Sweden,  hoping  to  leverage  its 
success  there  to  the  rest  of  Europe.  But  latecomer  rivals  in  bigger 
markets  grew  faster  on  larger  volumes  of  business. 


WATCH  THAT  TECH  SPENDING 


EPO  spent  $2.5  million  to  build  a  computer  system  that  could 
support  a  Continent  of  frenzied  trading.  Later  that  money  would 
be  needed  to  keep  the  company  going.  EPO  says  it  should  have 
devoted  more  of  its  resources  to  adding  sales. 


don't  spit  at  the  giants 

EPO  set  out  to  form  an  end-to-end  Internet  investment  bank.  This 
pitted  it  against  powerful  banks  for  IPOs  and  retail  customers.  EPO 
soon  realized  that  alliances  with  these  giants,  rather  than 
competition,  were  the  key  to  sales  growth. 


"A  global  B2B  exchange  chose  to  work  with  us  because  of  our  integrated 
approach.  We  didn't  just  bring  technological  know-how  to  the  table:  we  helped 
them  tighten  up  their  business  model,  then  build  the  model  and  obtain  the 
funding  they  needed." 


—  Steve  Wagner.  e-Business  Services 


For  e-business  services 

the  answer  is  the  people  of  Deloitte  &  Touche 
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rushed  to  cut  expenses,  pulling  back  from 
Spain  and  slowing  down  in  France. 

Meanwhile,  a  deep-pocketed  rival  was 
taking  shape  in  London  in  a  glass-walled  of- 
fice just  half  a  block  from  Piccadilly  Circus. 
There,  a  group  of  seasoned  investment 
bankers  became  the  nucleus  of  EO.  The 
group  was  led  by  John  St.  John,  a  former 
co-head  of  global  equities  at  Lehman  Broth- 
ers, along  with  colleagues  from  Dresdner 
Kleinwort  Wasserstein,  Morgan  Stanley,  and 
bnp  Paribas.  When  eo  opened  its  doors  on 
June  1,  its  bash  drew  a  Who's  Who  of 
British  finance  and  politics,  including  then- 
Cabinet  member  Peter  Mandelson. 

While  Lauritzson  was  attempting  to 
build  an  empire  on  vision  and  technology, 
EO  benefited  from  stronger  links  to  money. 
In  addition  to  its  web  of  connections  and 
friendships  in  Lon- 
don's financial  dis- 


British  company  received  backing  from 
venture  capitalists  NewMedia  Spark  pic, 
Lodged  in  the  same  building.  Spark  was 
heading  into  the  downturn  with  a  com- 
fortable $100  million  in  cash.  And  the  vc 
group  knew  a  bit  about  the  electronic  ipo 
market.  It  had  offered  funding  to  Lauritz- 
son in  1999 — but  he  already  was  negoti- 
ating with  others.  "I  didn't  need  it  at  the 
time,"  Lauritzson  says. 

Money  talks.  St.  John,  who  jumped 
from  Lehman  Bros,  to  eo  in  the  spring  of 
2000,  could  see  that  investors  already  were 
fleeing  from  business-to-consumer  dot- 
coms. He  carefully  steered  in  the  other 
direction.  Instead  of  becoming  an  online 
investment  bank,  threatening  to  snatch 
customers  and  deals  from  the  incum- 
bents, EO  would  simply  sell  a  service:  It 
was  to  be  an  online  bridge  between  in- 
vestment banks  and  retail  brokers.  Within 


Born:  June  26, 
1974,  in  Helsing- 
borg,  Sweden. 

Education: 

Masters  of  inter- 
national finance 

and  business,  Stockholm  School  of 

Economics,  1998. 

Early  Ambition:  At  age  9,  found- 
ed Can  Co.,  a  neighborhood  recy- 
cling venture.  He  sold  stock  to 
neighbors,  holding  shareholder 
meetings  at  his  kitchen  table.  As  a 
high-schooler,  he  imported  rain  pon- 
chos from  China  for  two  years  but 
lost  a  big  chunk  of  his  profits  when 
a  shipment  went  missing  in  a 
Shanghai  warehouse. 

DNA:  May  have  gotten  the  entre- 
preneurial bug  from  his  grandfa- 
ther, Tore  Lauritzson,  the  first  to  im- 
port hamburgers  into  Sweden  and 
the  founder  of  refrigerated  truck- 
ing company  Frigo  Scandia. 

Career:  While  studying,  he  put  in 
stints  as  a  financial  journalist,  an  in- 
tern at  Goldman  Sachs,  an  assistant 


brand  manager  at  Procter  &  Gam- 
ble, and  a  consultant  at  A.T.  Kear- 
ney. Launched  EPO.com  in  1998,  with 
$2  million  in  backing  from  angel  in- 
vestors. After  running  low  on  cash, 
sold  it  to  rival  EO  in  December,  2000. 

Current  job:  EO  marketing  chief. 
Given  his  entrepreneurial  bent, 
friends  and  colleagues  don't  ex- 
pect him  to  remain  for  long,  but 
he's  mum  on  his  plans. 

Style:  Straitlaced  and  focused. 
Lauritzson  wore  a  coat  and  tie  to 
university  classes,  when  most  oth- 
ers dressed  in  jeans. 

R&R:  Prefers  the  exotic.  Last  March, 
while  tech  markets  were  diving,  he 
and  nine  friends  did  the  same  from 
a  boat  off  the  coast  of  Burma.  This 
year,  he's  planning  a  trek  through 
the  Amazon  rain  forest. 

Commute:  In  tumultuous  2000, 
he  lived  on  snacks  and  gained  20 
pounds.  He  now  walks  the  40  min- 
utes from  his  apartment  in  London's 
Notting  Hill  to  EO's  Soho  offices  to 
eliminate  last  year's  excesses. 


months,  St.  John's  bet  seemed  to  pay  oft 
as  EO  signed  partnerships  with  ubs  War- 
burg, Barclays  Bank,  and  Charles  Schwab. 

Lauritzson  now  says  that  his  new  col- 
leagues overstate  the  contrast  between 
their  model  and  his.  "It  was  more  a  dif- 
ference in  marketing,"  he  says.  F.o's  far 
bigger  advantage  boiled  down  to  cash — 
something  St.  John  doesn't  contest.  EC 
was  swimming  in  it;  Lauritzson  wasn't 
even  wading.  In  November,  after  months 
of  haggling,  vem  in  Munich  called  off  the 
merger  with  EPO.  The  two  companies,  it 
now  seems  clear,  had  radically  different 
views  of  the  deal,  vem's  Beyer  regarded  it 
all  along  as  a  takeover  by  the  German 
company — one  in  which  the  Swedes  re- 
fused to  cede  control.  EPO  board  member 
Sprangare  says  the  company  wasted  pre- 
cious time  trying  to  patch  differences  thai 
were  irreconcilable.  The  breakup  spookec 
Lauritzson's  venture  investors,  who  aban- 
doned him  in  December  with  only  a  few 
days  of  funding  left.  This  news  travelec 
fast  to  the  glass  house  in  London,  where 
eo  had  just  received  a  fresh  $15  million  in 
funding  from  its  backers — enough  to  car- 
ry it  for  18  months. 

Except  for  money,  Lauritzson  hac 
nearly  everything  eo  lacked:  organization, 
government  permits,  thousands  of  cus- 
tomers, and  a  $2.5  million  trading  system. 
But  without  investor  support,  his  negoti- 
ating position  was  weak.  "We  offered  him 
what  we  thought  was  a  fair  price,"  St. 
John  says  with  a  smile,  "and  he  accepted." 
The  terms  of  the  stock-for-stock  deal  are 
confidential,  but  sources  close  to  EO  say 
that  Lauritzson  and  fellow  epo  investors 
are  left  with  only  a  sliver  of  eo. 

Don't  cry  for  Lauritzson.  He  holds 
shares  in  EO,  which  he  expects  will  pay  off 
richly  when  Europe's  IPO  market  recovers. 
And  he  admits  he's  already  mulling  new 
plans,  probably  still  focused  on  finance  and 
the  Internet,  but  this  time  launched  from 
London.  This  Swede,  after  all,  is  a  serial 
entrepreneur.  That's  a  new  breed  in  Eu- 
rope. And  like  the  rest  of  his  class,  Lauritz- 
son is  emerging  smarter  than  ever  from 
the  dot-com  crash — and  battle-hardened 
too.  He'll  be  back. 

Contributing.  Ariane  Sains  m 
Stockholm  and  Emilie  km^  in  Paris 


e.biz  online 
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With  remote  users  accessing  the  corporate  network  via  broadband  VPN  connections,  your  network  may 
be  more  vulnerable  than  ever.  A  hacker  could  attack  a  user's  PC  and  hijack  an  otherwise  "secure"  VPN  session 
to  gain  unauthorized  network  access.  Check  Point's  VPN-19  SecureClient"'  provides  always-on  security  for  both 
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A  Web  Hotshot 


Razorfish  made  Jeff  Dachis  a  star. 

Can  his  new  outlook  save  the  company? 


N   THE   MONDAY   IN   EARLY   FEBRUARY   WHEN 

Internet  consultant  Razorfish  Inc.  announced  it 
was  firing  some  400  people,  or  about  20%  of  its 
staff,  the  bulletin  board  on  Web  site  F— ked- 
Company.com  went  wild.  The  site  cultivates  a 
special  kind  of  schadenfreude,  encouraging  visitors 
to  place  bets  on  which  unlucky  dot-com  will  be 
the  next  to  fire  employees  or  go  under.  Visitors 
rarely  hold  back  when  it  comes  to  criticizing  the 

bosses  of  these  companies.  But  the  comments  directed  at  Ra- 
zorfish and  Chief  Executive  and  Chairman  Jeff  Dachis  hit  a 
whole  new  level  of  vitriol.  Within  hours,  there  were  400  postings 
about  Razorfish— many  of  them  quite  nasty.  A  sampling:  "Die, 
die,  die!,"  and  "So  long,  Rottenflounder,"  and  "We  all  like  to  see 
bulls — ers  put  in  their  place." 

What  is  it  about  Dachis  that  provokes  such  abuse?  In  a  word: 
Arrogance.  In  interviews  and  speeches,  Dachis  smugly  proclaimed 
that  his  company  was  superior  to  its  Old  Guard  competition  be- 
cause it  was  created  with  a  New  Economy  mindset.  After  Razor- 
fish went  public  in  1999,  valuing  his  stake  at  $77  million,  he 
claimed  he  was  worth  every  penny  even  though  Razorfish  only 
had  $15  million  in  revenues  that  quarter.  "There  are  sheep  and 
there  are  shepherds,  and  I  fancy  myself  to  be  the  latter,"  he  told 
The  New  York  Times. 

Indeed,  Dachis  was  something  of  a  Ken  Kesey  for  the  Net 
generation.  Kesey,  the  hippie  novelist  who  came  to  fame  in 
the  1960s,  drove  around  the  country  with  his  band  of  Merry 
Pranksters  in  a  bus  painted  with  psychedelic  designs.  He  served 
up  LSD-laced  Kool-Aid  and  declared  that  people  were  "on  the 
bus"  or  "off  the  bus"  depending  on  whether  they  drank  it. 
Dachis'  vehicle  of  choice  is  a  Ducati  Monster  motorcycle.  In  his 
worldview,  people  were  either  "in"  or  "out"  based  on  how 
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thoroughly  they  swallowed  the  New  Econ- 
omy creed.  Those  who  understood  that 
"everything  that  can  be  digital  will  be" 
digital  were  with  it,  and  everybody  else 
was  hopelessly  behind  the  times. 

Among  the  host  of  young,  cocky  CEOs 
of  upstart  Net  companies  that  sprouted  in 
the  mid-1990s,  Dachis  was  arguably  the 
cockiest  of  them  all.  And  his  comeup- 
pance holds  lessons  for  young  would-be 
entrepreneurs.  Just  because  you're  smart 
and  trendy,  doesn't  mean  you're  going  to 
succeed  in  business.  "A  lol  of  people  ilon'l 


© 


HEATHER  GREEN 


Learns  Humility 


realize  how  hard  it  is  to  be  an  entrepre- 
neur. Most  people  just  aren't  cut  out  for 
it,"  says  Internet  analyst  Mary  Meeker  of 
Morgan  Stanley. 

Now,  Dachis  is  paying  the  price  for 
his  hubris.  Talk  to  him  today,  and  you'll 
meet  a  chastened  34-year-old.  He  has 
learned  new  ways:  Don't  be  preachy,  lis- 
ten to  your  elders,  and  run  a  company 
like  something  bad  is  about  to  happen. 
I  He  says  his  new  mantra  is:  "Be  humble 
because  in  success,  humility  will  win, 
and  in  failure,  humility  will  win."  These 


days,  Dachis  is  focusing  on  just  one 
thing — turning  his  company  around.'Tt 
will  be  painful  for  most  of  the  companies 
in  the  space  of  a  year,"  he  says.  "It's 
heads  down,  think,  focus,  and  don't  let 
the  noise  get  to  you." 

Dachis'  fortunes  rose  and  fell  with 
shocking  speed.  At  its  zenith  a  year  ago, 
the  company  that  Dachis  and  pal  Craig 
Kanarick  started  in  1995  was  perched  at 
the  top  of  the  Web  consulting  world.  It 
was  one  of  the  so-called  Fast  Five,  a  group 
of  young  consultancies — including  Viant, 


Dachis:  "It's  heads  down,  think,  focus,  and 
don't  let  the  noise  get  to  you" 


Scient,  ixl  Enterprise,  and  marchHRST — 
that  caught  the  first  wave  of  the  Internet. 
These  companies  promised  to  deliver  what 
Corporate  America  needed  to  avoid  get- 
ting bumped  off  by  their  dot-com  com- 
petitors— the  ability  to  build  Web  sites 
quickly  for  everything  from  e-commerce 
to  managing  networks  of  suppliers.  At 
first,  there  was  so  much  demand  that  Ra- 
zorfish  figured  it  only  needed  a  tiny  sales- 
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force.  The  company  signed  up  high-cachet 
clients,  from  Charles  Schwab  to  Ford  Mo- 
tor to  C  iiorgio  Armani.  When  Razorfish's 
stock  hit  its  peak  of  $57  last  February, 
its  market  cap  was  $5.6  billion. 

Its  sharp  decline  started  with  the  dot- 
com stock  meltdown  last  spring.  Upstarts 
suddenly  posed  less  of  a  threat  to  estab- 
lished corporations — releasing  some  of  the 
pressure  on  them  to  get  with  the  Net.  At 
the  same  time,  traditional  consultants  such 
as  IBM  Global  Services  and  EDS  started  to 
focus  their  sights  on  e-business.  Thanks  to 
their  armies  of  consultants  and  long-stand- 
ing relationships  with  corporations,  they 
began  winning  over  the  blue-chip  cus- 
tomers. Then  came  the  economic  slow- 
down, with  its  resulting  delays  and 
canceled  orders. 

Busy,  busy.  The  consequences  for  Ra- 
zorfish  and  Dachis  have  been  disastrous. 
For  the  quarter  ended  Dec.  31,  its  rev- 
enues were  $50.1  million,  a  5%  decrease 
from  a  year  earlier.  It  suffered  a  net  loss  of 
$19.8  million — compared  with  a  profit 
of  $5.8  million  the  previous  year.  The 
stock  is  trading  at  about  $1  per  share. 

To     save 
Razor  fish, 


Dachis  is  moving  fast.  He's  cutting  $70 
million  this  year  in  expenses  through  lay- 
offs— which  total  550.  He's  setting  up  a 
system  to  track  ongoing  projects  more 
closely.  To  boost  quality,  he  holds  each 
of  the  company's  top  executives  responsi- 
ble for  three  or  four  clients.  He  junked  a 
customer-satisfaction  survey  that  went  out 
by  mail  every  six  months  and  is  replacing 


poster  child  for  a  company  that's  not  do- 
ing well,  and  that  has  to  impact  their 
ability  to  bring  in  new  business." 

It  has  been  quite  a  comedown  for  the 
flamboyant  Dachis.  This  is  a  guy  who 
loves  Prada  suits,  avant-garde  art,  and 
Soho's  chic  downtown  scene  of  hard-to- 
get-into  restaurants.  He  produces  indie 
films  with  the  likes  of  musician  Michael 


Dachis  is  cutting  $70  million  this  year 

in  expenses  through  some  550  layoffs 


it  with  a  Web  version  that  polls  customers 
weekly — providing  instant  feedback. 
While  analysts  applaud  these  moves, 
they  aren't  optimistic  that  Dachis  will 
manage  a  turnaround.  The  company's 
cash  is  dwindling,  even  with  the  cost  cuts. 
During  the  fourth  quarter,  cash  decreased 
by  $33  million,  to  $51  million,  and  the 
company  is  expected  to  spend  about  $20 
million  this  quarter.  Unless  business  picks 
up,  that  will  only  carry  it  through  the 
third  quarter.  Meanwhile,  large  consul- 
tancies are  landing  most  of  the  deals  with 
corporations.  "It's  hard  to  know  if  this 
is  too  little,  too  late,"  says  analyst  Steve 
Birer  of  Robertson  Stephens.  "They're  a 


Stipe,  the  front  man  for  REM.  Besides  run- 
ning Razorfish,  Dachis  is  co-owner  of  a 
Lower  East  Side  bar  called  the  Slipper 
Room,  and  he  runs  a  Razorfish  offshoot 
called  RSUB.com,  for  Razorfish  Subnet- 
work, a  Web  site  featuring  hip  music,  art, 
and  animations. 

Considering  his  family,  it's  no  wonder 
Dachis  has  his  fingers  in  so  many  pies. 
He  grew  up  in  suburban  Minneapolis, 
the  last  of  seven  children — all  of  whom 
have  owned  businesses  or  worked  for 
themselves.  His  father,  David,  was  an 
insurance  salesman.  The  entrepreneurial 
gene  comes  from  mom,  Anne,  who  held 
a  variety  of  jobs,  ranging  from  work- 
ing in  a  bridal  shop  to  running  a  land- 


Jeffrey  Adam  Dachis 


Born:  Nov.  20,  1966,  Min- 
neapolis, Minn. 

Education:  State  University 
of  New  York  at  Purchase,  B.A. 
in  dance  and  dramatic  literature,  1988.  M.A.  in  per- 
forming arts  administration  from  New  York  University, 
1992.  "I  wanted  to  be  the  owner  of  the  theater  chain, 
as  opposed  to  one  star  on  one  single  stage,"  he  says. 

Career:  During  grad  school,  he  ran  a  guerrilla  mar- 
keting company,  In  Your  Face,  planning  beer  campaigns 
such  as  "Molson  Girls,"  where  he  set  up  beach  volley- 
ball games.  After  grad  school,  he  returned  to  Min- 
neapolis to  help  run  his  eldest  brother's  company, 
Game  Financial,  a  casino  payment  services  outfit. 
After  about  a  year,  he  quit  and  moved  to  New  York 
City,  where  he  hooked  up  with  childhood  friend  Craig 
Kanarick.  In  January,  1995,  they  launched  Razorfish  to 
provide  Web  site  design  services. 

His  artistic  side:  In  high  school,  he  deejayed  a  radio 
show,  produced  TV  segments  for  the  school  stations, 


took  photos  for  the  yearbook,  ran  the  literary  magazine, 
and  acted  in  30  plays  and  musicals.  His  favorite  role  was 
Riff,  leader  of  the  Jets  gang  from  West  Side  Story.  "I  got 
to  do  some  very  cool  switchblade  dancing,"  he  says. 

Sideshows:  Dachis  heads  an  entertainment  Web  site 
called  RSUB.com  (for  Razorfish  Subnetwork)  that  pub- 
lishes often-raunchy  animated  features  such  as  Central 
Toilet.  He  also  runs  a  bar,  The  Slipper  Room,  in  New  York 
City  with  Kanarick. 

Family:  Unmarried.  Last  of  seven  children  (six  boys,  one 
girl),  all  of  whom  have  started  their  own  businesses  at  one 
time  or  another — including  a  tanning  salon  and  a  real 
estate  agency.  Father  was  an  insurance  salesman,  while  his 
mother  held  a  variety  of  jobs,  including  running  a  land- 
scaping business. 

Hobbies:  Snowboarding,  skiing,  mountain  biking,  mo- 
torcycling. Favorite  movie  of  the  moment:  Fight  Club, 
for  the  way  the  dual  personality  of  the  main  character 
was  unveiled. 
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f\J  Being  the  best  in  your  business,  you've  already 
got  enough  excitement  without  surprises  from  your 
information  systems.  So  Fujitsu  Technology  Solutions 
has  designed  robust  open  systems  solutions  that  you  can 
trust.  Our  enterprise-class  PRIMEPOWER,  Solaris™ 
SPARC'-compliant,  Web-enabling  servers  and  storage 
systems  deliver  industry-leading  flexibility,  resilience, 
reliability,  and  availability.  As  well  as  the  peace  of  mind 
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U  TEGHNOIjOGY  solutions 
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that  comes  from  a  low  total  cost  of  ownership.  Our  data 
center  perspective  shows  in  the  quality  of  our  products 
and  solutions.  With  innovative  architecture,  hot-swap 
components,  and  built-in  SANs,  you'll  feel  totally  at 
ease.  Our  powerful  servers  and  storage  systems  are 
the  engine  that  can  power  today's  e-business  boom. 
Count  on  it.  Enjoy  the  advantages.  And  learn  to  trust. 


Fujrrsu 


THE     POSSIBILITIES     ARE     INFINITE 


FUJITSU  TECHNOLOGY   SOLUTIONS 

SUNNYVALE,  CA  1 -877-805  3844 

www.fulltsu-lechnolsgy.ceni 


PRIMEPOWER  is  a  registered  trademark  of  Fu;  tsu  Limited  Solans  s  a  traderork  of  Sun  Mec  I .  I 
registered  trademark  of  SPARC  Internationa,  Inc  Products  Oeanng  the  SPARC  trademark  are  based  on  tr  t 
developed  by  Sun  Microsystems.  Inc.  0  2000  Fujitsu  Tecrvioiojy  SoMons.  fnc  Al  tffn 
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Today  there  are  more  users,  more  data,  more  devices 
and  more  bandwidth.  And  tomorrow  there  will  be  expo- 
nentially more  of  all  of  them.  We  call  this  the  Net  Effect 
and  it  is  revolutionizing  our  industry,  along  with  every 
other  industry  the  Internet  has  touched.  That's  because 
the  Net  Effect  is  way  more  than  just  dot-comming 
processes.  It  is  radically  altering  the  economics  of  the 
network,  creating  incredible  new  opportunities  for  every 
kind  of  business.  To  keep  up,  your  net  infrastructure 
must  provide  an  easily  "integratable"  environment  for 
your  hardware,  software  and  services.  What  once  was 
designed  for  thousands,  or  even  hundreds  of  thou- 
sands, of  users  will  need  to  be  ready  for  millions. That's 
why  Sun  offers  the  most  complete,  most  reliable, 
most  scalable  infrastructure  products.  .. 

Products  that  are  over-engineered  to 
provide  new  levels  of  performance. 
Products  that  are,  in  short,  nth  ready.         ready 
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Global  Trading  Web 


IF  A  SINGLE  E-MARKETPLACE 

IS  GOOD  FOR  BUSINESS,  SEVERAL 

HUNDRED  ARE  EVEN  BETTER. 


ats  the  basic  idea  behind  the  Global 

Trading  Web™  an  open  network  - 

astronomical  proportions  that  li. 

e-marketplaces  from  every  indu 

and  platform  together  into  one.  1 

was  our  vision  from  the  beginning.  After 

all,  if  e-marketplaces  exist  to  let  buyers 

and  sellers  collaborate  and  conduct 

h-volume  transactions,  why  not 

-marketplaces  collaborate  too?  A 

crank  the  volume  to  the  max.  To  fi 

out  more  about  the  Global  Trading  W( 

visitcommerceone.com/emarketplac 

or  call  877-261-85 
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scaping  business — all  while  raising  the 
kids.  "She  is  an  incredibly  giving  person 
with  this  reservoir  of  energy,"  says 
1  )achis,  who  calls  his  mother  every  time 
he  takes  off  and  returns  from  a  business 


to  be  the  boss  again.  He  hooked  up  in 
1994  with  Kanarick,  an  MIT-trained  pro- 
grammer who  introduced  him  to  the 
emerging  Web.  Dachis  immediately  saw 
that  money  could  be  made  by  designing 
Web  sites  for  dot-coms  and  estab- 
lished corporations.  It  took  him 
only  a  few  weeks  to  learn  the  ba- 
sics of  Web  site  design.  The  duo 
landed  their  first  gig  designing 
Time  Warner  Inc.'s  Pathfinder  site. 
It  was  easy  to  get  swept  away. 
Downtown  New  York  was  full  of 
smart,  young,  artistic  types  who 
"got"  the  Net.  "The  arrogance  was 
unbelievable,"  says  Mike  Golden,  a 


thing,"  says  an  executive  who  works  at 
Instyle.com,  a  former  Razorfish  customer. 
"The  way  they  spoke  to  us.  The  way 
meetings  were  conducted.  It  made  me 
wonder  who  was  working  for  who." 

Dachis  is  no  pushover  in  the  board- 
room, either.  He  butted  heads  with  direc- 
tors over  his  reluctance  to  spread  stock 
options  evenly  throughout  the  staff.  "He 
doesn't  like  to  have  this  sense  of  authority 
over  him,"  says  Kjell  Nordstrom,  a  former 
board  member,  who  left  in  frustration  last 
year  when  his  venture  capital  firm,  Spray 
Ventures,  sold  part  of  its  stake  in  Razorfish.  , 

During  a  recent  lunch  at  the  Soho 
Grand  Hotel,  two  blocks  from  Razorfish's 


"It's  hard  to  know  whether 

this  is  too  little,  too  late" 


trip — just  so  she'll  know  he's  okay. 

With  mom  as  his  role  model,  Dachis 
was  all  business  in  high  school.  He  was 
head  of  the  literary  magazine,  captain  of 
the  track  team,  the  yearbook's  photo  edi- 
tor and  business  manager,  and  an  actor  in 
about  30  plays  and  musicals.  To  make 
money,  he  bought  and  sold  used  cars 
with  his  brothers  and  scalped  tickets  at 
University  of  Minnesota  football  games. 

Dachis  always  liked  to  be  his  own  boss. 
While  studying  for  a  master's  degree  in 
performing  arts  administration  at  New 
York  University,  he  started  a  tiny  market- 
ing outfit  that  handled  grassroots  pro- 
motional events.  One  example:  a  "Molson 
Girl"  campaign  where  attractive  women 
promoted  the  beer  during  beach  volleyball 
tournaments.  Although  Dachis  was  lured 
back  to  Minnesota  to  help  run  his  broth- 
er Gary's  company,  which  provided  cash- 
advance  services  for  casinos,  he  lasted  less 
than  a  year.  He  bridled  at  his  brother's  su- 
pervision. "It  has  been  hard  for  us  to 
work  for  other  people,"  says  Gary  Dachis. 
"We  like  to  do  what  we  like  to  do." 

Back  in  New  York,  Dachis  found  a  way 
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former  executive  at  Organic  Inc.,  a 
Razorfish  competitor.  "We  took 
ourselves  way  too  seriously  and 
Jeff  was  one  of  the  ones  who  took 
himself  the  most  seriously." 

From  the  start,  Dachis  tried  to 
make  Razorfish  unique.  He  tire- 
lessly promoted  himself  and  his 
company — inviting  journalists  and 
clients  through  the  downtown  of- 
fices, which  were  outfitted  with  brushed- 
steel  tables,  white,  red,  and  purple  couches, 
and  Japanese-style  partitions.  He  encour- 
aged employees  to  "Be  the  brand,"  mean- 
ing be  cutting-edge,  individualistic,  creative. 
At  Razorfish,  employees  were  called  "Fish," 
and  the  internal  computer  network  was 
called  "Mom." 

To  boost  growth,  Dachis  bought  other 
companies  at  a  ferocious  pace.  In  three 
years,  he  snapped  up  more  than  a  dozen 
companies,  creating  a  small  empire  of  15 
offices  in  nine  countries.  He  took  the  com- 
pany public  in  April,  1999,  to  use  the  stock 
for  acquisitions.  Problem  was,  hypergrowth 
led  to  quality-control  problems.  Razorfish's 
highest-profile  snafu  was  its  work  for  talent- 
promotion  site  lAM.com.  The  startup,  which 
has  since  gone  out  of  business,  filed  suit  last 
July  accusing  Razorfish  of  designing  a  site 
that  was  "flawed  by  grave  technical  and 
navigational  problems."  In  a  countersuit, 
Razorfish  said  iAM.com  simply  didn't  want 
to  pay  because  of  its  financial  difficulties. 
Even  when  his  work  wasn't  questioned 
by  clients,  they  sometimes  recoiled  at  his 
know-it-all  manner.  "It  was  an  attitude 


headquarters  on  Mercer  Street,  Dachis  ad- 
mits he  has  done  plenty  to  set  himself 
up  for  the  personal  and  professional  crit- 
icism. If  he  had  to  do  it  over  again,  Dachis 
says  he  would  still  have  made  the  acqui- 
sitions, but  he  would  have  cut  staff  at  the 
time  of  the  purchases,  rather  than  holding 
on  to  employees  to  meet  anticipated  de- 
mand. Arrogance?  He'd  nix  that. 

Homebody?  He's  spending  more  time 
on  the  road  these  days — trying  to  patch 
things  up  with  customers.  And,  when  he's 
in  New  York,  he  tends  to  hang  around 
home,  a  modest,  one-bedroom  apartment 
in  Soho  where  he  has  lived  since  1994. 
Unmarried,  he  likes  watching  DVD  movies 
with  his  dog,  Sophie,  a  weimaraner.  In 
spite  of  Dachis'  reversals  of  fortune,  he 
was  recently  named  as  one  of  the  Net's 
most  eligible  bachelors  by  the  Web  site 
Women.com.  He  told  the  site  he's  looking 
for  a  "sexy"  woman  who's  an  "independ- 
ent thinker." 

While  Razorfish's  torments  are  stressful, 
Dachis  says  the  end  of  the  Hype  Era  ac- 
tually makes  him  feel  good.  He  claims  to 
be  sleeping  well  for  the  first  time  in  years. 
He  has  never  sold  a  share  of  Razorfish 
stock  and  remains  convinced  that  the 
company  will  prevail.  We'll  know  in  a  few 
months  if  he's  right — or  whether  he's  still 
drinking  too  much  of  his  own  Kool-Aid.  * 
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For  a  O&A  with  Razorfish's  Jeff  Dachis, 
go  to  ebiz.businessweek.com. 


We  thought  about  listing 

our  most  successful  e-business  customers. 

But  Forbes  and  Fortune  beat  us  to  it. 


Over  8,000  of  the  world's  most  successful  e-businesses 
have  chosen  the  BEA  WebLogic®  E-Business  Platform!" 


BEA's  customers  include: 


BEA  is  the  platform  of  choice  because: 


100%  of  the  Fortune  Global  500 
Telecommunications  Companies 

100%  of  the  Fortune  Global  500 
Computer/Office  Equipment 

Manufacturers 

100%  of  the  Fortune  Global  500 
Financial  Securities  and  Diversified 
Financial  Companies 

100%  of  the  Fortune  500  Pharmaceutical 
Companies 

The  majority  of  the  Fortune  Global  500 
Airline  and  Delivery  Services,  as  well 
as  Aerospace  and  Healthcare 
Companies 


•  The  BEA  WebLogic®  E-Business 
Platform "  is  built  on  BEA  WebLogic® 
Server,  the  industry's  number  one 
Java  application  server 

•  BEA  is  the  de  facto  standard  for  over 
1,200  of  the  world's  leading  Sis,  ISVs, 
and  ASPs 

•  Business  Week  named  BEA  the 
Number  One  Technology  Company  with 
the  highest  shareholder  return:  884% 
(June  2000) 

•  BEA  is  one  of  the  ten  most  highly  valued 
software  companies  in  the  world 

•  We've  had  20  straight  quarters  of 
record  revenue 


The  majority  of  Forbes  Super  100, 
Fortune  Global  500,  Fortune  e-50 
and  Business  2.0  100  lists 


Maybe  it's  time  to  get  your  company 
on  the  most  powerful  list  in  e-business. 
Ours.  Visit  us  at  www.bea.com. 
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How  business  becomes  e-business!" 
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JACK  EWING 


How  Siemens  is  using  knowledge 
management  to  pool  the  expertise 
of  all  its  workers 


& 


I  n  July,  1999,  about  60  managers  in 
Siemens*  telecommunications  division 
were  deposited  on  the  shores  of  Lake 
Starnberger,  12  miles  south  of  Munich, 
and  told  to  build  rafts.  All  they  had  to 
work  with  were  steel  drums,  logs,  pon- 
toons, and  some  rope.  Another  catch: 
No  talking.  The  managers,  who  gath- 
ered from  offices  around  the  world,  could  only 
scribble  messages  and  diagrams  on  a  flip  chart. 
For  the  better  part  of  a  day,  it  was  knowledge- 
sharing  at  its  most  basic.  Yet  the  group  managed 
to  put  together  a  small  fleet  of  rafts,  which  they 
paddled  about  triumphantly  on  the 
placid  waters  of  the  lake. 
Okay,  Survivor  it  ain't.  But  the  ex- 
ercise has  its  own  can-do  les- 
sons for  companies  trying  to 
find  a  competitive  edge  in  a  slow- 
ing economy.  The  raft  confab  showed  managers 
just  how  vital  sharing  information  can  be.  It  was 
organized  by  Joachim  Doring,  a  Siemens  vice- 
president  in  charge  of  creating  a  high-tech 
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Doring: 

Using  the  Net 

to  tear  down 

all  the  walls 
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solution  to  the  age-old  problem  of  getting 
employees  to  stop  hoarding  their  knowhow. 
His  grand  plan:  Use  the  Internet  to  spread 
the  knowledge  of  461,000  co-workers 
around  the  globe  so  that  people  could  build 
off  one  another's  expertise.  "People  who 
give  up  knowhow  get  knowhow  back,"  says 
Doring,  a  hyperactive  3 1  -year-old  who  likes 
to  spend  his  free  time  skydiving. 

At  the  heart  of  his  vision  is  a  Web 
site  called  ShareNet.  The  site  combines 


How  the  Web 
Helped  Siemens 


The  Problem 


With  461,000  workers  building 
everything  from  power  plants  to  X- 
ray  machines,  Siemens  is  a  fount  of 
technical  knowledge.  But  much  of 
the  knowhow  lies  dormant  because 
other  parts  of  the  company  don't 
know  that  such  expertise  exists. 


The  Solution 


ShareNet,  an  online  database,  lets 
employees  find  expert  advice  with- 
in Siemens  instantly.  An  online  fo- 
rum allows  people  to  post  business 
cases  that  can  be  reused  by  others. 


Making  It  Work 


To  prevent  ShareNet  from  collecting 
virtual  dust,  Siemens  appointed 
"ShareNet  managers"  to  promote  it 
to  employees.  Siemens  offered  in- 
centives such  as  free  trips  to  those 
who  contributed  expertise  or  used 
the  knowledge  of  others. 


The  Payoff 


ShareNet  has  helped  to  generate 
$122  million  in  additional  sales.  And 
it  only  cost  $7.8  million  to  get  the 
online  system  up  and  running. 


What's  Next 


Siemens  is  launching  a  ShareNet  for 
service  reps  in  the  telecom  unit.  It's 
also  planning  one  for  others  in  R&D 
and  may  create  ShareNets  that  are 
open  to  customers. 


Data:  Siemens 
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elements  of  a  chat  room,  a  database,  and 
a  search  engine.  An  online  entry  form 
lets  employees  store  information  they 
think  might  be  useful  to  colleagues — any- 
thing from  a  description  of  a  successful 
project  to  a  PowerPoint  presentation.  Oth- 
er Siemens  workers  can  search  or  browse 
by  topic,  then  contact  the  authors  via 
e-mail  for  more  information. 

So  far,  the  payoff  has  been  a  dandy: 
Since  its  inception  in  April,  1999,  ShareNet 
has  been  put  to  the  test  by  nearly  12,000 
salespeople  in  Siemens'  $10.5  billion  In- 
formation &  Communications  Networks 
Group,  which  provides  telecom  equipment 
and  services.  The  tool,  which  cost  only 
$7.8  million,  has  added  $122  million  in 
sales.  For  example,  it  was  crucial  to  landing 
a  $3  million  contract  to  build  a  pilot 
broadband  network  for  Telekom  Malaysia. 
The  local  salespeople  did  not  have  enough 


al  Dutch/Shell,  Ford  Motor,  and  Whirlpool. 

Siemens'  project  has  become  some- 
thing of  a  poster  child.  For  the  past  two 
years,  it  has  been  voted  "best  practice" 
by  members  of  the  American  Productivi- 
ty &  Quality  Center,  a  Houston-based  in- 
dustry group  with  more  than  400 
member  organizations.  "They've  accom- 
plished a  whole  lot  more  as  compared  to 
any  other  organization,"  says  Farida 
Hasanali,  a  project  leader  for  the  center. 
Companies,  including  Intel,  Philips,  and 
Volkswagen  studied  ShareNet  before  set- 
ting up  their  own  knowledge  systems. 

Siemens  has  had  little  choice  but  to 
lead  the  parade.  The  $73  billion  con- 
glomerate, which  makes  everything  from 
X-ray  machines  to  high-speed  trains,  is 
under  intense  pressure  because  of  uncer- 
tainty about  the  global  economy  and 
shrinking  profit  margins.  Some  analysts 
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Employees  "realize  very  soon  that 
people  using  ShareNet  have  an  advantag 

expertise  to  put  together  a  proposal,  but       believe  it  may  have  to  sell  off  chunks  of  it 


expertise  to  put  together  a  proposal,  but 
through  ShareNet  they  discovered  a  team 
in  Denmark  that  had  done  a  nearly  iden- 
tical project.  Using  the  Denmark  group's 
expertise,  the  Malaysia  team  won  the  job. 

Better  yet,  the  system  lets  staffers  post 
an  alert  when  they  need  help  fast.  In 
Switzerland,  Siemens  won  a  $460,000  con- 
tract to  build  a  telecommunications  net- 
work for  two  hospitals  even  though  its  bid 
was  30%  higher  than  a  competitor's.  The 
clincher:  Via  ShareNet,  colleagues  in  the 
Netherlands  provided  technical  data  to 
help  the  sales  rep  prove  that  Siemens'  sys- 
tem would  be  substantially  more  reliable. 

ShareNet  is  a  case  study  in  knowledge- 
management  systems,  which  are  gaining  a 
foothold  in  corporations  around  the  world. 
Advocates  preach  that  the  collective  ex- 
pertise of  workers  is  a  company's  most 
precious  resource,  so  executives  need  to 
tear  down  the  walls  between  departments 
and  individuals.  By  using  the  Net,  compa- 
nies can  quickly  and  easily  unlock  the 
profit  potential  of  the  knowledge  tucked 
away  in  the  brains  of  their  best  employees. 
While  only  6%  of  global  corporations  now 
have  company-wide,  knowledge-manage- 
ment programs,  that  will  surge  to  60% 
in  five  years,  according  to  a  2000  survey  by 
the  Conference  Board.  Among  the  early 
birds:  Chevron,  Johnson  &  Johnson,  Roy 


believe  it  may  have  to  sell  off  chunks  of  its 
empire,  perhaps  divesting  slower-growing 
industrial  units  such  as  power  plants  and 
focusing  on  tech  businesses  like  telecom 
and  medical  technology. 

Boot  Camp.  That's  a  path  Chief  Ex- 
ecutive Heinrich  von  Pierer  rejects.  He 
is  trying  to  prove  big  can  work — and 
might  even  be  an  advantage  in  the  In- 
formation Age.  The  ceo  wants  to  take 
the  ShareNet  approach  beyond  the  tele- 
com unit  to  every  nook  and  cranny  of 
the  Siemens  empire.  Next  up:  people  who 
service  telecom  equipment  and  scientists 
in  research  and  development.  Siemens 
already  has  staged  a  ShareNet  boot  camp 
for  telecom  service  people  and  started 
rolling  out  the  system.  So  far,  a  few  hun- 
dred of  the  staff  of  10,000  are  online. 
"The  only  rationale  for  these  businesses 
staying  together  is  if  they  share  their 
knowledge,"  says  Thomas  Davenport,  di- 
rector of  the  Institute  for  Strategic  Change 
at  Accenture,  formerly  Andersen  Con- 
sulting. Davenport  has  worked  as  a  con- 
sultant to  Siemens  and  is  co-author  of  an 
in-house  textbook  on  the  company's 
knowledge-management  programs. 

Siemens  may  even  set  up  specially  tai- 
lored ShareNets  to  give  customers  direct 
access  to  its  knowledge  storehouse.  1  )oi  ing 
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MANAGEMENT  CRISIS 


CRISIS  MANAGEMENT 


Roberta  hears  about 
client  crisis  on  way  to 

meeting  in  Tucson. 
She  goes  back  to  office. 

She  misses  her  flight. 
She  misses  her  meeting. 


at&t 

wireless 
data 
service 


latt.com/wireless/dataservice 


Roberta  hears  about 
client  crisis  on  way  to 

meeting  in  Tucson. 
She  wirelessly  accesses 
crucial  information  from 

company  intranet. 

Then  she  rallies  her  team 

via  e-mail. 

She  makes  her  flight. 

Problem  is  solved  by  takeoff. 

Get  time-sensitive  information  anywhere  AT&T  Wireless  Data  Service  is 
available.  Crank  through  urgent  e-mails,  manage  schedule  changes,  access 
contact  information  and  view  the  latest  Web  content — all  from  your  PDA. 
It's  fast,  it's  secure  and  it  helps  increase  productivity.  Because  you're  never  far 
from  the  facts  you  need  to  help  a  client.  And  your  bottom  line,  as  well. 

YOUR  WORLD.  CLOSE  AT  HAND.        ^Z   2  /VTSiT    Wj  f"G  I  GSS 


888  DATA-ATT  ext.  102 


iportant  Information 


AT&T  Wireless  Data  Service  is  available  in  over  3,000  cities  across  the  United  States.  Detailed  local  coverage  maps  are  available  at 
tt.com/wireless/dataservice.  AT&T  Wireless  Data  Service  is  available  over  the  AT&T  wireless  data  network  and  in  markets  where  we  have  mtercarner  agreements 
ervice  outside  the  AT&T  Wireless  Services  area  is  provided  by  other  wireless  carriers.  Coverage  may  vary  due  to  customer  equipment  and  other  factors  Due  to 
overage  limitations,  information  may  not  be  accessible  at  all  times.  Certain  service  applications  may  require  purchase  of  an  associated  service,  additional  software  or 
etwork  connections.  Additional  terms  and  conditions  apply.  ©2001  AT&T  Wireless  Services  Inc  All  rights  reserved 


"e-Commerce: 
The  Sell  Side  of  B2B, 
A  Matter  of  Survival " 

Some  estimates  predict  e-com- 
merce  transactions  this  year  will 
total  hundreds  of  millions  of  dollars. 
Some  estimates  predict  as  much 
as  $2  trillion.  All  estimates  predict 
these  numbers  to  rise  drastically 
over  the  next  few  years. 

To  find  the  right  e-commerce 
solution  for  your  company,  you 
need  to  ask  the  following  questions: 

•  How  do  packaged  e-commerce 
solutions  rate  against  customized 
approaches? 

•  How  tough  is  it  to  tie  the  Web 
front-end  to  existing  back-end 
systems? 

•  How  e-commerce  ready  is  your 
existing  infrastructure? 

•  Should  you  incorporate  mobile 
commerce  into  your  business 
model? 

Join  Unisys  experts,  clients, 
partners  and  industry  analysts  as 
they  examine  these  questions  in 
an  interactive  Webcast  on  March 
27,  2001  at  11am  EST.  Structured 
as  part  seminar,  part  panel 
discussion,  and  part  Q&A,  this 
45-minute  seminar  will  help  you 
determine  which  e-commerce 
solutions  best  meet  your  business 
needs  and  provide  the  greatest 
return  on  your  investment.  For 
more  information  and  to  register 
for  the  Webcast,  please  visit 
www.unisys.com/e-bizAA/ebcasts. 


UNISYS! 

We  have  a  head  for  e-business. 
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and  his  team  plan  to  start  small  in  a  few 
months  with  an  experimental  ShareNet  in- 
volving a  few  select  customers.  The  puzzle, 
which  Siemens  is  working  on,  is  how  to 
protect  customers'  confidential  informa- 
tion. If  the  system  works,  customers  should 
get  quicker  access  to  technical  info,  and 
Siemens  hopes  the  online  dialogue  will  lead 
to  the  development  of  better  products. 

Even  though  the  advantages  are  clear, 
getting  employees  to  change  their  ways 
and  share  is  the  toughest  obstacle  to  over- 


basic.  Commission-driven  salespeople  have 
learned  that  drawing  on  the  expertise  of 
their  far-flung  colleagues  can  be  crucial  in 
winning  lucrative  contracts.  "They  real- 
ize very  soon  that  people  using  ShareNet 
have  an  advantage,  and  that  convinces 
them  to  join  the  club,"  says  Roland  Koch, 
CEO  of  Siemens'  telecom  unit. 

Now  comes  the  hard  part.  What's  the 
incentive  for  someone  in  r&d  or  marketing 
to  use  the  system?  They'll  contribute  as 
long  as  ShareNet  provides  useful  informa- 
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Boat  builders:  Learning 
to  win  by  sharing 
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come.  "You  have  to  go  in  and  change 
processes  around.  It  takes  a  lot  of  time," 
says  Greg  Dyer,  a  senior  research  analyst  of 
knowledge  management  services  at  IDC. 
Siemens  has  tackled  this  problem  through 
a  three-pronged  effort.  It  has  anointed  100 
internal  evangelists  drawn  from  all  its  coun- 
try units,  who  are  responsible  for  train- 
ing, answering  questions,  and  monitoring 
the  system.  Siemens'  top  management  has 
shown  that  it's  behind  the  projects.  And  the 
company  is  providing  incentives  to  over- 
come employees'  resistance  to  change. 

Delicate  balance.  Siemens  uses  the 
carrot  and  the  stick.  Managers  get  bonus- 
es if  they  use  ShareNet  and  generate  ad- 
ditional sales.  But  CEOs  and  cfos  of  the 
company's  country  business  units  can't 
collect  all  their  performance-linked  bonus- 
es unless  they  demonstrate  that  they  either 
gave  information  over  ShareNet  or  bor- 
rowed information  from  it  to  build  sales. 
Employees  get  prizes  such  as  trips  to  pro- 
fessional conferences  if  they  contribute 
knowledge  that  proves  valuable  to  some- 
one else.  That  may  not  sound  like  much, 
unless  you're  a  salesperson  in  Bombay 
and  the  conference  is  in  New  York. 
But  the  real  incentive  is  much  more 
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tion  in  a  convenient  way.  But  that  depends 
on  a  delicate  balance  between  giving  and 
getting,  says  Doring.  People  need  to  believe 
that  if  they  reveal  precious  secrets,  others 
will  too.  "As  it  gets  bigger  and  bigger, 
there's  a  danger  you'll  lose  that  trust,"  ac- 
knowledges Doring.  Servicepeople  will  con- 
tinue to  log  on  if  they  learn  new  tricks  of 
the  trade,  r&d  people  will  join  if  the  system 
helps  them  develop  new  products  faster. 

One  challenge  is  spreading  the  ShareNet 
idea  around  the  company  without  creating 
an  unwieldy  monster.  Siemens  is  loath  to 
restrict  access  or  exert  too  much  control 
over  how  employees  use  it.  But  some  re- 
strictions are  necessary  to  keep  ShareNets 
from  getting  so  overloaded  with  informa- 
tion they  become  useless.  Siemens  em- 
ploys teams  of  people  that  keep  an  eye 
on  ShareNet  content  and  weed  out  the 
trivial  or  irrelevant.  It's  not  enough  to  cre- 
ate groovy  software.  The  system  has  to 
serve  up  the  best  ideas  in  digestible  bites 
that  help  people  do  their  jobs  better. 

Contributing.  Faith  Keenan 
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For  a  Q&A  with  Roland  Koch, 

CEO  of  Siemens'  telecom  unit,  go  to 

ebiz.businessweek.com. 
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[b  become  an  e-business,  some  companies 
suggest  you  throw  everything  away. 
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ather  than  looking  at  what  you  don't  have  to  get  started  in  e-business, 
Unisys  people  look  at  what  you  do  have.  We  use  our  decades  of  experience 
and  can-do  spirit  to  find  solutions  that  fit  your  particular  needs. 
We're  not  looking  for  a  quick  sale.  We  want  a  long-term  partnership 
that  starts  from  where  you  are  and  takes  you  to  new  levels  of  success.    I 
Visit  our  website  at  www.aheadforebusiness.com. 
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Nice  facade.  Bad  infrastructure. 
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business  infrastructure 


INFRASTRUCTURE: 

SOONER  OR  LATER,  IT  MATTERS. 


INI  R  \STIU  CTl  RE.  The  physical 
foundation  of  an)  thriving  enterprise.  In  the 
world  of  technology,  infrastructure  moans 
integrating  the  servers,  software  and  storage 
systems  of  an  e-business  into  one  finely 
tuned  machine.  And  a  well-planned,  well- 
executed  infrastructure  is  the  underlying 
Foundation  of  successful  communication, 
commerce,  competitiveness  and  growth 
within  and  among  e-businesses  everywhere. 

To  put  it  simply:  as  goes  infrastructure,  so 
goes  the  enterprise.  In  today  s  economy,  all 
the  ingenious  products,  brilliant  marketing 
and  champion  deal  closers  wont  amount  to 
a  heck  of  a  lot  if  you  can't  connect  to  your 
outside  suppliers,  if  the  network  crashes  or 
the  databases  fail  (and  all  you  can  say  to 
customers  is,  "Sorry,  the  computers  are  down; 
can  you  call  us  back  tomorrow?"'). 

Planning,  building  and  maintaining 
e-business  infrastructure  is  about  hard 
questions:  What  platforms  should  I  use? 
How  do  I  plan  for  the  unexpected?  Will  it 
grow  when  we  grow?  Will  it  work  with  new 
technology    in    the    future?   Will    it    build 


upon  my  current  systems?  Can  I  link  to 
m\  customers'  and  suppliers'  systems?  I've 
heard  about  open  standards,  but  what  can 
they  do  for  my  business?  What  about 
outsourcing?  How  do  I  finance  all  of  this? 

The  people  of  IBM,  together  with  our 
Business  Partners,  help  thousands  of  companies 
answer  difficult  questions  like  these  every 
day.  And  solve  them  with  flexible,  open 
technologies,  such  as  Linux-enabled  servers, 
and  storage  systems  that  scale  on  a  simple, 
pay -as -you -grow  basis.  By  working  with 
companies  such  as  Cisco  Systems®  and  by 
using  innovative  IBM  software  tools  like 
Tivoli"  and  WebSphere,"  IBM  specialists  are 
helping  real  businesses  plan,  build  and 
manage  infrastructures  that  are  at  once 
both  solid  and  flexible. 

So,  unless  you  are  able  to  turn  botched 
infrastructure  attempts  into  fabulously 
profitable  tourist  attractions,  call  us  at 
800  426  7080  (ask  for  infrastructure)  or 
visit  us  at  ibm. com/e-business  for  our  latest 
white  paper  on  e-business  infrastructure. 
The  sooner,  of  course,  the  better. 
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Florist. corn's 
Benon  turns  a 
profit  "one  baby 
step  at  a  time" 
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ARLENE  WEINTRAUB 


Small,  frugal,  and  unflashy,  they  are 
making  money  where  the  big  guys  couldn't 


The 


Mighty 

Mini-dots 


hen  Aron  Benon  founded  Florist.com  in  1997,  his  strategy 

couldn't  have  been  more  different  from  the  many  dot-coms  then 

exploding  onto  the  Web  scene.  Instead  of  raising  millions  of 

dollars  in  venture  capital,  he  converted  half  his  tiny  Beverly  Hills 

(Calif.)-flower  shop,  Floral  &  Hardy,  into  a  threadbare  online 


operation  and  hired  just  four  employees, 
including  his  wife.  Still  pinching  pennies, 
he  told  his  Web  employees  to  bring  cell 
phones  to  work  the  week  before  Valen- 
tine's Day,  so  they  wouldn't  tie  up  the 
company's  bare-bones  phone  system. 

Roughing  it  paid  off  big  time  for  the 
online  small  fry.  Last  year,  Florist.com 
turned  a  $1  million  profit  on  $3  million  in 
sales.  Benon's  success  stands  in  stark  con- 
trast to  the  fast  rise  and  even  faster  failure 
of  other,  more  high-profile  gift  sites  such  as 
Send.com,  which  bit  the  dust  in  January,  a 
year  after  blowing  $20  million  on  a  quirky 
ad  campaign.  "I  knew  the  bubble  was  go- 
ing to  burst,"  says  Benon.  "I  said,  'No, 
I'm  going  to  keep  it  grassroots.'  We  take 
one  baby  step  at  a  time.  Only  when  the 
business  proves  itself  to  us  will  we  spend 
the  money  to  get  bigger." 

Dot-coms  may  be  going  down  in 
flames  every  day,  but  a  surprising  group 
of  Web  survivors  is  emerging  unscathed: 


small  businesses,  the  mighty  mini-dots. 
With  just  a  handful  of  employees  and 
annual  sales  of  $5  million  or  less,  these 
intrepid  independents  are  doing  what  al- 
most none  of  their  venture-capital-fund- 
ed brethren  could:  make  money  online. 

Who  would  have  thought?  After  the 
rise  of  big  dot-coms  such  as  Anwxm.com 
Inc.  and  the  later  arrival  to  the  Web  of 
big  retail  chains  such  as  Wal-Mart  Stores 
Inc.,  a  lot  of  experts  predicted  the  Web 
giants  would  crush  small  businesses 
like  bugs.  Instead,  it  was  other 
dot-coms — all  playing  high- 
stakes,  get-big-fast  games 
with  multimillion-dollar  por 
tal   deals  and  TV  ads — that 
slammed.  Thousands  of  small 
businesses,  flying  under  the  radar, 
are  turning  modest  but  healthy  profits 

Already,  the  evidence  is  coming  in.  The 
National  Trust  for  Historic  Preservation, 
which  tracks  business  in  city  downtown 
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districts,  reports  that  Main  Street  mer- 
chants have  logged  an  average  12.8%  in- 
crease in  sales  since  launching  their  Web 
sites.  Says  Kennedy  Smith,  director  of  the 
Trust's  Main  Street  Center:  "That  kind  of 
boost  can  make  a  huge  difference  in  prof- 
itability." According  to  ActivMedia  Re- 
search, 44%  of  companies  with  fewer  than 
10  employees  turn  a  profit  on  their  Web 
sales,  compared  with  26%  of  companies 
with  100  employees  or  more. 

Size  matters.  Now,  these  mini-dots 
are  proving  they're  an  online  force  to  be 
reckoned  with.  Indeed,  they're  teaching 
their  bigger  rivals  a  thing  or  two — includ- 
ing the  value  of  common  sense.  Unlike 
some  dot-coms  with  inexperienced  exec- 
utives, the  mini-dots  are  succeeding  by 
employing  the  same  strategies  that  small- 
business  owners  have  relied  on  for  cen- 
turies: They're  sticking  to  niches  they  know 
well.  They  scrimp  on  expenses,  forgoing  ex- 
pensive portal  deals  and  using  Net  re- 
sources, from  e-mail  to  customer-sharing 
arrangements,  to  save  money.  And  they're 
banding  together  on  the  Web,  presenting  a 
bigger  face  to  the  online  world. 

So  far,  it  seems  to  be  working — so  well 
that  small  businesses  appear  poised  to  play 
a  greater  role  in  the  growth  of  e-com- 
merce  than  anyone  expected.  Small  com- 
panies will  see  their  online  sales  grow  336% 
from  2000,  to  $120  billion  by  the  end  of 
2002,  predicts  AMi-Partners  Inc.,  a  New 
York  consultant  to  small  and  medium-size 
businesses.  That  will  outpace  overall  e- 
commerce  revenue  growth  of  249%. 

Of  course,  size  matters,  even  in  the 
New  Economy.  But  in  some  crucial  ways, 
the  Net  helps  level  the  playing  field  for 
small  outfits.  For  one  thing,  the  cost  savings 
of  selling  online  and  dispensing  with  store 
rents  or  direct-mail  costs  makes  some  busi- 
nesses viable  that  otherwise  wouldn't  be — 
say,  a  home-based  collectibles  business. 

Moreover,  the  global  nature  of  the  Web 
goes  a  long  way  toward  negating  one  key 
disadvantage  of  the  small  fry:  geographic 
reach.  Now,  even  a  niche  seller  of  specialty 
pet  supplies  can  amass  enough  customers 
to  be  viable.  Finally,  the  easy  communica- 
tioas  afforded  by  the  Net  may  make  more 
small  businesses,  especially  services  such 
as  graphic  design,  attractive  to  larger  busi- 
nesses seeking  to  outsource  jobs. 

The  impact  of  a  mini-dot  explosion 
could  have  big  implications  beyond  the 
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Web.  By  2004,  even  the  tiniest  of  these  e- 
merchants — those  with  fewer  than  10  em- 
ployees and  $3  million  in  annual 
sales — could  account  for  as  much  as  1 0% 
of  the  U.S.  gross  domestic  product,  ac- 
cording to  e-commerce  researcher  Keenan 
Vision  Inc.  While  President  Vernon  Keenan 
concedes  that's  an  "aggressive"  forecast,  it 
may  not  be  unreasonable,  says  Small  Busi- 
ness Administration  chief  economist  Robert 
E.  Berney,  who  says  that  small  businesses 
overall  currendy  produce  more  than  40% 
of  GDP.  "Small  businesses  online  are  going 
to  be  a  significant  economic  force,"  says 
Keenan.  "The  Web  is  just  going  to  be  the 
way  to  do  business." 

Maybe  so,  but  big  questions  remain 
about  how  much  the  Net  will  boost  the 
number  of  small  businesses  and  what  im- 
pact they'll  truly  have  on  the  economy. 
For  one  thing,  says  William  C.  Dunkelberg, 
chief  economist  for  the  National  Federation 
of  Independent  Business,  it's  possible  the 
Net  is  simply  shifting  existing  sales  on- 
line, not  expanding  markets  enough  to 
support  many  new  businesses.  "The  Web 
isn't  going  to  increase  the  number  of  blue 
jeans  people  buy,"  he  says.  And,  he  adds, 
it's  likely  that  the  most  successful  online 


businesses  will  put  the  other  mom-and- 
pops  out  of  business,  lessening  the  net 
gain.  Most  traditional  small  businesses  fail, 
and  the  same  may  well  be  true  online. 

And  for  all  its  advantages,  the  Internet 
presents  a  lot  of  challenges  to  the  little 
guys,  too.  In  many  parts  of  the  country, 
pokey  Net  connections  limit  how  many 
visitors  these  sites  can  handle.  And  it 

* "The  Interi 


can  be  tough  for  traditional  businesses, 
coming  online  to  handle  both  channels  at 
once.  Those  factors  may  explain  why,  for 
all  the  small  businesses  that  have 
launched  online,  many  more  have  not 
yet  moved  beyond  sites  that  are  nothing 
more  than  online  brochures.  According  to 
AMi-Partners,  22%  of  small  businesses 
had  Web  sites  in  2000,  but  only  8%  were 
engaging  in  e-commerce. 

Still,  none  of  these  challenges  has 
stopped  a  growing  number  of  small  busi- 
nesses from  embracing  the  Web  as  a  new 
sales  channel  and  productivity  tooL  Many  of 
the  online  newbies  are  longtime  Main  Street 
merchants  or  industrial-goods  manufactur- 


mini-dots  do  it  right 


stay 

stingy: 


focus  focus: 


Thanks  to  the  Web's  farflung 
reach,  merchants  can  specialize 
in  narrow  niches  that  otherwise 
might  be  too  small.  E-tailer 
Waggin' Tails  zeroed  in  on  super- 
premium  pet  kibble.  With  margins 
averaging  30% — vs.  10%  for  mass- 
market  pet  supplies — Waggin' 
Tails  is  turning  a  small  profit  on 
less  than  $5  million  in  sales. 


Small  fry  know  how  to  use  the 
Web  to  stretch  a  buck.  Carrie 
Hardy,  founder  of  scrapbook 
supplier  Scrappin'  Happy, 
frequently  e-mails  offers  to  her 
1,100  customers — at  zero  cost — 
instead  of  taking  out  $80  ads  in 
trade  magazines.  She  says  her 
business,  which  grossed  $52,000 
last  year,  will  grow  25%  this  year. 


< 


ers.  There's  also  a  raft  of  service  providers — 
computer  programmers,  graphic  designers, 
lawyers,  and  such — who  have  left  Corporate 
America  to  hang  a  shingle  on  the  Internet. 
The  Wei")  is  spawning  new  breeds  of 
small  companies,  too.  They  include  tens  of 
thousands  of  people  who  never  ran  a  busi- 
ness before  but  now  make  a  living  selling 
collectible  ornaments,  antique  toys,  and 


way  to  further  our  reach,"  says  Wendy 
Haig,  founder  of  Washington  (D.C.)-based 
Global  Strategy  Corp.,  which  counsels 
troubled  dot-coms.  "We  didn't  call  that  t- 
commerce,  and  we  didn't  rely  on  it  to 
bring  us  revenues.  With  its  vast  reach, 
the  Internet  will  enhance  any  small  busi- 
ness that  uses  it  properly." 

How  so?  First,  they're  using  the  Net's 
access  to  a  global  customer  base  to  zero  in 
on  defensible  niches,  instead  of  offering 


11  enhance  any 

small  business  that  uses  it  properly". 


other  odds  and  ends  on  sites  such  as  eBay 
tic's.  About  13,000  stores  have  sprouted 
on  the  Yahoo!  Stores  section  alone  since 
June,  1998.  Says  Shannon  Ledger,  vice- 
president  and  general  manager  of  Yahoo! 
Inc.  production:  "Clearly,  there  is  now  a 
core  set  of  merchants  using  the  Internet  as 
their  primary  way  to  make  money." 

What  these  disparate  businesses  have 
discovered  is  that  the  Net  is  less  a  magic 
carpet  to  a  newfound  land  of  riches  than 
a  tool  to  turbocharge  an  already  sound 
business  model.  "The  Internet  is  what  the 
telephone  was  when  it  was  invented — a 


all  things  to  all  Web  surfers.  Pets.com  Inc., 
for  instance,  went  bust  in  December  part- 
ly because  it  tried  to  sell  all  kinds  of  pet 
supplies — even  huge  bags  of  inexpensive 
dog  food  with  high  shipping  costs  and 
margins  under  10%.  By  contrast,  Lee 
(Mass.)-based  Waggin'  Tails  sells  scarce 
items  such  as  Provi-Tabs  dog  vitamins 
and  Hi-Tor  prescription  cat  food.  That  al- 
lows the  Web  store  to  charge  high  enough 
prices  to  turn  a  30%  profit  margin  on 
well  under  $5  million  in  annual  sales.  "Are 
we  the  cheapest  game  in  town?  No,"  admits 
founder  John  Gigliotti.  "But  our  customers 


typically  can't  find  a  full-blown  selection  of 
super-premium  foods  in  their  local  pet 
shop,  so  they're  not  very  price-sensitive." 
In  some  cases,  the  Web's  global  reach 
has  allowed  entrepreneurs  to  offer  entirely 
new  types  of  narrowly  focused  services. 
Patti  Glick,  a  San  Francisco  nurse  trained 
in  podiatry,  makes  a  living  speaking  at 
companies  on  foot  health  and  safety.  Be- 
fore, she  had  to  do  a  lot  of  personal  net- 
working, such  as  mingling  at  Toastmasters 
meetings.  Now,  by 
participating  in  vari- 
ous online  podiatric 
sites  and  women's 
portals,  Glick  has  drawn  corporate  cus- 
tomers intrigued  by  her  screen  name, 
"footnurse."  "When  they  see  me  online, 
there's  a  natural  curiosity,"  she  says.  She 
expects  to  earn  $30,000  this  year  working 
part-time  hours  that  allow  her  to  spend 
time  with  her  10-year-old  twins. 

Small  businesses  also  are  using  the 
Net  to  save  big  bucks — enough,  in  many 
cases,  to  make  a  pipe  dream  a  going 
business.  Selling  Beanie  Babies  and  oth- 
er collectibles  online  out  of  a  bedroom 
in  his  Lawton  (Okla.)  home,  Perry  Cal- 
ton  is  grossing  annual  sales  in  the  low 


SSmall  businesses  use  far  different  strategies  from  the  venture-funded  dot-coms.  That 
hhas  helped  them  thrive  on  the  Web,  where  their  bigger  forebears  went  bust.  Here's  how: 


pump  up 

the  service: 

Small  Web  businesses  take  that 
friendly  corner-store  service 
Dnline.  When  a  customer  of 
jarage-Toys.com  complained  that 
3  $42.96  device  that  helps  drivers 
sark  cars  in  tight  spaces  had  been 
J3.01  cheaper  on  the  site  the 
week  before,  founder  Paul  Hinrichs 
Dersonally  whacked  the  price — 
and  made  the  sale. 


new 


tap  into 

marketing  channels: 

Little  guys  use  the  Net's  unique 
features — from  auctions  to  news- 
groups— to  reach  new  customers. 
Trudy  Schnell,  owner  of  collectible 
store  Kringle  Kottage,  had  a  Santa 
Claus  cookie  jar  on  her  store's  shelf 
for  four  years.  When  she  listed  it  on 
eBay,  it  sold  for  $162.  Now,  some 
30%  of  her  $100,000  in  annual 
sales  comes  from  eBay,  about  half 
her  online  business. 


y 


use  the 


buddy 
system: 

Small  players  can  join  online 
programs  that  help  them  operate 
like  larger  rivals.  Bookseller  Kerry 
Slattery  hawks  books  online  that 
she  doesn't  carry  in  her  Los  Ange- 
les store,  Skylight  Books.  How?  By 
using  BookSense.com,  a  collabora- 
tive selling  program  for  independ- 
ent stores,  which  she  partly  credits 
for  a  15%  jump  in  2000  sales. 
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six  figures.  Says  Calton:  "I  never  figured 
I  could  make  a  living  doing  this." 

Besides  saving  money,  the  Net  also 
provides  mini -dots  a  wealth  of  new  mar- 
keting channels.  E-mail  and  discussion 
newsgroups  can  be  far  less  expensive  and 
more  effective  than  direct  mail  and  print 
or  TV  advertising.  Carrie  Hardy,  founder  of 
Aurora  (Colo.) -based  scrapbook-supply 
site  Scrappin'  Happy,  sends  newsletters  to 
1,100  past  customers  and  posts  messages 
on  scrapbooking  newsgroups.  Instead  of 
buying  $80,  three-line  ads  in  trade  maga- 
zines that  never  drove   any  traffic  anyway, 


SMALL  BIZ  MAKES 
A  BIG  SPLASH  ONLINE 


Small  businesses — those  with 
fewer  than  10  employees  and 
$3  million  in  annual  revenues — are  I 
going  online  in  a  big  way.  Within 
three  years,  they  could  constitute 
more  than  10%  of  U.S.  GDP. 

SMALL  BUSINESSES  SELLING  ONLINE 
3.0 
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she  spends  nothing  and  gets  a  far  better 
response:  After  mailing  her  February 
newsletter,  sales  doubled  the  next  day. 
"Online  promotions  are  far  more  pro- 
ductive," she  says. 

No  online  marketing  channel  has 
proved  more  effective  than  online  auctions, 
pioneered  by  eBay  in  1996.  Besides  spurring 
the  formation  of  thousands  of  new  small 
businesses  online,  they  have  prompted  ex- 
isting businesses  to  branch  out.  Some 
wholesalers  are  using  eBay  to  go  retail:  An- 
drew J.  Waites  took  his  Hattiesburg  (Miss.) 
retail  overstock  business,  Inventory  Pro- 
curement Services,  directly  to  consumers 
over  eBay — leading  to  what  he  hopes  will 
be  a  twofold-plus  jump  in  sales  this  year,  to 
$7  million,  and  a  gross  profit  margin  online 
of  50%,  10  times  the  original  business. 

Finally,  the  Net  has  allowed  farflung 
small  businesses  to  gang  up  and  pool  their 
resources  against  their  bigger  and  louder 
competition  in  ways  they  can't  do  in  the 
physical  world.  The  American  Booksellers 
Assn.,  which  promotes  independent  book- 
stores, runs  a  program  called  Book- 
Sense.com  that  allows  members  to  offer 
amenities  only  big  chains  could  offer  before, 
such  as  gift  certificates  good  at  any  mem- 
ber store.  Moreover,  their  online  customers 
can  order  any  book  in  print  from  their 
site,  even  if  they  don't  stock  it  themselves. 
Kerry  Slattery,  owner  of  Skylight  Books 
in  Los  Angeles,  partly  credits  the  program 
for  a  higher-than-expected  15%  rise  in 
her  store's  sales  in  2000,  to  $1  million. 

Daunting  prospect.  All  that's  not  to 

say  the  Web  can  turn  any  small  business 
into  a  raging  success.  Most  entrepreneurs 
are  running  into  obstacles  on  the  Web 
that  are  hard  to  overcome  with  limited 
staff  and  resources.  One  of  the  toughest 
jobs:  providing  superior  customer  serv- 
ice. After  all,  to  make  up  for  what  they 
may  lack  in  product  breadth — not  to 
mention  customers'  ability  to  click  in- 
stantly to  another  site — they  have  to  of- 
fer much  more  personal  service.  After 
auction  glitches  prompted  some  buyers  to 
post  negative  reviews  on  eBay,  for  in- 
stance, Inventory  Procurement  Services' 
Waites  had  to  hire  four  people  focused 
exclusively  on  customer  service. 

Another  challenge  is  Internet  technolo- 
gy itself.  Fast  broadband  connections  are 
still  largely  unavailable,  especially  in  rural  ar- 
eas, leaving  many  small  businesses  stuck 


with  snail-like  modem  connections.  Anc 
many  worry  that  they  could  lose  a  lot  o: 
customers  if  their  connection  goes  down 
Says  Deepinder  Sahni,  vice-president  at  re- 
searcher AMi-Partners:  "What  we  are  hearing 
is  that  they  are  hesitant  to  put  their  crowr 
jewels — their  companies — on  the  Internet.' 
For  many  small  businesses,  the 
prospect  of  competing  with  the  online 
behemoths  is  daunting — for  good  reason 
It  may  be  only  a  matter  of  time  before  the 
big  guys  notice  how  well  they're  doin£ 
and  jump  onto  their  turf.  So  they  must 
stay  vigilant,  even  paranoid,  about  differ 
entiating  their  offerings.  Scrappin'  Happy' 
Hardy,  for  instance,  continually  prowls  ri- 
vals such  as  Michaels  Stores  Inc.  Says 
Hardy:  "If  they  have  something  I  sell,  I  get 


rid  of  it."  To  keep  dodging  the  big  guys, 
the  small  fry  may  well  have  to  stay  small 
That,  however,  is  not  the  main  worry 
of  most  small  businesses  that  have  moved 
online.  Their  problem:  too  much  busi- 
ness. When  Jordan  Dossett  posted  her 
graphic-design  portfolio  a  year  ago  on 
eLance.com,  a  Web  marketplace  for  free 
lance  workers,  she  was  buried  under  an 
avalanche  of  work  offers  from  companies 
as  far  away  as  Russia.  So  she  quit  her  job 
as  art  director  for  a  law  firm  and  opened 
The  Design  Studio  in  her  Washington 
(D.C.)  home.  After  hiring  three  employ 
ees,  she  expects  to  rake  in  $350,000  in 
sales — and  a  tidy  gross  profit  of  $250,000 
"I  had  no  idea  the  amount  of  demand 
out  there,"  she  says.  "Suddenly,  I'm 
slammed."  Now,  that's  a  problem  a  lot  of 
dead  dot-coms  would  love  to  have  had. 


e.biz  online 


For  a  O&A  with  Judy  Irvin,  who  makes 
her  living  auctioning  antique  toys 
on  eBay,  visit  ebiz.businessweek.com. 
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eBusiness  for  a  customer-driven  world. 


THE  CUSTOMER 

IS  ALWAYS  RIGHT 

AND  OTHER  COMPLEX  THEORIES 

of  eBusiness. 


Ij'l  s  face  it.  ["he  number  one  rule  ol 
eBusiness  has  always  been  thai  <  ustomer 
satisfa<  tion  drives  business  success. 

In  today's  world,  businesses  can  no 
longer  differentiate  themselves  solel)  on 
the  basis  ni  produc  t  quality,  distribution, 
and  pike.  <  ompetitors  imitate  product 
innovations  with  blinding  speed. 
Advances  in  technolog)  render  geo- 
graphic  location  increasingly  irrelevant. 
Meanwhile,  competing  on  price 
inevitablj  leads  to  eroding  profit  margins, 

Against  these  forces,  the  most 
powerful  competitive  advantage  is  to  consistently 
execute  the  fundamental  principles  oi  customer 
satisfaction.  Know  your  customer.  l>o  business  on 
their  terms.  Personalize  their  experience.  Make  every 
customer  interaction  as  valuable  as  possible. 

At    Siehel    S\  stems,   eBusiness    is   all    about    the 


fundamentals  of  delivering  100% 
customer  satisfaction.  It's  about  doing 
business  anytime,  anvplace,  ahvwhere 
your  customers  want.  It's  about  having 
a  continuous  dialogue  with  vour 
customers  across everj  point  ol  customer 
contact — over  the  phone,  in  person, 
via  the  Web,  through  partners,  you 
name  it. 

Siebel  ('Business  Applications 
are  alreach  helping  mam  customer- 
focused  companies  improve  customer 
satisfaction  and  see  sizable  gains  in 
revenues,  profitability,  market  share,  emplovee 
productivity,  and  market  capitalization.  Prettv  impressive 
when  you  consider  that  the  typical  corporation  loses 
50%  of  its  customers  every  5  years.1 

To  learn  more,  call  us  direct  at  800.356.3321  or 
visit  www.siebel.com/ebusiness 


SIEBEL    CUSTOMER    SATISFACTION    INCREASES 

VERSUS 

ACSI  INDUSTRY  AVERAGES 
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In  a  major  survey  conducted  by  SatMetnx  Systems,  Siebel  customers  reported 
customer  satisfaction  scores  that  far  exceeded  ACSI  industry  averages.2 
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chris  just 


security. 


( )hris  Wireman  lives  by  the  code,  "better  sate  than  sorry."  So  it  probably  comes  as  no 
jrprise  that  he  installs  WorldCom's  IP  VPN  Services  all  oyer  the  world. 

The  fact  is,  no  other  single  company  can  provide  better  reach  and  performance  than 
h  >rldCom.  We  own  and  operate  one  of  the  world's  largest  IP  infrastructures.  Which  lets 
'.  give  cur  customers  the  reach  and  efficiency  of  a  public  network  with  the  performance 
1  id  security  of  a  private  network, 

I  lot  that  size  is  everything.  Because  we  also  employ  the  kind  of  encryption  and  identity 
infication  technologies  that  make  your  data  virtually  hacker-proof, 

Want  to  know  more  about  Chris's  favorite  technology? 

Don't  worn/  It's  not  a  secret.  Just  visit  us  at  www.worldcom.com 
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Cash  on  the  balance  sheet  isn't 
worth  much  without  a  viable  plan 


hat  kind  of  value  would  you  put  on  online 
pharmacy  Drugstore.com  Inc.?  Since  the  com- 
pany had  $130  million  in  cash  at  the  end  of  the 
year,  you  would  think  it  would  be  worth  at 
least  that  much,  right?  Wrong.  Drugstore.com's 
market  cap  is  a  measly  $80  million.  Why  the  dis- 
crepancy?  "Investors  believe  that  Drugstore's 


:./ 


management  will  blow  through  the  re- 
maining cash  and  end  up  closing  opera- 
tions," says  Aram  J.  Fuchs,  ceo  at 
Fertilemind.net,  a  New  York  equity  re- 
search firm.  One  key  reason  for  his  skep- 
ticism is  that  the  Bellevue  (Wash.) 
company,  which  lost  $193  million  on  sales 
of  $110  million  last  year,  needs  a  mini- 
mum of  $450  million  in  sales  just  to 
break  even.  "That's  a  lot  of  revenue  for  a 
company  that's  peddling  vitamins  and 
drugs,"  says  Fuchs.  Drugstore.com  CEO 
Peter  M.  Neupert  fires  back  that  there  is 
"no  chance  I'll  run  out  of  money." 

It  sure  looks  like  there  are  barrels  of 
free  cash  among  Internet  companies  these 
days.  At  least  50  dot-coms  have  market 
values  that  are  less  than  the  cash  they 


Many  high-profile  Net  companies 

have  more  money  than  market  cap 


have  in  the  bank,  according  to  financial 
data  for  more  than  400  companies  gath- 
ered by  Standard  &  Poor's  Corp.  and 
compiled  by  BusinessWeek.  The  marquee 
names  include  e-tailer  Egghead.com,  gro- 
cer Webvan  Group,  and  used  car  seller 
Autobytel.com.  In  the  cases  of  free  Inter- 
net access  provider  NetZero  Inc.  and  me- 
dia site  nbc  Internet  Inc.,  the  difference  is 
more  than  $100  million.  In  theory,  an 
acquirer  could  buy  all  the  shares  of  one  of 


these  companies,  shut  it  down,  and  have 
millions  of  bucks  left  over. 

But  it's  not  that  simple.  For  starters,  the 
cash  levels  were  measured  when  the  ac- 
counting books  closed  for  the  last  quarter, 
which  typically  means  they're  from  Dec. 
31.  Many  of  the  companies  are  burning 
cash  so  quickly  that  all  the  excess  could 
disappear  by  the  time  an  acquisition  is 
completed.  "Just  because  a  company  has 
more  cash  at  hand  than  its  market  cap 
doesn't  make  it  a  good  company,"  says 
Michael  G.  Linnert,  general  partner  at  Sil- 
icon Valley  venture-capital  firm  Technolo- 
gy Crossover  Ventures.  In  fact,  it  suggests 
the  opposite:  that  the  market  has  given 
these  companies  up  for  dead.  Most  in- 
vestors believe  that  these  outfits  will  never 
become  profitable,  let  alone  obtain  addi- 
tional funding,  says  Steven  N.  Kaplan,  pro- 
fessor of  entrepreneurship  at  the  University 
of  Chicago's  Graduate  School  of  Business. 

Consider  the  case  of  Webvan,  the  Net 
grocer  that  was  valued  as  high  as  $11.4 
billion  two  years  ago  because  some  people 
bet  that  it  would  become  the  delivery 
service  for  the  Internet.  Then  investors 
got  nervous  as  the  company  started  eating 
through  the  piles  of  cash  without  any 
sign  of  profits.  Now,  the  company's  mar- 
ket cap  is  a  mere  $132  million,  even 
though  it  had  $212  million  in  cash  on  its 
books  at  the  end  of  December,  since  it 
chewed  through  $55  million  a  month  in 
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■Rich?  So? 


he  fourth  quarter  of  2000,  investors  can 
inly  wonder  if  the  company  has  enough 
noncy  to  last  through  the  summer.  "Web- 
an's  cash  burn  rate  is  horrific,  and  most 
•eople  are  skeptical  of  their  business  plan," 
ays  Jim  Burkart,  portfolio  manager  at 
he  Strong  Advisor  Technology  Fund, 
trhich  does  not  own  Webvan.  Robert  H. 
•wan,  Webvan's  chief  operating  officer, 
dmits  the  company  does  need  to  raise 
40  million  to  $60  million  in  capital  over 


the  next  year  to  fund  future  operations 
until  it  has  positive  cash  flow. 

Companies  that  have  found  their  stock 
market  valuations  dropping  below  the 
cash  in  their  coffers  are  scrambling.  The 
bravest  are  simply  betting  against  the  mar- 
ket. Financial  news  site  TheStreet.com 
Inc.,  Internet  software  company  NetMan- 
age  Inc.,  and  several  others  are  buying 
back  their  shares  to  show  their  faith  in  the 
long-term  viability  of  their  companies — 


and  to  boost  the  value  of  their  stocks. 
New  York's  TheStreet.com  is  confident 
that  its  $72  million  in  cash  will  be  enough 
to  take  it  to  operating  profitability  by  the 
end  of  this  year.  So  it  plans  to  buy  back 
up  to  $10  million  of  its  stock  over  the 
next  few  months.  Says  columnist  James  J. 
Cramer,  TheStreet.com's  largest  stock- 
holder who  bought  100,000  shares  per- 
sonally: "It  shows  that  we  believe  in 
our  business  and  that  we're  not  so  des- 


©  2000  Research  In  Motion  Limited  All  rights  reserved 
BlackBerry  is  an  end-to-end  wireless  email  solution  developed 
by  Research  In  Motion  (RIM).  BlackBerry.  the  BlackBerry  logo, 
the  "envelope  in  motion"  symbol,  RIM,  the  RIM  Wireless  Handheld 
family  of  marks  and  the  RIM  logo  are  trademarks  of  RIM 


There's  plenty  of  buzz  out  there.  Everyone's  rushing  to  promise  wireless  connectivity  via 
everything  from  your  phone  to  your  organizer  to  your  toaster!  But  let's  face  it.  Those  products 
were  never  built  to  handle  the  requirements  of  your  corporate  email  system.  BlackBerry™ 
is  different.  It's  a  wireless  email  solution  that  was  specifically  engineered  to  work  with  your 
business  email.  BlackBerry  is  designed  to  let  you  easily  manage  your  existing  email  account 
on  the  go.  It  gives  you  the  industry's  most  advanced  wireless  handhelds  and  the  only 
completely  integrated,  end-to-end  solution.  No  wonder  BlackBerry  is  quickly  becoming  the 
corporate  standard  for  wireless  email.  For  business,  it's  simply  better. 


BlackBerry 

has  chosen  to  do  one  very  difficult  thing-  business  email-  extremely  well." 
BusinessWeek 
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perate  that  we  need  every  penny." 
The  strategy  can  be  effective.  Besides 
displaying  confidence  in  its  business,  a 
company  that  buys  back  stock  helps  share- 
holders financially.  By  reducing  the  num- 
ber of  shares  outstanding,  earnings  will  be 
spread  over  fewer  shares — and  higher 
earnings  per  share  should  boost  the  stock 
price.  Since  TheStreet.com  announced  its 
buyback  plan  in  December,  its  stock  has 
increased  from  a  low  of  $1.69  to  $3.  Net- 
Manage  also  benefited  from  its  Dec.  18 
announcement  that  it  would  buy  back  as 
many  as  2.6  million  shares.  Its  stock 
surged  from  934:  to  more  than  $2  in  ear- 
ly January,  before  settling  at  $1.25. 

Divine  Overhaul.  Some  of  the  cash- 
rich,  market-cap-poor  companies  are 
taking  the  opposite  approach.  Realizing 
their  original  business  plans  were  fail- 
ures, they've  done  180-degree  turns  and 
overhauled  their  strategies.  Divine  inter- 
Ventures  Inc.,  for  example,  went  public  as 
an  incubator  and  started  up  more  than  50 
companies.  In  February,  with  its  stock 
market  value  lower  than  the  $190  million 
in  cash  on  its  balance  sheet,  Divine  an- 
nounced plans  to  remake  itself  into  a 
software  company — ceo  Andrew  J.  Fil- 
ipowski's  area  of  expertise.  It  even 


changed  its  name  to  Divine  Inc.  The 
moves  have  helped  a  little:  The  stock  of 
the  Chicago  outfit  has  climbed  from  its 
low  of  $1  a  share  to  $1.69,  although  that's 
still  well  off  the  $9  a  share  at  which  the 
company  went  public  last  July. 

Ventro  Corp.  is  dumping  its  old  busi- 
ness plan,  too.  In  December,  the  Mountain 
View  (Calif.)  company  closed  two  of  its 


at  Drugstore.com.  "We've  made  a  lot  of 
changes  in  the  last  six  months — laid  off  a 
substantial  part  of  the  workforce,  dra- 
matically reduced  marketing  plans,  and 
reconstructed  the  business  model  to  break 
even,"  he  says.  That's  why  he's  confident 
his  business  will  survive,  even  though  its 
stock  has  dropped  from  $67.60  in  1999 
to  $1.31.  "I  don't  need  to  raise  more 


Some  companies  are  betting  against 

the  market  and  buying  back  shares 


online  business-to-business  marketplaces — 
the  Chemdex  market  that  allowed  com- 
panies to  buy  and  sell  chemicals  on  the 
Net  and  the  Promedix  market  for  medical 
supplies.  Ventro  then  said  it  would  change 
its  focus  to  helping  other  companies  build 
marketplace  sites.  So  far,  Ventro  hasn't 
convinced  investors  that  its  new  plan  is 
any  more  viable  than  its  last  one.  Its  mar- 
ket capitalization  is  still  only  $50  million, 
even  though  it  has  a  treasure  trove  of 
$235  million  on  its  balance  sheet. 

Then  there  are  those  companies  that 
are  sticking  to  their  guns.  They  simply 
think  the  stock  market  is  unfairly  pun- 
ishing them  and,  if  they  perform  well, 
their  stocks  will  recover.  Consider  Neupert 


Free  Cash?  It's  Going  Fast 


Some  Internet  companies  may  look  like  bargains  because  the  entire  company 
is  valued  at  less  than  the  cash  it  has  on  its  balance  sheet.  But  don't  expect 
a  rash  of  takeovers.  Many  companies  are  burning  cash  so  fast  that  the  ex- 
cess probably  won't  last  long.  Here  are  a  few  examples.  (All  figures  are  in  millions.) 


MARKET 
COMPANY                               CAPITALIZATION                 CASH                   DIFFERENCE 

Ventro  Inc. 

$50.4 

$235-1 

$184.7 

:  NetZero  Inc. 

101.5 

217.4 

115.9 

NBC  Internet  Inc. 

124.0 

230.0 

106.0 

Onvia.com  Inc. 

57.0 

159.1 

102.1 

1 

MyPoints.com  Inc. 

44-9 

129.2 

84.3 

Webvan  Croup  Inc. 

132.5 

211.8 

79-3 

Drugstore.com  Inc. 

80.4 

129.8 

49-4 

Ouokka  Sports  Inc. 

7-9 

50.0 

42.1 

Autobytel.com  Inc. 

40.7 

81.9 

41.2 

iVillage  Inc.                 i 

1            38.1            i          48.9           *         10.8 

capital  to  break  even  in  2004,"  he  says. 

Autobytel  is  staying  the  course,  too. 
The  company,  with  $82  million  in  cash 
and  a  $41  million  market  valuation,  ex- 
pects investors  will  become  bullish  once  it 
hits  operating  profitability  in  the  third 
quarter.  "We  are  well  enough  established 
that  we  aren't  taking  down  marketing 
costs,  nor  are  we  anticipating  any  large- 
scale  layoffs,"  says  ceo  Mark  Lorimer.  "Af- 
ter all,  we're  going  to  post  profits  in  a 
few  (months)."  Strong  Fund's  Burkart  re- 
mains unconvinced:  "Considering  how 
closely  monitored  the  auto  market  is,  if 
their  business  model  is  a  profitable  one,  it 
would  hardly  remain  a  secret." 

Despite  the  risks,  cash  can  be  a  pow- 
erful lure  for  potential  acquirers.  If  a  pur- 
chase can  be  completed  quickly,  the 
leftover  cash  can  help  fund  the  opera- 
tions of  the  surviving  company.  The 
women's  site  iVillage  Inc.  acquired 
Women.com  Networks  for  stock  in  Feb- 
ruary, partly  to  get  its  hands  on  its  one- 
time rival's  $30  million  in  cash.  The  two 
sites  combined  some  operations  to  re- 
duce expenses  and  now  should  have  plen- 
ty of  money  to  make  it  to  the  third 
quarter  when  the  business  is  expected  to 
begin  generating  cash.  "The  deal  that  we 
cut  with  Women.com  makes  sure  that  we 
have  enough  dollars  for  a  rainy  day,"  says 
iVillage  CEO  Douglas  W.  McCormick. 

There  may  yet  be  a  handful  of  deals 
like  McCormick's  in  the  wings.  But  it's  a 
treacherous  market  these  days  and  po- 
tential acquirers  will  have  to  weigh  the 
risks  carefully — before  moving  licketysplit 
The  free  cash  is  disappearing  fast.  * 


e.biz  online 


For  a  list  of  50  Net  companies  that 
have  more  cash  than  market  cap,  check 
out  ebiz.businessweek.com. 


I), it. 1    St. Hid. nil  fc  I'iK.r  •, 


EB  56   BusinessWeek  e.biz  /  March  19,  2001 


WE  DIDN'T  JUST  JUMP  ON  THE 
NFRASTRUCTURE  BANDWAGON 

WE  BUILT  IT 


»  time  to  set  the  record  straight.  Long  before  our  competitors  even  added  the  word 
restructure"  to  their  vocabulary,  we  were  busy  creating  it.  Since  we  first  launched 
licenter?  it  has  become  the  de  facto  global  standard  for  managing  eBusiness 
restructure.  But  we  didn't  stop  there-we're  also  the  world  leader  in  security  and  storage 
'ftware.  Every  day,  our  software  handles  over  180  million  transactions,  protects  $50  billion 
wire  transfers  and  stores  40  million  security  exchanges.  Expertise  doesn't  happen 
ernight.  It's  taken  25  years  of  hard  work  and  leadership  to  get  to  be  the  best.  So 
nen  we  say  you  can  trust  every  one  of  our  18,000  employees  around  the  world  to  deliver 
i  software  and  service  that  your  eBusiness'  success  depends  on,  we  really  mean  it. 

UP  TOMORROW  |  WE  ARE  COMPUTER  ASSOCIATES  |  THE  SOFTWARE  THAT  MANAGES  eBUSINESS"  ca.com 

001  Computer  Associates  International,  Inc.  (CA).   All  trademarks,  trade  names,  service  marks,  and  logos  referenced  herein  belong  to  their  respective  companies. 
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Broadband  connectivity  -  whether  it  be  through  cable,  DSL  or  wireless  -  is  exploding  globally  and  exponentially.  It's  a  market 
free-for-all  as  everyone  rushes  to  create  the  "killer  application"  that  will  captivate  consumers. 

Who  will  win?  Where  are  the  real  opportunities?  And  how  will  real  obstacles  -  like  infrastructure  and  regulatory 
issues  -  be  overcome? 

BusinessWeek,  in  partnership  with  Texas  Instruments,  invites  you  to  explore  this  powerful  medium  with  today's  industry 
luminaries.  You'll  start  out  at  top-level  briefings  on  universal  broadband 
issues  and  then  drill  down  to  the  specifics  on  one  of  three  concurrent  tracks  encompassing  cable,  DSL  and  wireless: 
•  Service  Providers  and  Regulators 

•  Original  Equipment  Manufacturers  (in  cable,  DSL  and  wireless) 
•  Content  Providers  and  Home  Technologies  (TELECOM 

Broadband:  The  prospects  for  innovation,  globalization,  and  wealth  creation 
are  tantalizing.  Join  us  and  make  your  own  broadband  connections. 
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Thomas  J.  Engibous,  Chairman,  President  and  CEO  of  Texas  Instruments 

The  Honorable  Reed  E.  Hundt,  former  FCC  chairman  and  Author  of 

You  Say  You  Want  A  Revolution:  A  Story  of  Information  Age  Politics 

Lawrence  Lessig,  Professor,  Stanford  Law  School  and  Author  of 

Code:  And  Other  Laws  of  Cyberspace 

HAVE  YDU    RECEIVED   YD  U  R    INVITATIDN? 

Contact  us  at  1-800-821-1329  or  e-mail  broadband2001@businessweek.com 
Or  register  online  now  and  review  the  current  agenda  at: 
rww.conferences.businessweek.com/2001/telecom 
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Additional  confirmed  speakers: 

Arthur  Astrin,  Supreme  Commander,  Wireless  Engineering,  Apple  Computer,  Inc. 

Brad  Baldwin,  Director,  Broadband  Technologies,  International  Data  Corporation 

Kathleen  Earley,  President,  Data  and  Internet  Services,  AT&T 

Ed  Haslam,  Chief  Strategist,  Network  Products  Division,  Inktomi  Corporation 

Kip  McClanahan,  President  and  CEO,  BroadJump,  Inc. 

James  D.  Olson,  President  and  CEO,  SkyStream  Networks 

Jonathan  Taplin,  President  and  CEO,  Intertainer 

James  L.  Zucco  Jr.,  Chairman  and  CEO,  Spike  Broadband  Systems 
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On  Beyond  the  Web 

In  a  few  years,  new  Net  applications  and  devices  may  make  it  superfluous 

■■l^^feh.      on't  get  too  stuck  on  the  Web.  Sure,  it  has  attracted  billions  of  dollars 


Gopher,  the  text-based  precursor  to  the  Web?  Once  the  Mosaic 
browser  hit  the  Net,  the  Web  quickly  subsumed  this  and  other 
once-dominant  Net  technologies.  Now,  a  spate  of  new  develop- 
ments seems  certain  to  sweep  away  the  Web — or  at  least  make  it 
far  less  important  than  it  is  today. 

Why?  Because  the  Web  is  nothing  more  than  a  software  lay- 
er on  top  of  the  Net,  a  way  of  presenting  information  stored  in 
computer  databases.  The  Net,  that  vast  collection  of  computers 
and  phone  lines  that  holds  and  delivers  data,  isn't  going  anywhere. 
But     software     can 
change  fast.  So  now, 
people  are  slapping 
onto    the    Net    all 
kinds  of  useful  new 
software  for  which 
the  Web   is   utterly 
superfluous. 

Think  about  it: 
You  don't  go  to  a 
Web  page  to  send  an 
instant  message.  You 

don't  need  a  Web  browser  to  play  streaming  audio  and 
video.  For  wireless  applications,  starved  for  bandwidth 
and  screen  space,  the  Web  is  a  clumsy  joke.  Nor  is  the  Web  of 
much  use  to  new  devices,  from  Handspring  Inc.'s  Visor  handheld 
to  MP3  players  such  as  the  Rio.  Industrial  sensors  and  smart  ap- 
pliances are  starting  to  be  programmed  to  communicate  direct- 
ly over  the  Net — and  they  don't  need  to  look  at  Web  pages. 

Afterthought.  Most  of  all,  the  Web  is  a  mere  afterthought  for 
the  biggest  Net  development  since  the  Web  itself:  so-called  peer- 
to-peer  applications  such  as  the  music-sharing  service  of  Napster 
Inc.  They  allow  personal  computers  and  other  devices  to  com- 
municate directly  with  each  other,  without  going  through  central 
computers  such  as  Web  servers.  In  contrast  to  just  a  few  years  ago, 
these  devices — pes,  handhelds,  even  game  machines — now  have 
lots  of  excess  processing  power  and  storage  capacity.  That  pow- 
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on't  get  too  stuck  on  the  Web.  Sure,  it  has  attracted  billions  of  dollars  in  in: 
vestment,  dragged  countless  consumers  and  corporations  online,  and  generatec 
billions  in  sales.  But  it  would  be  a  big  mistake  to  assume  that  viewin; 
pages  and  clicking  on  buy  buttons  will  continue  to  dominate  how  we  us 
the  vast  resources  of  the  Net.  After  all,  how  many  people  today  remembei 

er  lets  them  act  not  just  as  passive  receptacles  for  data  but  also  a 
generators  and  traders  of  valuable  content 

No  wonder  record  company  executives  are  freaking  out.  Bu 
it  doesn't  matter  that  their  legal  challenges  may  well  doon 
Napster.  That's  just  one  of  a  dizzying  array  of  new  applica 
tions.  For  instance,  the  Search  for  Extraterrestrial  Intelligenc 
project  is  tapping  the  idle  power  of  thousands  of  PCs  t( 
crunch  data  from  the  cosmos.  Groove  Networks  Inc.,  on  th 

other  hand,  is  devis 

ing  ways  to  let  cor 

porate         group 

rapidly  marshal  p< 

resources    to    ge 

work  done,  with 

out  having  to  se 

up  and  route  every 

thing  through  cen 

tral  Web  servers,  as  they  must  today. 

George  Colony,  CEO  of  market  watche 

Forrester  Research  Inc.,  predicts  what  he  call 

the  X  Internet  will  emerge  within  the  nex 

two  or  three  years,  supplanting  the  Web.  He  en 

visions  people  exchanging  programs  that  auto 

matically  launch  and  do  useful  work  as  easily  as  they  trad 

e-mail,  Web  pages,  and  mp3  files  today.  For  instance,  instead  of  e 

mailing  customers  with  suggested  investments,  Fidelity  Investmer 

could  send  a  program  that  lets  customers  plug  the  suggestion 

into  their  portfolio  to  calculate  how  well  it  fits  their  financial  goal: 

When  this  type  of  application  takes  hold,  today's  already-strug 

gling  Web  leaders,  from  Yahoo!  Inc.  to  Amazon.com  Inc.,  wi 

quickly  have  to  adapt  their  Web  business  models  or  face  extinc 

tion.  So  will  traditional  companies  that  have  embraced  the  Wet 

from  General  Electric  Co.  to  Wal-Mart  Stores  Inc.  "We've  been  sit 

ting  around  a  fire  in  loincloths  gnawing  on  bones,"  says  Colon' 

"We'll  look  back  at  the  Web  as  the  sharp,  pointed  stick  of  the  Ir 

ternet."  Beyond  the  Web,  the  Internet  will  remain  a  wdlspring  it 

opportunity — and  danger — for  a  long  time  to  come.  • 


ft 
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The  digital  revolution  is 
young.  But  it  is  already 
evident  that  doing  business 
the  Internet  way  offers 
vast  advantages.  How  vast? 
"Digital  businesses  have 
created  a  profit  advantage 
10  to  15  points  higher  than 
their  three  strongest  competitors 
and  have  been  able  to  create  and 
sustain  growth  rates  10  to  20  points 
higher,"  says  Adrian  Slywotzky,  author 
of  How  Digital  Is  Your  Business? 

But  being  a  digital  business 
involves  more  than  just  "e-enable- 
ment,"  says  Slywotzky.  "The  shift  from 
a  conventional  to  a  digital  business 
design  begins  by  asking,  'What  are 
our  top  business  issues?  What  are  the 
smartest  business  design  choices  for 
addressing  those  issues?'  And  only 
then  asking,  'Which  activities  related 
to  those  issues  are  atoms  and  which 
are  bits,  and  why  aren't  we  managing 
100%  of  the  bits  electronically?'" 

Answering  these  questions  was 
the  objective  of  BusinessWeek's  5th 
Annual  Conference  on  the  Digital 
Economy,  held  December  5-6,  2000, 
in  San  Francisco.  The  conference 
gathered  senior  executives  from  all 
walks  of  the  business  world  to  discuss 
the  challenges  inherent  in  becoming 
digital.  Highlights  from  two  days  of 
discussion  follow. 


Technology  on  Tap 

A  truly  digital  business 
operates  lean  and  mean, 
focusing  its  efforts  on  its 
core  competencies  and  out- 
sourcing everything  else 
by  subscribing  to  so-called 
"e-services."  The  most  widely 
known  e-service  is  the  application 
service  provider,  or  "ASP,"  which 
"leases"  software  to  businesses  in  a 
pay-as-you-go  package  that  includes 
service,  training,  and  support. 

The  ASP  model  is  rapidly  proving 
its  mettle.  It  can  be  so  effective,  in 
fact,  that  some  ASPs  even  hire  other 
ASPs  to  handle  specific  functions. 
Richard  Beluzzo,  group  vice-president 
of  Microsoft  Corporation's  Consumer 
Group,  explains  this  practice:  "We 
always  assume  that  making  this  stuff 
work  is  going  to  be  straightforward. 
It's  not.  You  need  partners  to  really 
develop  that  expertise." 

Not  all  ASPs  have  the  infrastructure 
and  know-how  to  deliver  on  their 
promises,  however.  It  is  therefore 
essential  to  carefully  evaluate  an  ASP 
before  making  a  commitment,  says 
Bernie  Schneider,  president  and  CEO  of 
Intira  Corporation.  "What's  under  the 
hood  is  critically  important.  You  need 
to  know  how  the  data  is  being  backed 
up,  what  level  of  security  is  being 
provided,  and  what  kind  of  disaster 
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E-service  Emergence 

"We  believe  that  any  asset,  any  process, 
any  information  that  can  be  digitized, 
will  be.  And  it  will  be  delivered  as  a 
service  over  the  Net,"  says  Ann  M. 
Livermore,  vice-president  at  Hewlett- 
Packard  Company  and  president  of  the 
company's  business  customer  organiza- 
tion. E-services,  she  says,  will  drive  the 
next  wave  of  growth  in  the  marketplace: 
"Over  the  next  couple  of  years,  about 
75%  of  all  small  and  medium  businesses 
will  be  using  e-services  instead  of  buying 
software  applications  or  running  business 
processes  themselves." 

The  rise  of  e-services  coincides  with  two 
other  trends  that  Livermore  identifies:  an 
always-on  Internet  infrastructure  and  the 
ongoing  explosion  in  mobile  information 
appliances.  And  the  intersection  of  these 
three  trends  is  tomorrow's  hot  spot. 
"The  linkages  between  these  areas," 
says  Livermore,  "create  very  interesting 
market-making  opportunities,  and  going 
after  those  opportunities  is  one  of  the 
most  important  challenges  that  we 
face  as  we  move  into  the  next  wave  of 
Internet  innovation.  "There  are  all  sorts 
of  things  that  can  be  done  to  transform 
a  customer  experience,  a  value  creation 
process,  and  in  some  cases  an  entire 
industry  segment." 


William  P.  Kupper,  Jr.,  president  and  publisher, 
BusinessWeek,  and  Ann  M.  Livermore, 
president,  business  customer  organization, 
Hewlett-Packard  Company,  discuss  the  wave 
of  Internet  innovation. 


Conference  delegates  gather 
around  sponsor  exhibits 
during  a  networking  break. 


recovery  is  being  planned.  If  everything 
always  goes  right,  none  of  these  things  are 
important.  But  we  have  yet  to  see  a  case 
where  everything  goes  right  all  the  time." 

Still,  the  occasional  horror  story 
hasn't  squelched  interest  in  the  growing 
e-services  marketplace.  "More  and  more 
customers  are  getting  comfortable  with 
the  whole  notion  of  e-services.  They're 
starting  to  put  their  toes  in  the  water, 
especially  around  applications  that  are 
not  mission  critical  or  strategic,"  says 
Mark  Templeton,  president  of  Citrix 
Systems,  Inc.  Digital  Economy  Conference 
delegates  agree:  When  asked  about  their 
experience  with  ASPs,  65%  of  attendees 
reported  that  they  had  already  signed  up 
or  were  planning  to  do  so. 

Given  the  positive  early  feedback, 
providers  are  confident  that  the  e-services 
model  will  continue  to  grow.  But  will  it 
dominate?  "It's  hard  to  tell.  Letting  go 
of  the  applications  that  run  the  business 
is  a  big  leap  of  faith.  It  could  be  several 
decades  before  some  people  are  ready  to 
make  that  leap,"  says  Schneider. 

The  Digital  Exchange 

"How  big?"  and  "How  fast?"  are  also 
the  key  questions  behind  "exchanges"  or 
"Internet  marketplaces."  But  unlike  ASPs, 
the  exchange  model  has  already  leaped 
the  crucial  credibility  hurdle  —  and  the 
general  acceptance  this  e-service  now 
enjoys  is  a  self-fulfilling  prophecy,  says 
Mark  Hoffman,  chairman  and  CEO  of 
Commerce  One,  Inc.  "Today,  about  25%  of 
the  Global  200  participate  in  exchanges. 
They  are  putting  tens  of  millions  of 
dollars  into  building  these  sites,  making 
huge  investments  for  their  futures,  and 
they  are  going  to  drive  these  exchanges 
to  success." 


Still,  the  adoption  rate  for  excharfcs 
has  not  been  as  rapid  as  once  expecti. 
But  much  of  the  lag  is  due  to  technci- 
gical  shortcomings,  says  Don  Paul,  vifc- 
president  of  technology  and  environmlfc 
affairs  for  Chevron  Corporation.  "Thelt 
number  of  available  exchanges  is  perm 
ahead  of  many  companies'  ability  to  I 
optimize  their  use.  The  information  ,ic 
digital  infrastructures  that  companiej 
need  to  participate  in  a  true  B2B 
e-commerce  fashion  must  be  substanfet 
more  robust  than  they  are  today.  Bull 
once  those  digital  infrastructures  are 
in  place,  I  think  you're  going  to  see 
skyrocketing  activity." 

Hoffman  agrees,  estimating  that  \ 
in  two  years,  70%  of  buyers  and  sup 
will  participate  in  exchanges.  And  it 
won't  just  be  in  the  United  States, 
seeing  huge  demand  in  Europe,  in  A: 
in  the  Middle  East,  in  Russia,  where 
think  they  would  lag  this  market.  Tl 
not.  There  may  be  a  6-  to  12-month 
between  some  of  these  areas,  but  th; 
not  much  given  the  way  the  technol 
wars  have  operated." 


Mobile  Net 

And  in  the  critical  new  area  of  the  v\ 
less  Internet,  U.S.  companies  are  fim 
that  the  tables  are  turned.  "The  rest 
the  world  is  out  front  already  in  mol 
says  David  Petersen  midt,  chairman, 
president,  and  CEO  of  Inktomi  Corpor; 
"This  wireless  environment  is  going 
become  one  of  the  dominant  new  me 
and  it's  going  to  narrow  the  differen 
between  countries  and  environments 
Within  the  next  year  or  two,  it  will  1 
a  dead  heat." 

Industry  observers  say  that  wirele 
adoption  in  the  United  States  has  be 
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mpered  not  only  by  a  lack  of  tech- 
logical  standards  but  also  by  excessive 
pe.  "I  think  the  expectation  levels 
re  set  a  little  higher  than  the  reality 
what  you  could  do  with  a  small 
indheld  device,"  admits  Jerry  Upton, 
e-president  of  Motorola,  Inc.'s  personal 
tworks  group.  But  that's  changing,  he 
rs.  "As  long  as  you  tailor  the  solutions 
■rectly,  you  can  actually  get  true 
nefits  out  of  these  devices." 
Alan  J.  Kessler,  COO  of  platform  and 
iducts  for  Palm,  Inc.,  highlights  some 
these  benefits:  "All  I  need  today  is  a 
aboard,  a  wireless  handheld,  and  a  mobile 
Dne  to  do  95%  of  what  I  can  do  on  my 
So  I'm  at  a  point  where  my  PC  doesn't 
k!  to  come  everywhere  with  me  anymore." 
The  functionality  is  undeniably 
sressive.  For  the  average  consumer, 
mgh,  it  may  not  yet  be  as  intuitive 
it  needs  to  be.  As  Upton  says,  "Users 
>ect  us  to  make  it  easy  for  them, 
're  not  going  to  see  mass  liftoff  until 
make  it  simpler." 

lationship  Capital 

lpler  functionality  and  more  pervasive 
hnology  are  more  than  just  the  keys 
adopting  exchanges.  They  are  also 
ential  tools  for  managing  customer 
itionships.  How  so?  "No  company  can 
lerentiate  itself  today  solely  on  the 
is  of  having  a  high-quality,  well-priced 
duct.  You  win  now  by  capturing  the 
sntion,  imagination,  and  loyalty  of 

customer.  You  need  to  give  them 
ctly  what  they  want,  when  they  want 
and  then  continue  that  dialogue 
oughout  the  relationship,"  explains 
|er  Siboni,  president  and  CEO  of 
iphany,  Inc.  New  technologies  that 
ible  this  dialogue  therefore  are  critical 
:he  digitization  effort. 
The  customer  relationship  is  so 
tortant,  in  fact,  that  some  observers 

sider  it  to  be  a  form  of  capital  itself. 


Conference  moderator  Scott  Shuster  meets 
Hans  Peter  Brondmo,  fellow,  Netcentives  Inc.; 
author.  The  Eng@ged  Customer:  The  New  Rules  of 
Internet  Direct  Marketing,  and  Lawrence  Lessig, 
professor,  Stanford  Law  School;  author,  Code:  And 
Other  Laws  of  Cyberspace,  to  discuss  strategies 
for  managing  customer  information. 

"Relationship  capital  is  a  key  asset  in  the 
information  economy.  And  the  biggest 
part  of  that  asset  is  your  customer 
information,"  says  Hans  Peter  Brondmo, 
fellow  at  Netcentives  Inc.  and  author  of 
The  Eng@ged  Customer:  The  New  Rules 
of  Internet  Direct  Marketing.  Good 
management  of  this  asset,  says  Brendmo, 
is  its  own  reward.  "As  you  engage  your 
customers  over  time  through  managing 
their  information  as  an  asset,  they 
deposit  more  information,  which  then 
becomes  increasingly  valuable." 

Relationship  capital  doesn't  come  only 
through  a  business's  customers.  It  also 
comes  from  its  employees.  So  forward- 
thinking  companies  such  as  Novell,  Inc. 
are  employing  new  technologies  to  build 
lasting  relationships  with  their  employees. 
"We  have  built  a  community  that  includes 
both  employees  and  other  people  who 
have  a  relationship  with  us.  The  network 
allows  us  to  deliver  services  that  are 
appropriate  to  their  needs.  This  then 
builds  connection  and  relationship 
capital,"  explains  Sheri  Anderson,  senior 
vice-president  and  general  manager  of 


!>oll  ResultJ 

.  MY  COMPANY:  WHERE  WE  STAND  ON  CHANGING  OUR  B2B  BUSINESS  DESIGN 

Already  significant  changes  in  the  way  we  buy/sell,  more  on  the  way. 
Some  minor  changes  in  the  way  we  buy/sell,  more  MAY  be  on  the  way. 
We  have  made  changes  and  we  think  we're  'there'  now. 

Not  much  has  changed  at  our  company  and  not  sure  it  will.  Watching  and  waiting. 
!i '  "oiling  by  Mendia  Audience  Response  Services,  Plymouth  Meeting,  PA 


39% 

40% 

4% 

17% 


No  Strings  Attached 

William  T.  Esrey,  chairman  and  CEO  of 
Sprint  Corporation,  has  been  called  an 
"unabashed  fan  of  wireless."  Esrey  pleads 
guilty  as  charged:  "I  don't  think  you 
can  overstate  the  impact  that  wireless  is 
going  to  have  on  our  lives,"  he  says. 

Esrey's  view  is  based  on  trends  in  con- 
sumer behavior  and  attitude.  "Initially, 
wireless  was  a  toy  for  yuppies.  Then  it 
was  an  emergency  safety  device.  Today, 
it  has  become  a  business  requirement 
and  an  everyday  consumer  convenience. 
And  we're  at  the  very  beginning  of  a 
new  phase  that  focuses  on  data  delivery 
and  Internet  access,  where  the  wireless 
device  will  be  seen  as  a  tool  to  make 
life  easier  and  more  productive." 

The  key  to  this  new  phase,  says  Esrey, 
is  technological  advancement.  "Improve- 
ments in  quality  and  reliability  —  more 
towers,  better  software,  and  an  increased 
spectrum  —  are  going  to  make  the 
wireless  revolution  a  reality.  In  the 
not-too-distant  future,  we  will  look  at 
computers  and  telephones  with  wires 
coming  out  of  the  back  and  ask  our- 
selves, 'Why  would  anyone  want  one  of 
those?'  Indeed,  why  would  you  want 
wires  when  you  can  be  free?" 


William  T.  Esrey,  chairman  and  CEO, 
Sprint  Corporation,  explores  the  wireless 
revolution. 
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"We  have  used 
technology  to  build 
a  lot  of  flexibility 
in  terms  of  work 
style  and  work 
preference." 

Sheri  Anderson 

senior  vice-president 
and  general  manager, 
Novell  Customer  Services, 
Novell,  Inc. 
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"Our  value  proposi- 
tion is  so  compelling 
that  not  a  single 
customer  has  done 
a  formal  ROI.  It's  a 
no  brainer." 

Barry  James  Folsom 

president  and  CEO, 
PlaceWare,  Inc. 
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"In  certain  business 
models,  disruptions 
are  just  an  inconven- 
ience. In  others,  they 
can  be  disastrous." 

Bernie  Schneider 
president  and  CEO, 
Intira  Corporation 


"We  have  never 
believed  that 
e-commerce  was 
the  end-all.  It  was 
just  a  channel." 

Roger  S.  Siboni 

president  and  CEO, 
E.piphany,  Inc. 


Novell's  customer  services  division. 
Other  companies  concentrate  on 
providing  the  technologies  that  fuel  the 
relationships.  One  example  is  PlaceWare, 
Inc.,  which  provides  video  conferencing 
technology  to  large  corporations.  Barry 
James  Folsom,  the  company's  president 
and  CEO,  claims  that  the  major  benefit  of 
this  technology  is  expanded  reach.  "You 
can  reach  more  employees  in  a  shorter 
amount  of  time.  An  HR  presentation,  for 
example,  may  reach  80%  of  employees 
instead  of  40%.  That's  a  huge  benefit, 
because  the  more  people  know  about  their 
benefits,  the  more  likely  they  are  to  stay." 

The  Framework  for  Innovation 

So  global  digitization  is  underway.  But 
the  framework  for  continued  transforma- 
tion rests  on  the  twin  pillars  of  finance 
and  regulatory  issues.  And  in  the  wake  of 
the  government's  antitrust  suit  against 
Microsoft  and  the  devaluation  of  Internet 
stocks,  that  framework  seems  shaky. 

Karen  Francis,  managing  director  and 
CMO  of  Internet  Capital  Group,  admits 
that  Wall  Street's  recent  attitude  has 
affected  ICG's  investment  strategy.  "We 
certainly  have  capital  allocated  for  new 
acquisitions,  but  the  screen  is  going  to 


"The  challenge  fq 
IT  organizations 
transitioning  froi 
where  they  are  tfl 
where  they  want 
to  be  in  the  digit 
workplace." 

Mark  B.  Templet<J 

president, 

Citrix  Systems,  Inc. 


be  a  lot  tighter,  and  they  will  have  top* 
home  runs,"  she  says. 

Others  feel  differently.  "Wall  StreeJ 
definitely  has  had  a  nuclear  winter  ir 
terms  of  love  for  Internet  companies, 
we  are  still  actively  investing  in  the 
Internet  economy  because  fundament| 
the  premise  that  the  Internet  is  going 
change  the  way  we  work  and  interact  I 
the  same,"  says  Scott  Russell,  general 
partner  of  SOFTBANK  Technology  Ventif 

Similarly,  the  Internet's  transformi! 
power  far  outweighs  the  regulatory  is| 
represented  by  such  challenges  as  the 
Microsoft  antitrust  case.  "The  greatest 
surprise  that  regulators  and  lawyers 
had  in  the  past  20  years  is  the  power  I 
neutral  platform,"  says  Lawrence  Less 
Stanford  Law  School  professor  and  au| 
of  Code:  And  Other  Laws  of  Cyberspace 
"The  Internet  has  taught  us  that  a  sy| 
of  freedom  at  the  level  of  architectur^ 
where  anybody  can  enter  and  play,  is! 
extraordinarily  conducive  to  innovation! 

This  can  only  be  good  news  for  col 
panies  seeking  to  go  digital.  To  follow 
Lessig's  analogy,  the  platform  and  the 
players  are  there.  The  game  is  underw 
And  the  rules  may  finally  be  coming 
focus.  For  those  who  take  the  time  to  l 
those  rules,  the  future  looks  bright  ind 
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COMMENTARY 


By  Charles  J.  Whalen 


CONSUMER  CONFIDENCE  IS  NO  CRYSTAL  BALL 


B 


eware  the  fragile  consumer! 

That,  it  .seems,  was  the  message 
'of  Federal  Reserve  Board  Chair- 
man Alan  Greenspan's  testimony  be- 
fore Congress  on  Feb.  28,  when  he 
warned  of  the  need  to  keep  a  sharp 
eye  on  the  recent  plunge  in  consumer 
confidence.  But  there's  much  less  to 
fear  from  that  drop  than  Greenspan's 
remarks  suggest.  In  fact,  using  confi- 
dence as  an  economic  predictor  brings 
to  mind  the  quip  about  the  economist 
who  correctly  forecast  nine  of 
the  past  three  recessions. 

Conventional  wisdom 
holds  that  declines  in  con- 
sumer confidence  and  ex- 
pectations about  the  eco- 
nomic future  mean  big 
trouble  ahead  for  the 
economy.  But  the  data 
show  that's  not  true: 
Consumer  confidence  and 
expectations  are  poor  pre- 
dictors of  an  economic 
contraction.  In  the  past 
decade,  consumer  confi- 
dence fell  by  25%  or 
more  four  times — and 
only  once,  in  1990,  did  it 
herald  a  downturn. 
ANOMALY?  That  1990-91 
recession,  when  the  Iraqi 
invasion  of  Kuwait  trig- 
gered a  collapse  of  con- 
sumer confidence  and  spend- 
ing, may  have  been  a 
historical  anomaly.  Notes  David 
A..  Wyss,  chief  economist  at 
Standard  &  Poor's  Corp.:  It  "was 
the  only  recession  in  post- World 
War  II  history  where  consump- 
tion was  the  leading  sector." 

There's  no  question  that  the 
Consumer  Confidence  Index,  as 
Ttieasured  by  the  Conference 


of  consumer  thinking,  the  University 
of  Michigan's  Consumer  Sentiment 
Index,  which  uses  a  phone  survey 
and  a  sample  size  of  500. 

But  a  fall  in  confidence  isn't  even 
a  sure  sign  that  consumers  will  cut 
back  on  spending  (table).  Despite  the 
14%  decline  in  confidence  in  1998,  for 
example,  overall  consumer  spending 
rose  4.9%,  and  spending  on  durable 
goods  jumped  23.9%.  The  conclusion: 
Spending  is  much  more  re- 


A  POOR  PREDICTOR  OF  SPENDING 


CONSUMER 
CONFIDENCE* 


REAL 
SPENDING* 


REAL 
DURABLE 
SPENDING 


MAR.  '90-JAN.  '91    -50%    -1.8%  -13.1% 


Board,  is  a  reliable  gauge  of  ...!!!*!!:..!?.1"™:..^.„..^?. §:4 1^3.. 


low  consumers  feel.  It  tracks 
:heir  moods  with  a  questionnaire 
nailed  to  5,000  households  each 
•nonth  that  asks  about  business 
conditions,  employment,  and 
"amily  income  as  they  exist  now 
ind  as  they  are  expected  to  be 
six  months  ahead.  Results  of 
;his  index,  which  is  down  26% 
rom  May,  2000,  closely  match 
hose  of  the  other  main  indicator 


JUNE  '92-0CT.  '92 
DEC.  '92-JUNE  '93 
JUNE  '98-DCT.  98 
MAY  00-FEB.  '01 


-25 
-25 
-14 
-26' 


5.8 
40 
4.9 


10.1 
15.2 
23.9 


*  Based  on  the  Conference  Board's  Consumer  Confidence  Index 
**  Annual  rate  of  growth  In  quarter  when  confidence  hits  low 

Data:  Conference  Board,  Standard  &  Poor's  DRI,  BusinessWeek 


sponsive  to  the  tangible  influence  of 
jobs  and  incomes  than  to  the  ups  and 
downs  of  confidence  and  expecta- 
tions, which  are  affected  by  a  slew  of 
often  temporary  factors. 

Instead  of  the  confidence  index, 
some  economists  prefer  to  focus 
more  narrowly  on  consumer  expecta- 
tions about  the  economy's  future  per- 
formance. Indeed,  the  Conference 
Board's  Expectations  Index,  a  com- 
ponent of  their  broader  confi- 
dence measure,  does  yield 
slightly  better  economic 
forecasts,  according  to 
research  by  Federal  Re- 
serve Bank  of  New 
York  economists  Jason 
Bram  and  Sydney  Lud- 
vigson.  But  that  mea- 
sure also  comes  up 
short:  Consumer  expec- 
tations are  unreliable  in 
forecasting  recessions. 
WRONG  AGAIN.  Forecast- 
ers argue  that  a  fall  in  the 
expectations  index  below 
the  level  of  80  is  "usually 
indicative  of  a  recession," 
says  Lynn  Franco,  director 
of  the  Conference  Board's 
Consumer  Research  Center. 
Yet  after  the  recession  in- 
duced by  the  Iraqi  war,  that 
threshold  was  breached 
three  times — and  consumer 
spending  and  the  economy  con- 
tinued to  expand.  In  fact,  four  of 
the  past  five  major  declines  in 
expectations — drops  of  roughly 
25%  or  more — didn't  even  cause 
real  consumer  spending  to  fall. 
That  suggests  that  there's  no  rea- 
son to  panic  over  the  expecta- 
tions level  of  68.7  found  in  the 
latest  Conference  Board  survey. 
The  recent  solid  showing  of 
retail  sales,  autos,  and  housing 
also  indicates  that  spending  can 
stay  buoyant  as  expectations 
drop.  Confidence  and  expecta- 
tions may  swing  with  reports  of 
layoffs  and  talk  of  recession.  But 
as  long  as  unemployment  stays 
tame,  consumers  are  unlikely  to 
throw  in  the  towel. 

Whalen  covers  the  economy. 
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By  William  C.  Symonds 


f  you  take  it  for  more  than  a  political  slogan,  President 
Bush's  motto  for  education  reform— "no  child  left  be- 
hind"—is  a  wildly  ambitious  goal.  It  is  every  bit  as  au- 
dacious as  Lyndon  B.  Johnson's  War  <m  Poverty  or 
John  F.  Kennedy's  race  to  the  moon.  Since  the  U.  S. 
first  embraced  universal  public  education  decades  ago, 
there  has  been  a  largely  unspoken  as-     QCU|-y  mcAC 
sumption  that  some  children  will  never     ^UAT  llfflD V 
earn  a  high  school  degree.  Now,  says     ■"•*■  «BKR 
National  Urban  League  President  Hugh     1  Perfwmance  f°r 
B.  Price,  Bush  is  "asking  our  schools  to     O  Make  Schools 
do  something  that  no  society  has  ever    ^  Hoki  Educators 
done,  to  educate  all  children  well,  re-     ^  Accountable 
gardless  of  their  circumstances."  In  ef-     4  yllUt^ 


Variety 


^H        wmi 


,  Bush  is  declaring  that  in  the  In-  IX  Provide  Adequate 

nation  Age,  a  solid  education  is  a  ~  . U"  mg  T. 

.  °  /?  Increase  Time 

lamental  Civil  nVht.  TTip  Prpsirlpnt'e  U  in  School 


n         i  L-\  '"^'coae    unit; 

tundamental  civil  right.  The  President's  U  in  School 

pronouncement  is  the  culmination  of  7  EfSfect!veh|y0,°8y 
nearly  twenty  years  of  mounting 
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America's 

Schools  Fail  to  Teach  the  Basics.. 

33% 


SHARE  OF  EIGHTH-' 


efforts  to  fix  America's  schools.  The  educational  crusade  began 
in  earnest  with  A  Nation  at  Risk,  a  1983  report  commissioned 
by  the  Reagan  Administration  warning  that  "a  rising  tide  of 
mediocrity  [in  our  schools]  threatens  our  very  future  as  a  na- 
tion." In  1989,  then-President  George  Bush  and  the  nation's 
governors  held  the  first-ever  national  education  summit, 
where  they  set  sweeping  goals — from  eliminating  illiteracy  to 
vaulting  U.S.  students  to  No.l  in  the  world  in  math  and 
science. 

There  has  been  scant  progress  toward  meeting  those  goals 
(tables).  Less  than  half  of  America's  schoolchildren  read  pro- 
ficiently at  their  grade  level.  U.  S.  12th-graders  still  score  well 
below  teenagers  in  almost  every  other  developed  country 
on  mathematics  and  science  tests.  The  74%  of  students  who 
have  completed  high  school  by  the  age  of  18  rank  the  U.S. 
No.  17  in  graduation  rates  after  decades  of  leading  the  world, 
according  to  the  Education  Trust,  a  research  group  in  Wash- 
ington. "While  we've  certainly  made  some  improvements, 
they're  not  nearly  enough  to  keep  up,"  says  Milt  Goldberg, 
who  headed  the  commission  that  produced  A  Nation  at  Risk. 
NOT  SO  GLOOMY.  Low-income  and  minority  students  fare 
the  worst.  Only  29%  of  all  fourth-graders  read  proficiently  at 
their  grade  level,  but  among  low-income  kids,  the  figure  is 
13%.  By  the  end  of  high  school,  black  and  Hispanic  children 
perform  only  at  the  level  whites  do  in  eighth  grade.  "This 
achievement  gap  is  the  most  important  issue  of  social  justice 
in  our  society,"  says  Tom  Vander  Ark,  executive 
director  for  education  at 
the  Bill  &  Melinda  Gates 
Foundation,  which  doles 
out  $100  million  a  year 
for  education  reform.  The 
problem  is  an  economic  is- 
sue, too,  since  white  kids 
will  fill  fewer  than  half  of 
U.  S.  school  seats  by  2040, 
down  from  65%  today  and 
85%  in  1950. 

Still,  the  prospects  are 
not  quite  so  hopeless  as  the 
gloomy  report  card   sug- 
gests. Many  schools  in  pros- 
perous, upper-middle-class 
suburbs  have  always  done  a 
good  job,  as  have  certain 
schools  in  solid  middle-class 
districts.  The  real  challenge 
lies  with  the  continuing  medi- 
ocrity that  plagues  too  many 
of  America's  schools — and  the 
disastrous  state  of  education 
for  kids  at  the  bottom.  The 
good    news:    The    past    two 
decades  have  seen  an  explo- 
sion  of  local  reform   efforts 
aimed  at  even  the  most  in- 
transigent problems.  "We  now 
have  abundant  evidence  that 
there  are  strategies  that  can 
make  a  significant  difference," 
says  the  Urban  League's  Price. 
As    discussion    begins    on 
Bush's  education  plan,  to  be  debated  in  the  Senate  the 

■  week  of  Mar.  12,  BusinessWeek  set  out  to  identify  the  best 
of  these  strategies.  We  posed  a  simple  question:  What  would 

!  it  take  to  achieve  the  President's  goal  of  "no  child  left  be- 

68  BusinessWeek  /  March  19,  2001 


READING 
WRITING 
MATH 

.PROFICIENT  FOR  THEIR  GRADE  LEVEL 
ScHlONAL  PROGRESS 


Poor  Report  Card 


27% 
24% 

ACCOR«T0WE«  —  ^ASSESSMENT 


ASIAN 
WHITE 
BLACK 
LATINO 


...Especially  to  Minoritte^.; . 

94% 
90% 
81% 
63% 


tt  q  1  aes  Internationally 
..SotbeU.S.Ugs^son2TH6RAoERsml998 

19TH0UT0F21 
DEVELOPED  COUNTRIES 

16TH0UT0F21 
DEVELOPED  COUNTRIES 


hind"?  A  broad  range  of  expeft 

and  educators  helped  us  draw 

seven  strategies  that,  pursued 

gether,  would  go  a  long  way 

ward  fixing  America's  schools.  1 

list  isn't  exhaustive.  We  left  as 

such   pedagogical   questions 

how  best  to  teach  math  or  re 

ing.    Instead,    we    focused 

changes    in    the    system    tl 

would  create  an  environment 

which  schools  could  succeed  w 

far  more  regularity. 

In  evaluating  solutions, 
had  one  basic  test:  There  nr 
be  compelling  evidence  tl 
!  they  work.  The  ideas  that  1 
i  low  have  all  been  battle-tc 
;  ed.  In  seeking  them  out, 
went  to  schools,  districts,  i 
states  that  have  beaten  1 
odds,  often  in  some  of  America's  toughest  neij 
borhoods.  Among  them:  Humanities  Preparatory  Academy 
New  York's  Chelsea  neighborhood,  a  high  school  that  of 
takes  students  who  floundered  elsewhere  yet  sends  91%  of 
graduates  to  college,  including  Harvard  University  a 
Northwestern  University.  At  KIPP  Academy,  which  n 
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EATING  THE  ODDS 

l  explosion  of  local 
form,  like  Chicago's 
.jrspective,  is  making 
difference 


middle  schools  in  Houston  and 
New  York's  South  Bronx,  more 
than  90%  of  students  are  Lati- 
no or  African  American,  and 
virtually  all  are  poor.  Last  year, 
98%  of  kipp's  students  in  Hous- 
ton passed  the  Texas  Assess- 
ment of  Academic  Skills  (taas) 
test,  ranking  it  among  the 
state's  best. 
Even  more  impressive  are  the  states  that  have  made 
•ge-scale  improvements.  In  the  1980s,  Kentucky  ranked 
ad  last  in  the  country  in  its  share  of  adults  with  a  high 
lool  or  college  degree.  But  11  years  after  the  courts  forced 
i  state  to  redesign  its  entire  system,  78%  of  adults  now 
ve  a  high  school  diploma,  up  from  53%  in  1980.  The  share 
Iding  college  degrees  has  doubled.  And  the  Bluegrass  State 
«  leapfrogged  other  states  into  the  middle  ranks  of  acade- 
c  performance.  Similarly,  sweeping  reforms  have  helped 
>rth  Carolina  and  Texas  make  strides,  outpacing  the  gains 
all  other  states  on  the  National  Assessment  of  Educa- 
nal  Progress  (naep),  the  primary  test  used  to  measure 
idents  nationally. 

One  clear  lesson  of  all  the  reform  efforts  is  that  no  single 
ia  can  solve  the  many  ills  of  America's  schools.  "Schools  are 
nplicated  institutions,  which  means  you  need  a  compre- 
ssive approach  that  deals  with  everything  at  once,"  says 


former  Yale  University  President  Benno  C. 
Schmidt  Jr.,  now  chairman  of  Edison  Schools,  the 
nation's  largest  operator  of  for-profit  schools.  That's 
why  President  Bush's  program  is  just  a  downpay- 
ment  on  all  that's  needed. 

True,  he  wants  to  tackle  several  areas  at  once, 
including  technology,  school  choice,  and  mandatory 
testing.  But  because  Washington  plays  a  relatively 
minor  role  in  education,  Bush's  proposal  doesn't 
come  close  to  providing  the  radical  action  required. 
Most  reforms,  from  tougher  accountability  to  pay- 
for-performance  for  teachers,  face  stiff  opposition 
that  can  only  be  overcome  by  the  states,  the  high- 
est level  of  government  with  leverage  over  the 
country's  90,000  schools. 

HEFTY  OUTLAYS.  At  the  same  time,  however,  the 
U.  S.  must  also  pony  up  more  money  for  serious  re- 
form. Bush  wants  a  $2  billion,  or  10%,  boost  in 
federal  K-12  spending.  But  that's  pennies  out  of 
the  $360  billion  total  the  U.  S.  shells  out  annually  on 
public  education.  No  one  has  tried  to  figure  out 
what  it  would  take  to  provide  every  child  with  an 
adequate  education.  Wyoming  took  a  shot  at  it  and 
came  up  with  $7,400  per  student  a  year,  or  18% 
more  than  what  it  had  been  spending.  The  cost 
would  certainly  be  higher  in  many  states  with  big 
cities  and  many  poor  families. 

Still,  as  a  starting  point,  a  national  increase  like 
Wyoming's  would  run  an  extra  $60  billion  a  year. 
Even  half  that,  if  used  wisely,  could  make  a  dent. 
But  real  change  will  require  everyone — Washington, 
the  states,  and  school  districts — to  dig  deep  into 
their  pockets.  For  that,  the  political  environment 
has  never  been  more  conducive.  "Almost  every 
governor  has  an  agenda  to  improve  the  schools," 
notes  Ted  Sanders,  president  of  the  Education 
Commission  of  the  States.  The  question  now  is 
whether  it's  enough  to  give  every  American  child  a 
real  education. 


PAY  TEACHERS 
FOR  PERFORMANCE 


1FEW  FACTORS  AFFECT  STUDENTS'  PERFORMANCES 
more  than  the  quality  of  their  teachers.  A  Ten- 
nessee study  in  199fr — to  cite  just  one  of  many 
making  the  same  point — found  that  fifth-graders  who  had 
three  years  of  effective  teaching  improved  their  math  scores 
by  83%,  vs.  a  29%  gain  for  students  with  ineffective  teachers. 
Yet  many  teachers  are  unqualified.  One-third  of  secondary 
school  math  teachers  and  roughly  half  of  physical  science 
teachers  didn't  major  or  minor  in  the  subjects  they  teach.  Of- 
ten, "the  most  senior  teachers  opt  for  the  nicest  schools, 
while  we  put  our  weakest  teachers  in  the  hardest  locations," 
says  Robert  T.  Jones,  president  of  the  National  Alliance  of 
Business  (nab),  which  backs  training  and  education  initiatives. 
The  appalling  shortage  of  quality  teachers  stems  in  part 
from  chronically  low  pay.  Any  college  grad  who  wants  to 
teach  must  be  willing  to  endure  a  lifetime  of  subpar  wages 
(chart,  page  70).  Now  schools  face  the  near-impossible  mission 
of  filling  the  2.2  million  teaching  vacancies  expected  over 
the  next  decade. 

Aggravating  the  problem  is  an  outdated  salary  structure 
unrelated  to  what  teachers  do  in  the  classroom.  Most  teach- 
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PEAK  PERFORMERS 

Some  Los  Angeles 
teachers  left  the  union 
after  the  principal 
based  pay  on  results 


ers  are  still  paid  under  the  so- 
called  single-salary  system  de- 
veloped in  Des  Moines  80  years 
ago.  Everyone  with  the  same 
seniority  and  degree  is  paid  the 
same.  That  approach  marked  a 
step  forward  in  1921,  when  it 
corrected  the  practice  of  paying 
male  teachers  more  than  fe- 
male ones.  But  the  system  has 
become  a  straitjacket  that's  stifling  schools,  which  can't  reward 
the  best  teachers  or  pay  more  to  lure  math  and  science 
graduates.  "It  doesn't  offer  teachers  any  real  opportunity 
for  professional  advancement,"  argues  Lowell  Milken,  chair- 
man of  the  Milken  Family  Foundation. 

The  solution:  Pay  teachers  more,  and  scrap  single  salaries 
for  a  system  that  rewards  teachers  for  what  they  contribute 
to  student  learning.  On  Jan.  30,  four  leading  business 
groups — the  NAB,  the  U.  S.  Chamber  of  Commerce,  the  Busi- 
ness Roundtable,  and  the  National  Association  of  Manufac- 
turers— endorsed  a  plan  along  these  lines.  These  groups 
would,  in  return  for  higher  teachers'  pay,  raise  the  bar  for 
new  teachers.  Educators  would  be  paid  according  to  how 
well  they  perform  in  class  and  mentor  other  teachers,  with 
the  chance  to  reach  a  max  of  $100,000.  Meanwhile,  profes- 
sional development  would  be  expanded. 

Connecticut  has  shown  that  such  reforms  can  work.  Start- 
ing in  1986,  it  raised  teacher  salaries  by  nearly  one-third.  To- 
day, they're  still  among  the  nation's  highest,  averaging  around 
$53,000  and  peaking  at  more  than  $80,000.  Simultaneously,  the 
state  hiked  requirements  for  new  teachers,  including  passing 
an  exam  in  their  subject  area.  New  teachers  work  with  a 
mentor  to  improve  their  technique.  Then  they  are  evaluated. 
The  review  covers  lesson  plans  and  teaching  techniques  and 
"evaluates  their  ability  to  foster  learning,"  says  Raymond 
Pecheone,  who  oversees  teacher  evaluation  for  the  state. 
Those  who  don't  cut  it  by  their  third  year  are  out. 
UP  Tit  LADDER.  The  payoff  has  been  great.  It  has  avoided  the 
teacher  shortages  of  other  states.  "We  turn  away  three  [ap- 
plicants] for  every  one  we  let  into  our  teaching  program, 
and  the  grade-point  average  of  those  accepted  is  3.4,"  brags 
Richard  L.  Schwab,  dean  of  the  Neag  School  of  Education  at 
the  University  of  Connecticut.  Teacher  attrition  is  down,  and 
Connecticut  has  made  huge  gains  in  student  achievement, 
especially  in  reading,  where  it 
ranks  first  in  the  nation. 

Now  reformers  elsewhere 
are  adding  more  rungs  to  a  ca- 
reer ladder  teachers  can  climb. 
Last  fall,  Cincinnati  negotiated 
a  new  system  with  the  local 
union  in  which  teachers  may 
ascend  five  rungs  in  their  ca- 
reer— from  apprentice  to  ac- 
complished. Advances  are 
based  on  a  sophisticated  mea- 
sure of  performance.  Educators 
will  undergo  periodic  evalua- 
tions, "and  if  you  don't  mea- 
sure up,  you  can  drop  a  rung 
and  actually  lose  pay,"  says 
Kathleen  Ware,  the  city's  associate  superintendent.  Iowa  is 
close  to  adopting  a  similar  statewide  career  ladder. 

Teachers  themselves  are  one  of  the  most  difficult  obstacles 
to  such  schemes.  The  country's  two  teachers  unions,  the  Na- 
tional Education  Assn.  (nea)  and  the  American  Federation  of 
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Teachers  (apt),  support  higher  pay  to  attract  more  qualifi 
talent  to  teaching.  And  "we  support  different  ways  of  p 
viding  compensation  to  teachers,"  says  AFT  President  San 
Feldman,  who  notes  that  her  union  backed  the  Cincinn 
plan.  But  the  unions  are  skeptical  about  some  aspects  of : 
form,  nea  President  Robert  F.  Chase,  for  example,  oppos 
paying  more  to  attract  math  and  science  teachers.  "Is  tb 
work  really  more  important  than  teaching  kindergarten 
first  grade?"  he  asks.  Such  thinking  ignores  the  marketpk 
reality  that  those  trained  in  math  and  science  have  many  o 
er  opportunities. 

Teachers  at  the  Vaughn  Next  Century  Learning  Center 

Los  Angeles  even  had  to  withdraw  frfl 
the  union  to  keep  working  there  af    I 
the  school  adopted  a  pay-for-perf   m 
mance  ladder.  In  1990,  70%  of  Vaug 
teachers  had  less  than  three  years  < 
perience.  The  school  serves  1,300  H    « 
panic  elementary  kids  in  one  of  t 
city's  poorest  neighborhoods.  Turno\ 
was  high,  and  Vaughn  ranked  amo   J 
L.A.'s  worst  schools. 

Three  years  later,  Principal  Yvori   ■ 
Chan  converted  Vaughn  into  a  charl 
school  (which  means  it  receives  put 
funds   but   is   otherwise   largely 
tonomous).  In  1998,  she  set  up  a  syst 
that  bases  pay  on  a  teacher's  ability 
help  kids  meet  California's  standai   £ 
and  gives  bonuses  to  high  achievers.  Top  performers  c 
earn  $68,000  a  year,  20%  more  than  in  other  L.A.  schools.  I 
the  local  union  insisted  that  Vaughn  teachers  return  t< 
regular  public  school.  Some  did,  but  after  an  ugly  deba 
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most  left  the  union  and  endorsed  the  plan. 


Today,  most  of  Vaughn's  69  teach- 
ers seem  to  enjoy  the  challenge.  "When 
I  was  in  the  union,  I  didn't  feel  teach- 
ers were  being  asked  to  work  up  to 
their  full  potential,"  says  Jose  Salas, 
who  quit  the  union  to  teach  at  Vaughn. 
Now,  "there's  a  feeling  of  controlling 
one's  destiny."  Test  scores  are  soaring, 
and  the  state  ranks  Vaughn  in  roughly 
the  top  10%  of  schools  serving  similar 
inner-city  students. 

Improving  teacher  effectiveness  also 
requires  professional  development.  To- 
day, the  average  U.  S.  teacher  receives 
just  eight  hours  of  training  a  year,  less 
than  10%  of  what  teachers  get  in 
Japan,  for  example.  But  look  what 
happened  in  New  York's  District  2, 
which  serves  23,000  students  in  Man- 
hattan. In  the  mid-1980s,  it  began  de- 
voting 8%  of  its  budget  to  teacher  in- 
struction, compared  with  less  than  3% 
spent  at  the  typical  U.S.  school.  At 
P.S.  130,  in  Chinatown,  Principal  Lily 
D.  Woo  began  holding  breakfast  meet- 
ings, Saturday  workshops,  and  sum- 
mer sessions  to  train  her  staff  in  more 
effective  methods  for  teaching  literacy. 
Today,  District  2  ranks  second  among 
32  districts  in  test  scores,  up  from 
17th  in  1985. 

More  pay  and  training  cost  big 
;ks.  Still,  warns  the  January  report  by  the  nab  and  the 
ee  other  business  groups,  "without  high-quality  teachers, 
•  efforts  to  improve  student  achievement  are  destined  to 
I  It's  a  question  of  paying  now  or  paying  later. 
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TWO  YEARS  AGO,  YRCANIA  CASTILLO  WAS  KICKED 

out  of  Hunter  College  High  School  in  New 
York.  Although  the  school  is  highly  regarded, 
:ania  found  it  too  competitive  and  impersonal.  "My  at- 
dance  and  grades  were  terrible,"  she  admits.  Then  she  dis- 
ered  Humanities  Prep,  a  small  school  in  Manhattan  that 
ciakzes  in  giving  kids  a  second  chance.  Yrcania  blossomed 
he  intimate  environment  of  the  175-student  school,  where 
's  now  a  senior.  "At  Hunter,  they  didn't  care,  but  here 
yYe  really  concerned,"  says  Yrcania,  17,  who  has  applied  to 
ege.  Without  Humanities,  "I  would  likely  have  ended  up  on 
Ifare,"  she  says. 

^or  decades,  U.S.  education  has  operated  under  the  as- 
aption  that  bigger  is  better,  especially  in  high  schools. 
er  former  Harvard  President  James  B.  Conant  advocated 
ninating  smaller  schools  in  favor  of  large,  comprehensive 
s  in  the  1950s,  most  urban  high  school  students  began  at- 
ding  factory-like  schools  with  1,000  students  or  more.  To- 
',  many  have  become  cauldrons  of  violence,  pitiful  achieve- 
nt,  and  high  dropout  rates. 

t's  time  for  a  180-degree  turn.  New  construction  should  fa- 

"small  neighborhood  schools,  with  200  to  500  students," 

s  Jack  Clegg,  ceo  of  Nobel  Learning  Communities  Inc.,  a 

i  profit  school  operator.  It's  too  costly  to  dismantle  large 


dysfunctional  schools,  but  they  can  be  turned  into  several 
schools-within-schools,  allowing  kids  and  teachers  to  form 
closer  bonds. 

Several  cities  are  already  downsizing  schools.  New  Vi- 
sions for  Public  Schools,  a  reform  group,  has  helped  to  create 
some  40  small  schools  in  New  York,  including  Humanities 
Prep.  Chicago  has  150  small  schools  after  a  decade  of  effort 
by  the  Small  Schools  Workshop  at  the  University  of  Illinois  at 
Chicago.  "None  is  bigger  than  350  kids,  and  all  are  run  more 
like  communities  than  factory  schools,"  says  Workshop  Di- 
rector Michael  Klonsky. 

reborn.  The  movement  is  proving  that  the  intimacy  long  of- 
fered by  elite  prep  schools  can  work  minor  miracles  in  dis- 
advantaged districts.  Student  attendance  climbs,  and  dropout 
rates  fall,  according  to  a  new  study  of  Chicago's  small 
schools  by  the  Bank  Street  College  of  Education  in  New 
York.  The  schools  in  the  study  are  located  in  Chicago's 
poorest  neighborhoods.  "It's  like  a  village,  where  all  of  the 
teachers  know  the  students,"  says  Alice  Perry,  whose  daugh- 
ter, Mary,  is  a  student  at  Best  Practice  High,  a  new  Chica- 
go small  school. 

The  school-within-a-school  concept  makes  smallness  work 
even  in  cavernous  buildings.  Look  at  the  Julia  Richman  Ed- 
ucation Complex  on  New  York's  Upper  East  Side,  or  the 
Cregier  Multiplex,  a  block  from  Chicago's  United  Center.  As 
large  schools,  both  had  epitomized  all  that  was  wrong  with  ur- 
ban education.  Then  they  were  reborn.  Each  now  houses 


"LIKE  A  VILLAGE" 

A  vast  New  York  com- 
plex adopted  a  school- 
within-a-school  system 


several  specialized  small 
schools,  such  as  Julia  Richman's 
Urban  Academy,  whose  inten- 
sive liberal  arts  program  is  re- 
garded as  among  the  best  in 
the  nation. 

There's  a  similar  movement 
to  slash  class  size.  While  there 
has  been  some  controversy 
about  the  value  and  cost  of  smaller  classes,  a  landmark  1980s 
study  in  Tennessee  called  Project  star  found  that  they're 
especially  helpful  for  young  children  who  often  need  extra  in- 
dividual attention.  Students  in  kindergarten  through  third 
grade  were  randomly  assigned  to  classes  of  12  to  17  pupils,  of 
22  to  26  pupils,  and  to  large  classes  with  an  aide  helping  the 
teacher.  The  result:  Those  in  the  small  classes  did  better.  The 
gains  persisted  even  after  students  left  third  grade.  The 
star  project  has  fueled  efforts  to  reduce  class  sizes  in  the  ear- 
ly grades.  But  overcrowding  remains  a  problem. 
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4fc  M.    LUCY     MCVEY     TOOK     OVER     AS     PRINCIPAL     OF 

^^  J  Blanton  Elementary  in  Austin,  Tex.,  in  1996  with 
^^i^^^  one  mission:  to  remove  it  from  the  state's  list  of 
low-performing  schools.  Blanton  earned  the  stigma  after  its 
mostly  Hispanic  immigrant  students  scored  poorly  on  the 
TAAS.  To  shake  things  up,  McVey  required  teachers  to  attend 
staff  development  sessions  that  ran  till  8  p.m.  She  enticed  600 
working-class  parents  to  attend  a  baked-potato  social,  where 
she  exhorted  them  to  get  more  in- 
volved. "It  was  a  tremendous  strug- 
gle," McVey  says.  Some  teachers  even 
quit.  But  after  just  one  year,  math 
scores  jumped  by  33%,  reading  scores 
by  25% — and  Blanton  got  off  the  list. 
Further  improvements  have  landed  it 
on  the  state's  list  of  blue-ribbon  schools. 

Blanton  is  a  textbook  example  of 
what  President  Bush  believes  account- 
ability can  do  for  schools  nationwide. 
His  plan  calls  for  annual  assessments  of 
students  in  math  and  reading  from 
grades  three  to  eight,  which  would  re- 
quire a  huge  increase  in  standardized 
testing.  Today,  only  15  states — including 
Texas — administer  such  tests  in  each  of 
these  years.  His  plan  would  give  assis- 
tance to  low-income  schools  that  fail 
to  make  sufficient  progress.  If  a  school 
didn't  shape  up  in  three  years,  its  stu- 
dents would  get  federal  funds  to  at- 
tend a  better  public  or  private  school. 
HORNETS  NEST.  Critics  warn  that  an- 
nual testing  would  create  test  mania  and  divert  kids 
from  broader  learning.  But  there's  ample  evidence 
that  performance  can  rise  with  well-designed  account- 
ability systems  that  use  tests  in  addition  to  other 
measures.  In  North  Carolina's  abc  program,  each 
school  gets  a  target  for  how  much  they  should  improve 
on  the  state's  test  each  year.  Schools  that  meet  the 
standard  receive  a  bonus  of  up  to  $1,500  per  teacher. 
The  neediest  schools  are  assigned  a  team  of  top-rated 
teachers,  plus  an  administrator,  that  spends  a  year  helping  to 
"conduct  staff  development  and  forming  action  plans  for  bor- 
derline teachers,"  says  Elsie  C.  Leak,  who  oversees  the  pro- 
gram. So  far,  85%  of  schools  receiving  aid  have  earned  then- 
way  off  the  laggard  list.  North  Carolina,  with  Texas,  has 
outpaced  all  other  states  in  gains  on  the  NAEP  tests. 

Or  look  at  how  Texas  helped  to  improve  the  three  districts 
around  El  Paso,  one  of  the  poorest  areas  in  the  U.S.  The 
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schools  had  been  dreadful  for  so  long  that  people  assur 
nothing  could  be  done,  says  Susana  Navarro,  head  of 
El  Paso  Collaborative  for  Academic  Excellence,  a  commur 
group  formed  in  1991.  Then  the  group  set  high  standai 
worked  to  improve  teacher  quality,  and  relied  on  the  taas 
ams  to  measure  progress.  Now,  70%  of  El  Paso's  children 
the  exams,  up  from  about  50%  in  1994.  "Accountability  [ 
been]  the  most  valuable  contribution,"  says  Navarro. 

Testing  often  stirs  up  a  hornet's  nest  among  parents  ; 
critics.  While  there's  little  opposition  in  Texas,  a  backlasl 
building  in  states  that  conduct  more  difficult  tests.  In  Ma 
chusetts,  45%  of  high  school  students  have  been  flunking 
test  that  will  be  required  for  graduation  starting  in  2C 
This  has  parents  worried  that  tl 
kids  won't  graduate  on  time — or  at 
Similar  tests  have  driven  up 
dropout  rate  in  Cincinnati,  where  ] 
must  pass  five  Ohio  tests  to  gradu; 
Last  June,  92%  of  12th-graders 
only  35%  of  freshmen  passed  all  i 
says  Kathleen  Ware,  associate  Cin( 
nati  superintendent.  Some  kids  le 
enough  to  bring  up  their  score,  wl 
is  the  goal  of  the  tests.  But  a  big 
reason  for  the  discrepancy  is  that  sc 
40%  of  incoming  students  leave  bef 
graduation.  "This  is  a  long,  toi 
road,"  warns  Ware.  It  may  be  that 
states  with  tough  tests,  students 
need  more  time  to  meet  the  stands 
Another  worry:  that  "school 
tends  to  get  reduced  to  test  prep, 
ing  kids  a  watered-down  curriculu 
says  Monty  Neill,  head  of  the  Nati 
al  Center  for  Fair  &  Open  Testinj 
group  critical  of  standardized  te; 
The  best  educators  resist  that  impu 
At  Blanton,  McVey  reinstated  da 
and  piano  when  the  school  got  off 
troubled  list. 

The  best  way  to  counter  the  pr 
lem  is  to  develop  tests  worth  tes 
ing  to.  Unfortunately,  quality  vai 
widely.  California  and  others  states 
sess  English  using  dumbed-down,  fil 
the-bubble  tests.  But  tests  in  Mas 
chusetts  and  New  York  require  kids  to  read  complex  mate 
and  write  extended  analyses.  The  U.S.  needs  higher 
more  uniform  standards.  There  are  also  more  comprehent 
ways  to  assess  students.  At  the  Urban  Academy,  a  Man! 
tan  public  high  school,  seniors  prepare  final  projects 
present  them  to  outside  experts  to  qualify  for  graduatior 
The  entire  accountability  system  remains  a  work 
progress.  But  it  would  be  wrong  to  give  up  on  testing,  wa 
Boston  Superintendent  Thomas  W.  Payzant.  Ti 
56%  of  his  lOth-graders  flunked  the  state  E 
lish  exam  last  year  and  66%  failed  math, 
we  have  to  be  very  clear  about  what  we  want 
students  to  learn,"  says  Payzant,  who  warns  t 
if  the  tests  were  abolished,  pressure  to  t 
around  Boston's  long-failing  schools  would  eva 
rate.  Even  critics  like  Neill  agree  that  "kids 
their  parents  have  a  right  to  know  if  Bchoo 
preparing  them  for  something  other  than  dead- 
jobs  and  prisons."  Without  greater  account abil 
schools  can  continue  to  fail  with  impunity. 


GO  FIGURE 

Math  scores  jumped  by 
a  third  when  a  Texas 
principal  really  pushed 
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at  Perspectives  Charter  School 
in  Chicago  went  on  to  college 
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VARIETY 
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^H^LH   MOST    PEOPLE    ASSOCIATE    SCHOOL    CHOICE    WITH 

vouchers,  which  allow  parents  to  use  public 
^^^^  funds  for  private  schools.  But  while  vouchers  re- 
in stymied  in  a  political  and  legal  quagmire,  there  has 
m  an  explosion  of  choice  in  public  school  systems.  Charter 
tools  have  multiplied  from  100  in  1994  to  2,000  today.  They 
■ve  a  half-million  of  America's  53  million  K-12  students,  es- 
tates Jeanne  Allen,  president  of  the  Center  for  Educa- 
n  Reform  in  Washington.  Another  1  million  or  so  kids 
/e  a  choice  of  schools  within  the  traditional  public-school 
item,  she  estimates.  By  contrast,  only  about  20,000  students 
a  handful  of  cities  attend  private  schools  using  publicly 
tded  vouchers.  Indeed,  giving  students  a  choice  of  public 
tools,  where  90%  of  kids  go,  is  a  more  realistic  alternative 
m  vouchers.  It's  also  a  far  easier  political  sell,  since  the 
chers  unions  support  charters. 

The  rationale  for  choice  lies  in  the  competitive  jolt  it  can 
e  existing  schools.  "Choice  and  competition  breed  innova- 
i  and  better  performance,"  just  as  they  do  in  business,  ar- 
;s  Edison's  Schmidt.  Equally  important  is  that  "one  size 
>s  not  fit  all  in  education,"  says  John  L.  Anderson,  vice- 
tirman  of  New  American  Schools,  a  nonprofit  that  helps 
ools  implement  comprehensive  reform  models. 
3ne  example  is  Perspectives  Charter  School  in  the  heart  of 
icago.  It  has  just  150  students,  mostly  African  American 
1  Hispanic,  in  grades  6  to  12.  All  must  observe  the  school's 
point  behavior  code  known  as  "The  Disciplined  Life."  The 
!e  helps  to  create  a  safe  environment,  in  part  by  training 
dents  how  to  resolve  conflicts  peacefully.  Expectations 
skyscraper-high.  All  students  must  apply  to  five  colleges 
1  can't  graduate  "unless  they're  accepted  at  a  college, 
de  school,  the  military,  or  have  a  job,"  says  Co-Director  Di- 
i  Shulla-Cose.  It's  tough.  But  since  the  school  opened  in 
'7,  reading  scores  have  doubled,  math  scores  have  tripled, 
I  19  of  last  year's  class  of  21  graduated  and  went  to  college. 
N  MODELS.  To  ensure  that  students  have  access  to  educa- 
lal  approaches  that  best  fit  their  needs,  school  boards 
oild  be  overhauled  and  given  the  primary  responsibility  for 
ating  choice  in  their  districts, 
effect,  boards  should  help 
sry  school  become  a  charter 
ool,  with  the  ability  to  set  its 
n  approach  within  broad 
delines.  Boards  would  set  the 
defines  and  oversee  the  re- 
s  to  ensure  that  schools  meet 
formance  standards, 
lb  encourage  more  variety,  ed- 


ucators and  some  companies  are  coming  up  with 
what  amount  to  national  brands  for  educational 
methods.  Already,  more  than  3,000  schools  in  all  50 
states  have  adopted  one  of  New  American  Schools' 
models.  They  range  from  Success  for  All,  which 
targets  improving  literacy,  to  Co-Nect,  which  cre- 
ates high-tech  schools.  Meanwhile,  Edison  now 
runs  113  schools,  up  from  79  last  year,  using  an  ap- 
proach involving  lots  of  technology  and  more  time 
in  school,  kipp,  which  stresses  rigorous  teaching  of 
the  basics,  is  about  to  roll  out  its  model  nationally. 
More  public  districts  are  moving  toward  a  mul- 
tiple-choice model,  as  well.  In  New  York,  students 
can  choose  among  dozens  of  differing  middle  and  high  schools, 
although  there's  no  guarantee  of  acceptance  at  their  first 
choice.  Chicago  has  15  charters,  12  citywide  magnet  schools, 
and  15  international  baccalaureate  programs  and  expects  to 
bring  in  Edison  and  KIPP  to  manage  some  public  schools. 

One  danger  in  the  proliferation  of  options  is  that  educators 
may  chase  fads  or  fruitless  experiments  that  lead  nowhere  or 
even  set  students  back.  "We  need  far  more  research"  on 
which  models  work  best,  cautions  aft  President  Sandra 
Feldman.  Boards  will  have  to  hold  schools  to  high  standards 
and  close  them  if  they  fail  to  deliver. 

5  PROVIDE  ADEQUATE 
FUNDING 
IN  JANUARY,  A  NEW  YORK  COURT  ISSUED  A  STING- 
ing  indictment  of  the  state's  funding  of  New 
York  City's  1.1  million-student  school  system.  A 
staggering  31%  of  the  city's  teachers  flunked  the  basic  exam 
required  of  new  educators  on  their  first  try,  vs.  4.7%  of  those 
in  the  rest  of  the  state.  Hundreds  of  city  school  buildings  have 
structural  deficiencies.  Overall,  the  state's  poorest  districts, 
mostly  in  the  city,  spend  $2,800  per  child  less  than  the  richest, 
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Achievement  has 
soared  since  a  court 
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KEEP  'EM  AT  IT 

At  KIPP  Academy  in 
Houston,  class  hours 
are  7:30  a.m.  to  5  p.m. 


mostly  located  in  suburbs  and 
upstate.  That  works  out  to  some 
$60,000  less  per  class. 

The  result:  Just  60%  of  city 
students  who  entered  the  ninth 
grade  in  1996  have  graduated. 
At  every  turn,  city  schools  lack 
the  resources  to  provide  the 
"sound  basic  education"  required 
by  the  state  constitution,  wrote 
New  York  Supreme  Court 
Judge  Leland  DeGrasse,  who 
ordered  major  funding  reforms. 

This  decision,  which  the  state 
is  appealing,  is  the  latest  in  a 
three-decade  string  of  rulings 
striking  down  school-funding  sys- 
tems on  constitutional  grounds. 
Wyoming  and  Kentucky  have 
made  progress  in  reducing  the 
disparities  between  the  wealthi- 
est and  poorest  districts.  But 
there  are  still  gaps  in  42  states, 
according  to  the  Education  Trust. 
"We  get  killed,"  complains  Chica- 
go Schools  CEO  Paul  G.  Vallas, 
who  says  some  suburbs  spend 
twice  as  much  as  Chicago,  even 
though  it  has  half  the  state's  spe- 
cial-ed  students. 

For  years,  the  solution  has 
been  to  try  to  equalize  funding, 

which  is  most  commonly  based  on  property  taxes,  thus  per- 
petuating the  discrepancies  between  rich  and  poor  districts.  But 
any  schemes  that  include  blocking  wealthy  districts  from  lav- 
ishing extras  on  their  schools  breed  resentment.  Now,  some  re- 
formers are  embracing  a  more  practical  approach:  adequate, 
rather  than  equal,  funding.  After  a  court  struck  down  its 
funding  system  in  1995,  the  state  of  Wyoming  took  such  a  tack. 
It  embarked  on  an  extensive  study  of  what  makes  up  an  ade- 
quate education  and  calculated  that  it  costs  $7,400  per  student. 

Of  course,  more  money  is  no  guarantee  of  success:  Schools 
in  Washington,  D.  C,  are  dreadful,  despite  annual  outlays  of 
$8,000  per  kid.  And  while  billions  have  been  dumped  into  the 
federal  Title  I  program,  which  helps  the  most  impoverished 
schools,  many  recipient  schools  remain  abysmal. 

Still,  extra  dollars  can  work  wonders.  After  a  court  struck 
down  Kentucky's  system,  the  state  boosted  spending  on  its 
schools  by  20%  in  1990.  It  targeted  the  money  to  backwoods 
schools  such  as  Roundstone  Elementary  School  in  Mt.  Vernon, 
Ky.,  which  serves  270  mostly  poor  students.  Its  library  was 
outdated,  classes  were  large,  and  the  building  was  crumbling. 


Shortchanging  the  Poor 

Annual  state  and  local  education  spending 
per  student  in  1997 

WEALTHIEST  25%  OF  DISTRICTS:  $6 ,067 

POOREST  25%  OF  DISTRICTS:  4,928 

%  DIFFERENCE 2  3  % 

Note:  "Poor"  is  defined  as  the  percentage  of  children  living  in  poverty  in  each  district 
Data:  Education  Trust 
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A  150%  budget  increase  let  Roundstone  remodel  the  libr  I 
cut  class  sizes,  and  sharply  expand  professional  developrr  P 
for  teachers.  The  payoff?  "We're  now  considered  one  of  I 
best  schools  in  the  state,"  says  Principal  David  Pensol.  ■ 
fourth-graders  ranked  first  in  state  science  scores  last  ye  ( 
Uncle  Sam  may  have  to  help  resolve  disparities  betwp 
states.  In  1998,  for  example,  Connecticut  and  New  Jem 
spent  $9,000  per  student,  twice  as  much  as  Mississippi 
Utah.  Indeed,  the  10  bottom-ranked  states  spent  less  than  p 
national  average.  As  courts  have  made  clear,  it's  unfair  to 
sign  kids  to  inferior  schools  because  of  where  they  live. 


INCREASE  TIME 
IN  SCHOOL 


■  ■  THE  AMOUNT  OF  TIME  KIDS  SPEND  IN  CLASS 

^L  U  remained  largely  unchanged  since  the  19th  J 

^^^^r     tury,  when  schools  adopted  the  six-hour  day  ■ 

the  nine-month  calendar  to  accommodate  farm  life.  The  sB 

mer  break  is  especially  harmful  to  minority  and  poor  k 

They  enter  the  first  grade  half  a  year  behind  upper-inc< 

children  but  fall  2.5  years  behind  by  the  end  of  fifth  grade, 

cording  to  a  Baltimore  study  by  Johns  Hopkins  University 

ciologists  Doris  R.  Entwisle  and  Karl  Alexander.  "Aln 

all  of  this  gap  can  be  traced  to  the  summer  vacations,  w 

lower-income  kids  were  treading  water  and  upper-inc( 

kids  were  forging  ahead,"  says  Alexander.  The  reason,  he  i 

eluded,  is  that  upper-income  families  do  so  much  be 

at  keeping  their  kids  stimulated  during  the  summ 

"NO  SHORTCUTS."  The  solution — requiring  more  tim 

school  for  kids  who  need  it — is  simple  to  say  but 

ficult  to  achieve.  "Schools  have  to  be  in  session  y 

round,"  argues  Chicago's  Vallas.  One  problem 

course,  is  cost.  There's  also  resistance  from  teach 

parents,  and  students,  who  all  like  the  summer  bin 

In  addition,  more  time  isn't  as  necessary  for  m 

affluent   kids,   giving   the   concept   a   penalize-*. 

poor  tinge. 

Still,  evidence  abounds  that  more  hours  fa  class 

lift  student  performance  (as  well  as  alleviate  cl 

I    care  problems).  It's  one  reason  for  the  success  of 
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At  Dell™  Microsoft  and  Intel?  we  specialize  in 
solving  the  impossible.  Offering  customized  solutions 
that  scale  on  demand  with  the  reliability  and  interoper- 
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and  service  an  Internet  solution  custom  fit  to  your 
needs.  Our  server  and  storage  systems  arrive 
custom-configured  and  ready  to  run  — 24x7.  We'll 
even  help  you  set  it  up.  With  our  rackable,  scalable 
servers  and  the  proven  performance  of  Microsoft" 
Windows'  2000,  we  know  what  it  takes  for  your  com- 
pany to  grow  its  e-business.  We've  already  provided 
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And  we  can  do  the  same  for  yours. 

When  USATODAY.com  needed  a  reliable,  easy- 
to-use,  scalable  platform  to  drive  their  2000  Summer 
Games  Web  site,  we  had  the  site  up  and  running  in 
only  seven  weeks. 

Why  do  many  corporations  choose  Windows 
2000  running  on  Dell  PowerEdge™  servers  with  Intel® 
Pentium" III  Xeon™  processors  to  power  their  e-business 
solutions?  Because  together  they  deliver  an  alternative 
to  UNIX^that  is  highly  scalable,  highly  reliable  and 
easily  customized.  In  fact,  more  applications  have 
been  developed  for  the  Windows  platform  than  any 
other  platform  in  history.  Windows  2000  also  provides 
greater  interoperability,  and  significantly  reduces  the 
cost  of  ownership  over  previous  Windows  versions. 

Want  more  information  on  products  and  services 
for  your  e-business?  Get  answers  at  the  speed  of  Dell, 
Microsoft  and  Intel.  Log  on  to  www.dell.com/ebusiness. 


E-business  solutions,  made  easy  with  Dell 


800.900.DELL 
WWW.DELL.COM/EBUSINESS 


3OTii«Ba=a5Kefaasi       bju<3! 


f\ro/oi  the  nation's 

c)  0  A)  public  schools  are 
connected  to  the  Internet,  up 

from  less  than  35%  in  1994 


'  / 


kipp  Academy,  which  runs  its  two  schools  from  7:30  a.m.  to  5 
p.m.,  Monday  to  Friday,  plus  four  hours  on  Saturday  and  an 
extra  month  in  the  summer.  Arduous?  Yes.  But  all  550  of  its 
pupils  in  Houston  and  the  South  Bronx  meet  state  stan- 
dards, and  many  win  scholarships  to  top  prep  schools.  "There 
are  no  shortcuts  to  success,"  argues  founder  Mike  Feinberg. 
Similarly,  in  Chicago,  250,000  students,  more  than  half  of  the 
total,  now  attend  summer  school  or  extended-day  programs. 
They're  a  key  reason  why  student  test  scores,  though  still  low, 
have  risen  five  years  in  a  row. 

rTUSE  TECHNOLOGY 
EFFECTIVELY 

M  SCHOOLS    HAVE    EMBRACED    NEW 

A  technology  with  fervor  in  recent 

^r  years.  Some  95%  of  public  schools 

are  wired  to  the  Internet,  up  from  less  than 
35%  in  1994.  There  has  also  been  an  explosion 
in  the  digital  resources  available  to  schools, 
from  virtual  courses  and  field  trips  to  access  to 
some  of  the  world's  great  libraries. 

Yet  so  far,  technology  has  done  little  to  im- 
prove the  national  report  card.  The  problem: 
Most  educators  don't  know  how  to  use  it  to 
improve  student  learning,  teacher  cooperation, 
or  even  school  administration.  That  needs  to 
change,  since  no  other  tool  offers  more  potential 
to  transform  our  schools. 

Just  look  at  schools  that  have  begun  to  tap 
the  potential.  Adlai  E.  Stevenson  High  School 
in  Lincolnshire,  111.,  a  suburb  north  of  Chicago, 
offers  students  access  to  the  Net  from  every 
classroom,  office,  library,  and  student  common 
area.  German  teacher  Margaret  R.  Plank  uses 
e-mail  to  link  her  classes  with  students  in 
Hamburg.  The  teens  from  both  countries  learn 
each  other's  language  by  discussing  every- 
thing from  mad  cow  disease  to  Germans'  feel- 
ings about  their  country's  role  in  World  War 
II.  "This  gives  the  students  a  reason  to  im- 
prove," says  Plank. 

GONE  FISHING.  Similarly,  Washington  State  has 
created  a  statewide  fiber-optic  intranet  called  K- 
20  that  links  every  college  and  school  district  in 
the  state.  Now  "we're  offering  all  kinds  of  virtual  courses," 
says  state  superintendent  Terry  Bergeson.  Seven  districts, 
from  Forks,  a  fishing  town  on  the  Olympic  Peninsula,  to 
North  Franklin  on  the  Columbia  River,  have  teamed  up  on  a 
project  to  help  protect  salmon.  Kids  monitor  water  quality, 
discuss  their  findings  with  each  other  through  teleconfer- 
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ences,  and  report  to  their  local  communit 
A  new  generation  of  software  is  proving  I 
more  effective  than  traditional  programs,  which 
often  little  more  than  rote  learning  dressed 
for  the  Digital  Age.  Take  the  Cognitive  Tutor, 
veloped  by  Carnegie  Learning  in  Pittsburg! 
teach  algebra  and  geometry.  The  program  i 
artificial  intelligence  to  determine  what  stud* 
understand  and  what  they  need  to  tackle  n 
Rather  than  drill  kids  on  equations,  it  requ 
them  to  use  algebra  to  solve  real  problems, 
using  Cognitive  Tutor  score  higher  on  math  t< 
than  students  in  traditional  algebra  classes 
are  more  than  twice  as  likely  to  complete  geometry 
higher  algebra. 

Dot-coms  may  have  soured  the  business  world  on  the 
ternet's  commercial  potential,  but  schools  are  still  exj 
menting  with  abandon.  Teachers  use  the  Net  to  collaborat* 
lesson  plans.  In  some  schools,  e-mail  is  being  harnessed  to 
pand  communication  between  teachers  and  parents. 
Gates  Foundation  is  helping  pilot  a  new  online  system 
testing  kids  more  frequently  and  effectively.  The  goal  i: 
turn  today's  cumbersome  standardized  tests  into  a  just-in- 
diagnostic  tool  that  would  yield  results  instantly  so  teacl 
could  address  problems  quickly.  "In  five  years,  we  hope  s 
eral  states  will  have  moved  their  entire  testing  system 
line,"  says  the  Foundation's  Vander  Ark. 

Technology  alone,  like  more  choice  or  smaller  schools,  ii 
panacea  for  the  ills  of  America's  classrooms.  But  if  deplol 


APPLE  POLISHING 

In  Lincolnshire,  111., 
PCs  in  every  classroom 
enhance  learning 


with  the  other  reforms,  it  holds  the  pron 
of  helping  to  close  the  yawning  gap  betw 
schools  in  rich  and  poor  communities.  As  \ 
the  other  measures,  it  will  take  tremoml 
effort  to  adapt  technology  effectively.  Doinj 
will  require  "a  national  mobilization... 
lar  in  scope... to  bringing  electricity 
phone  service  to  all  corners  of  the  natii 
concluded  the  Congressional  Web-based  ¥. 
cation  Commission  last  December.  Those  are  good  analoj 
for  what  it  will  take  to  implement  all  seven  reforms  outli 
here.  If  the  goal  of  "no  child  left  behind"  is  a  serious  d 
nothing  less  will  suffice. 

With  Ann  Thereae  Palmer  in  Chia 
Hilary  Hylton  in  Austin,  Tex.,  and  bureau  rep 
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Government 


THE  WHITE  HOUSE 


THE  WEST  WING'S 
WARRIOR  PRINCESS 

Bush's  domestic  policy  chief  is  a  rookie  with  clout 


She's  a  single  mom  with  a  thick 
Texas  accent,  strawberry  blonde 
hair,  a  heavenly  singing  voice,  and  a 
style  as  subtle  as  a  jalapeno.  Oh,  and 
one  other  thing:  Domestic-policy  chief 
Margaret  La  Montagne  may  be  the 
most  important  person  in  the  Bush 
White  House  you've  never  heard  of. 

On  White  House  staff  charts,  La  Mon- 
tagne is  listed  alongside  Economic  Poli- 
cy Adviser  Lawrence  B.  Lindsey  and 
National  Security  Adviser  Condoleezza 
Rice,  two  Washington  veterans — and  yet 
she's  barely  known  outside  of  Texas.  In 
the  pantheon  of  Bush  advisers,  however, 
the  43-year-old  La  Montagne  ranks  "real 
close  behind  Karl  [Rove]  and  [White 
House  Counselor]  Karen  Hughes,"  the 
President's  two  closest  Texas  insiders, 
says  a  Bush  associate. 
TOP  JOBS.  For  someone  who  not  so  long 
ago  seemed  destined  for  a  career  as  a 
trade-group  rep  in  Austin,  La  Montagne 
has  had  a  fast  ride  to  a  West  Wing  office 
across  from  Lindsey  and  political  guru 
Rove,  her  friend  and  mentor.  No  less 
heady  is  her  job  description,  which  in- 
cludes responsibility  for  developing  leg- 
islation designed  to  fulfill  some  of  Bush's 
main  campaign  promises.  Atop  the  2001 
agenda:  education  reform  (page  66),  faith- 
based  programs  for  social  services,  a  pa- 
tients' bill  of  rights,  and  campaign-finance 
reform.  The  focus  in  2002  is  likely  to  in- 
clude the  next  generation  of  welfare  re- 
form, expanding  Head  Start  to  emphasize 
reading  skills,  and  reforming  federal  high- 
er-education policy.  "We're  going  to  sys- 
tematically march  through  our  priori- 
ties," says  La  Montagne.  "It's  real  easy 
to  get  distracted.  When  you  get  dis- 
tracted, it's  easy  to  become  ineffective." 
To  win  passage  of  the  President's  am- 
bitious education  reform  proposal,  La 
Montagne  is  trying  to  assemble  an  eclec- 
tic political  coalition,  ranging  from  liberals 
such  as  Senator  Edward  M.  Kennedy 
(D-Mass.)  and  Representative  George 
Miller  (D-Calif.)  to  executives.  She's 
counting  on  business  leaders  such  as 
Hewlett-Packard  ceo  Carry  Fiorina,  AT&T 
CEO  C.  Michael  Armstrong,  and  Texas 


Instruments  ceo  Thomas  J.  Engibous  to 
lobby  Congress  on  behalf  of  Bush's  cher- 
ished annual  performance  tests,  some- 
thing that  arouses  suspicion  among  many 
on  the  right.  "We  need  an  accountability 
lobby,"  she  says,  "and  we  hope  the  busi- 
ness community  is  that."  Pressure  from 
La  Montagne  and  education-policy  chief 
Sandy  Kress,  former  head  of  the  Dallas 
school  board,  seems  to  be  paying  off.  Al- 
ready, the  Business  Roundtable  has 
pledged  to  air  TV  ads  promoting  testing. 


What  is  la  secret  of  La  Montagrl 
swift  success?  "She's  unbelievably  sml 
and  has  a  fantastic  sense  of  humor,"  I 
thuses  Rove,  who  recruited  her  to  I 
Bush's  political  director  in  his  1994  rl 
against  Texas  Governor  Ann  | 
Richards.  "She's  a  bulldog  on  detail 
a  warrior  when  it  comes  to  gett 
things  done." 

Seems  that  everybody  around  ha 
story  about  La  Montagne's  Xena 
Warrior  Princess  style.  "The  thing  M 
notice  first  about  Margaret  is  that  si  I 
very  clear  and  straight-spoken,"  s;  I 
former  Texas  budget  director  Alh  I 
Hawkins,  now  Bush's  Cabinet  secrets  I 
"She'll  tell  you:  'You'd  be  plumb  stu  I 
if  you  don't  do  it  this  way' " 

She's  plainspoken,  but  "she's  not  I 
ideologue,"  says  Dubravka  Romano,  v  I 
went  to  Houston's  Sharpstown  H  I 
School  with  La  Montagne  and  la  I 
worked  with  her  at  the  Texas  Associat  I 
of  School  Boards.  "She  wants  to  do  w  I 
works.  She  has  great  political  instind  I 

Bush  aides  say  the  President  is  p  I 


EDUCATION 

Enact  sweeping 
reforms  that 
require  nation- 
wide testing, 
improve  local 
accountability, 
and  emphasize 
early-childhood 
reading 

CATCH 

Voucher  compo- 
nent could  com- 
plicate bipartisan 
negotiations 


PATIENTS'  BILL 
OF  RIGHTS 

Create  new 
guarantees  that 
allow  managed-care 
patients  to  see 
specialists  and 
appeal  denial  of 
services  by  HMOs 

CATCH 

White  House 
wants  a  more 
limited  right  to 
sue  than  many 
lawmakers 


FAITH-BASED 

SOCIAL 

SERVICES 

Allow  religious 
organizations  to 
bid  for  federal 
contracts  on 
services  from 
alcohol  rehab  to 
job  training 

CATCH 

Critics  say  plan 
could  violate 
separation  of 
church  and  state 


CAMPAIGN- 
FINANCE 
REFORM 

Ban  soft-money 
gifts  by  unions 
and  corporation: 


CATCH 

Bush  would  alio 
wealthy  individu 
als  to  continue 
unlimited  dona- 
tions, which  is 
opposed  by  Sen 
ator  John  McCai 
and  others 
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lould  you  regain  control? 


Count  on  Shell 

'  things  are  more  frightening  than  hitting  the  brakes  on  a  wet  road  and  feeling  your  car  start  to  skid.  While  many  newer 
;  have  anti-lock  brakes  (ABS)  designed  to  prevent  such  skids,  most  cars  on  the  road  today  don't.  If  you  don't  have  anti-lock 
<es  and  you  begin  to  skid,  don't  slam  on  the  brakes  —  simply  release  the  brake  pedal  then  gently  re-apply  pressure  and  steer 
he  direction  you  want  the  car  to  go.  And  remember,  even  with  anti-lock  brakes,  required  stopping  distance  increases 
natically  on  wet  pavement,  so  slow  down.  Learn  more  driving  tips  in  the  "Foul  Weather  Driving"  book,  free  from 
II.  Pick  one  up  at  your  nearest  Shell  station,  visit  www.countonshell.com  or  call  1-800-376-0200. 


Few  people  can  make 

decisions  that  are  as  good 

for  the  environment  as 

they  are  for  business. 


You  happen  to  be  one  of  them. 

You  make  the  choices  that  improve 
your  companys  bottom  line.  Energy  Star® 
makes  it  easier.  The  Energy  Star 
label  on  your  buildings  tells  the 
world  that  you  are  committed  to 
superior  energy  performance.  That 
commitment  not  only  increases  the 
value  of  your  organization  but  also 
helps  prevent  air  pollution.  And  that 
looks  good  to  people  everywhere, 
from  Main  Street  to  Wall  Street. 
More  than  half  of  the  Fortune  500* 
already  reap  the  benefits  of  partici- 
pation in  Energy  Star.  Your  company 
can  too.  Call  1-888-STAR-YES  or 
visit  energystar.gov. 


-^^nu 


Money  Isn't  AM  You're  Saving 


i 


:  ......   ...  ....  |       i  i,  r  mmi  nul  Proto  tu  m  ' 

■ 


Government 


ticularly  attracted  to  the  wicked  wit — 
and  unquestioned  loyalty — of  the  woman 
he  has  dubbed  La  Margarita.  "They 
have  a  chemistry  based  on  humor,"  says 
White  House  Counsel  Al  Gonzales,  who 
labored  alongside  La  Montagne  on 
Bush's  Texas  staff.  "He  enjoys  the  ban- 
ter." More  important,  Gonzales  adds, 
"he  trusts  her  judgment." 
BUSH-BACKED.  The  domestic-policy  cza- 
rina knows  tough  negotiations  lie  ahead 
before  the  Bush  agenda  is  enacted.  But 
she's  comfortable  cutting  deals  because 
she  feels  confident  of  her  boss's  backing. 
"If  I'm  in  a  legisla- 
tive negotiation 
with  somebody,  I 
know  what  will  fly 
[with  the  President] 
and  what  won't," 
she  says. 


tion.  She  worked  across  party  line! 
pass  sweeping  reforms  that  emphasB 
accountability,  local  control,  early-cr  I 
hood  reading  skills,  and  improving  I 
dent  achievement,  particularly  am  I 
minority  pupils. 

While  La  Montagne  now  has  a  pn 
gious  West  Wing  address,  she  still  h 
lot  of  Texas  cowgirl  in  her.  On  a  q| 
Saturday  recently,  Rove  was  sho 
former  President  George  H.W. 
around  the  staff  offices  when  they  ■ 
into  La  Montagne.  'Would  you  have  <  I 
contemplated   a  domestic-policy  c  I 
wearing  a  pah  I 


MEET  MARGARET 
LA  MONTAGNE 

POSITION  Domestic  Policy  Adviser 


leather  pants — 
looking  good?"  F.  I 
asked  Bush  Sr. 
retrospect,      R I 
says,  La  Montal 
"probably       wc  | 


One  example  of     __.„...„... have  killed  me 


HOMETOWN  Houston 


her  clout:  La  Mon- 
tagne was  an  early 
champion  of  Rod 
Paige's  nomination 
as  Education  Secre- 
tary. She  viewed 
the  Houston  school 
superintendent,  an 
African  American 
reformer  popular 
across  party  lines, 
as  both  a  policy  ex- 
pert and  a  political 
asset.  Bush  eventu- 
ally picked  Paige 
over  better-known 
national  figures. 

But  Washington 
isn't  Austin,  and 
Question  No.  1  is 
whether  La  Montagne  can  cut  it  in  the 
cutthroat  capital.  La  Montagne's  new  fan, 
Ted  Kennedy,  seems  optimistic.  "She  has 
got  a  winning  combination.  She  knows 
the  issues,  has  the  President's  confidence, 
and  knows  how  to  get  things  done,"  he 
says.  But  a  senior  gop  staffer  scoffs:  "Her 
approach  seems  to  be,  'This  is  the  way 
we  did  it  in  Texas,  and  it  worked  there.'" 

There's  no  denying  La  Montagne  is 
100%  Texan.  Born  in  Houston  and  edu- 
cated at  public  schools,  she  worked  for 
two  state  representatives — one  Democ- 
rat and  one  Republican — in  the  early 
1980s  before  being  tapped  by  gop  Gov- 
ernor Bill  Clements  to  run  a  select  com- 
mittee on  education.  La  Montagne  later 
honed  her  expertise  on  school  issues  as 
governmental-relations  director  of  the 
Texas  school  boards  association. 

After  Bush  unseated  Ann  Richards 
in  1994,  he  assigned  political  director 
La  Montagne  to  implement  his  top  cam- 
paign promise:  reforming  Texas  educa- 


EDUCATION  Texas  A&M,  Universi- 
ty of  Houston  (BA) 

FAMILY  Single 
mother,  two 
daughters 

PRE-BUSH  Aide  to 
Texas  legislators; 
staffer,  Texas  Asso- 
ciation of  School 
Boards;  education  analyst,  Gover 
nor  Bill  Clements  (R-Tex.) 

HOBBIES  Hiking,  weight  lifting, 
bowling,  music 

PRESIDENT'S  NICKNAME  FOR 

HER  La  Margarita 


Bush  the  el 
hadn't  been  thei 
La  Monta 
doesn't  ] 
on  mal 
weekends 
the  offic( 
habit.  Un 
the  Clir 
White  Ho 
where 
stars  w 
given  to  staf 
who  worked  into 
wee  hours  of 
morning,  Bush 
pects  his  senior  i 
to  be  organized, 
their  work  d( 
and  have  a  life, 
wants  us  to  make  our  families  a  prior 
says  La  Montagne.  "He  wants  sir 
moms  and  people  who  are  more 
America,  rather  than  policy  wonks." 
If  it's  a  single  mom  Bush  wants,  tl 
La  Montagne.  Her  8-  and  13-year 
girls  are  living  with  her  ex-husb 
while  they  finish  up  the  public  scl 
year  in  Austin,  but  after  that,  they 
be  joining  her  in  Washington.  La  IV 
tagne  stays  in  daily  phone  contact  \ 
them,  and  via  e-mail,  she  and  her  8-y 
old  are  writing  a  story  about  a  mom 
and  a  little  girl  who  go  to  Disneylan 
At  times,  La  Montagne  has  to  pi 
herself  to  make  sure  she  isn't  in  s( 
Fantasyland  tale,  too:  Fortysometl 
lobbyist  signs  on  with  rising  polit 
star  and  ends  up  as  a  top  White  I  In 
adviser.  "It  just  goes  to  show,"  says 
Montagne,  sounding  vaguely  like  a 
tery  winner,  "you  never  know." 

By  Richard  S.  Dunk 
ni   Washing 
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STRATEGIES 


REPAIRING 

THE  COKE  MACHINE 


Doug  Daft  is  finding  that 
restructuring  is 
a  much  tougher  job  than 
had  been  anticipated 

First,  the  good  news  for  Douglas  N. 
Daft:  After  one  year  as  chief  exec- 
utive of  Coca-Cola  Co.,  there's  no 
doubt  that  he's  vanquished  the  old 
regime  at  his  Atlanta  headquarters.  On 
Mar.  4,  Daft  announced  his  boldest  man- 
agement shakeup,  including  the  depar- 
ture of  his  second-in-command,  President 
and  Chief  Operating  Officer  Jack  L.  Stahl 
and  the  hiring  of  a  highly  regarded  senior 
executive  from  the  media  industry.  A  20- 
year  veteran,  Stahl  apparently  couldn't 
get  with  Daft's  new  program.  "Daft  had 
been  waiting  for  Jack  to  seize  responsi- 
bility, and  he  didn't  do  it,"  says  one  Coke 
insider.  (Stahl  was  not  available  for  com- 
ment.) Around  the  same  time,  Coke's 
board  offered  Daft  a  generous  incentive 
package  that  could  be  worth  as  much  as 
$87.2  million  over  five  years. 

Now  the  bad  news.  In  order  to  earn 
that  pay,  he'll  have  to  hit  aggressive 
performance  targets.  And  the  cleanup 
job  that  Daft  signed  up  for  last  Febru- 
ary has  turned  out  to  be  much  messier 
than  anyone  anticipated — including  him. 
Even  though  he  has  laid  out  a  bold  plan 
to  move  Coke  beyond  soda  and  into  the 
faster-growing  markets  for  bottled  wa- 
ter, juices,  and  other  noncarbonated 
drinks,  Daft  has  not  convinced  Wall 
Street  that  he  can  reignite  Coke's 
brands  anytime  soon.  Coke's  stock  has 
slumped  to  around  $50,  or  23%  less  than 
its  price  when  Daft  took  over.  "The 
market  seems  to  be  harsher  toward 
Daft  than  it  was  just  a  year  ago,  and 
that  may  be  because  there's  a  recogni- 
tion setting  in  that  this  is  not  a  one-year 
fixer-upper,"  notes  Carlos  Laboy,  an  an- 
alyst at  Bear,  Stearns  &  Co. 
CAUTIONARY  TALE.  How  long  will  in- 
vestors— or  Coke's  board — be  willing  to 
wait?  Wall  Street  investment  banker  and 
board  member  Herbert  A.  Allen  says 
the  Coke  directors  back  Daft.  Whereas 
M.  Douglas  Ivester,  his  predecessor,  paid 


little  heed  to  the  board — resisting  their 
entreaties  to  name  a  president  or  cut 
Coke's  bloated  bureaucracy — Daft  has 
been  more  willing  to  delegate,  tackle 
dirty  tasks  like  the  restructuring,  and 
consult  regularly  with  directors  such  as 
Allen  and  investor  Warren  Buffett.  "He 


has  made  very  significant  achievement 
a  fairly  short  period  of  time,"  Allen  s 
Still,  Coke's  directors  are  takin 
more  hands-on  role  in  the  compa: 
business — leading  some  analysts  to  q 
tion  their  confidence  in  Daft.  Buf 
embarrassed  him  last  November  hy 
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ting  his  plan  to  buy  Quaker  Oats  and 
l  hot  Gatorade  sports  drink.  Daft  had 
but  announced  the  deal  when  the 
ird  pulled  the  plug.  PepsiCo  Inc.  got 
Her  instead. 

I!oke  may  be  the  world's  most  power- 
brand,  but  for  years  the  company 
i  been  unable  to  capitalize  on  that, 
la  sales  have  been  flat  in  the  all-im- 
tant  U.S.  market — and  a  reinvigo- 
'd  Pepsi  has  moved  aggressively  into 
nonsoda  business.  Still,  under  Ivester, 
re  was  no  sense  of  danger  at  the 
ce  headquarters,  no  real  focus  on  new 
ducts.  That's  changed.  Last  year,  to 


Daft's  New 
Formula  for  Coke 

In  his  first  year  as  CEO,  Douglas  N.  Daft 

lias  tried  to  remake  the  once-mighty 

company.  His  initiatives  include: 

D  QUI  DO  Announced  a  50/50 
ninLnOnirO  venture  with  Procter 
Gamble  in  February  to  market  Coke's  Minute 
aid  juices  and  P&G  snacks.  Daft  struck  a 
milar  deal  to  co-develop  tea  drinks  with 
estIG  in  January. 


INfi  Launcning new  ad  cam- 

"  "   paigns  for  Coke  Classic  and 
et  Coke.  Spending  $150  million  to  market 
tarry  Potter.  Working  with  Disney  to  sell 
mealthful"  drinks  for  kids  using  characters 

Ich  as  Mickey  Mouse  and  Winnie  the  Pooh. 
linVATIHU  Developing  more 
lUVHllUn  noncarbonated 
oducts — everything  from  energy 
inks  to  calcium-fortified  waters, 
itting  up  new-product  "incuba- 
rs"  away  from  Atlanta,  in  cities 
ch  as  New  York  and  Brussels. 


[[fl  Axed  20%  of 

lUllO  Coke's  staff  last 
ar,  including  many  at  head- 
larters.  Shifted  hundreds  of 
hers  from  Atlanta  to  regional 

fices. 

Source:  BusinessWeek 


ce  the  company  more  nimble,  Daft 
■d  one-fifth  of  Coke's  29,000  workers 
eased  out  or  reassigned  30  of  Coke's 
32  managers.  The  moves  were  in- 
Ided  to  smash  what  Daft  viewed  as  a 
ing  bureaucracy  and  give  more  deci- 
-making  to  his  field  managers.  And  a 


$4  billion  joint  venture  he  inked  in  March 
with  Procter  &  Gamble  Co.,  creating  a 
new  company  to  marry  Coke's  Minute 
Maid  juices  and  distribution  muscle  with 
P&G's  chip  and  juice  brands,  signaled  an 
end  to  Coke's  insular  ways  of  doing  busi- 
ness. "I  used  to  think  there  was  this  big 
lightning  rod  on  the  top  of  the  Coke 
building  because  we  felt  we  had  to  collect 
every  idea  ourselves,"  says  Marketing 
Director  Stephen  C.  Jones.  "But  there 
are  too  many  changes  now  for  us  to  have 
all  the  answers." 

Unlike  Ivester,  a  low-key  accountant 
who  made  decisions  by  the  numbers, 
Daft  is  a  passionate, 
idea-a-minute  manag- 
er who  acts  off  the  in- 
tuitions developed 
during  his  24  years 
climbing  up  the  ranks 
of  Coke's  Asia-Pacific 
operations.  "Doug 
Daft  likes  to  make  de- 
cisions. The  problem 
is,  he  likes  to  make 
them  every  five  min- 
utes," jokes  one  Coke 
vice-president. 

So  far,  however, 
few  of  those  ideas 
have  trickled  through 
to  the  bottom  line. 
Coke's  soda  sales,  as 
measured  by  volume, 
grew  only  4%  last 
year,  below  the  5%  to 
6%  that  Daft  had 
promised.  Analysts  be- 
lieve he'll  fall  short  of 
his  6%  to  7%  target 
for  2001,  as  well.  Op- 
erating income  has 
been  essentially  flat 
the  past  four  years. 

That's  partly  be- 
cause Daft  spent 
much  of  the  past  year 
putting  out  fires.  He 
had  to  contend  with  a 
high-profile  racial  dis- 
crimination suit,  the 
political  fallout  in  Eu- 
rope from  a  soda-con- 
tamination scare,  and 
a  backlash  by  finan- 
cially strapped  bot- 
tlers who  felt  that 
Coke  was  profiting 
largely  at  their  ex- 
pense. "Nobody  real- 
izes the  garbage  that 
was  on  his  table,"  says  retired  Coke 
President  Donald  R.  Keough,  whom 
Daft  retained  as  an  adviser  last  year. 
For  his  part,  the  57-year-old  Australian 
allows  that  the  past  year  was  a  difficult 
one.  Says  Daft:  "There  was  certainly  a 
lot  more  to  do  than  I  envisioned.  Every 


time  you  squeeze  one  side,  something 
else  popped  up." 

Daft's  management  reshuffling  should 
make  Coke  more  responsive.  He  created 
four  new  division  presidents  reporting 
directly  to  him.  Daft  has  just  hired 
Steven  Heyer  from  aol  Time  Warner's 
Turner  Broadcasting  to  head  what  will  be 
known  as  the  New  Business  Ventures 
unit.  Jeffrey  T.  Dunn,  who  runs  the 
North  American  business,  will  head  the 
Americas;  Charles  S.  Frenette  will  con- 
tinue to  oversee  Europe  and  Africa;  and 
Alexander  "Sandy"  Allan  remains  in 
charge  of  Asia.  While  Stahl  was  once 
viewed  as  the  perfect  backup  to  Daft — 
providing  knowledge  of  Wall  Street  and 
the  U.  S.  market  that  he  lacked — sources 
say  Daft  had  become  increasingly  frus- 
trated by  Stahl's  reluctance  to  break  from 
Coke's  old  ways.  However,  the  price  to 
be  paid  for  the  shuffle  is  that  after  a  se- 
ries of  high-level  departures,  Daft  now 
has  a  talented  but  largely  untested  ex- 
ecutive team.  Meanwhile,  the  board  is 
still  likely  to  press  Daft  to  eventually  el- 
evate one  of  his  four  division  chiefs  to 
second-in-command. 

NEW  ADS.  One  of  the  tallest  orders  for 
the  new  Coke  team  is  to  overhaul  the 
sputtering  marketing  machine  behind 
Coke's  core  soda  brands.  The  long-run- 
ning "always"  advertising  campaign  had 
stalled  years  ago.  "It  lost  people,  it  lost 
humanity,  it  became  clinical,"  says  Jones. 
Daft  is  scheduled  to  break  new  ads  for 
Coke  and  Diet  Coke  in  coming  months 
and  recently  launched  a  gritty  campaign 
for  Sprite,  called  "voices  of  the  street." 
And  while  Coke  used  to  seek  national 
marketing  for  its  brands,  it  is  now  giv- 
ing its  bottlers  free  rein  to  tailor  pro- 
motions to  local  events.  In  contrast  to 
Ivester,  who  considered  tie-ins  with 
movies  a  waste  of  money,  Daft  recently 
inked  a  $150  million  deal  with  Warner 
Bros,  to  co-market  the  new  Harry  Pot- 
ter film  around  the  world. 

Daft  is  pushing  managers  to  think  out- 
side of  the  box,  generating  everything 
from  new  products  to  different  ways  of 
gathering  consumer  research.  At  a  recent 
retreat  in  San  Francisco  with  two  dozen 
Coke  executives  from  around  the  world, 
Daft  prodded  his  staff  for  smart  ideas — 
and  then  funded  four  of  them,  with 
$250,000  each,  right  on  the  spot.  "He 
said:  'Consider  it  done,'"  recalls  Vinita 
Bali,  whom  Daft  appointed  in  December 
to  create  an  internal  think  tank  in  New 
York.  "And  he  told  everyone:  'If  you're 
being  stalled,  you  get  back  to  me.' "  Sim- 
ilarly, company  sources  say  Daft  will 
shortly  announce  an  "incubator"  project 
in  which  Coke  will  provide  office  space — 
and  seed  money — to  startups  with  inno- 
vative ideas  that  could  benefit  Coke. 

Much  of  that  energy  will  go  into 
building  up  Coke's  noncarbonated  busi- 
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iu'ss.  During  the  global  boom  of  the 
1980s,  Coke  enjoyed  explosive  growth 
with  a  simple  business  model:  building 
out  an  expansive  bottling  network 
around  the  world,  and  then  pushing 
its  four  core  brands — Coke,  Diet 
Coke,  Sprite,  and  Fanta — 
through  this  network.  But 
when  the  global  boom  went 
bust  in  the  late  '90s,  sales 
slumped  and  haven't  revived. 
Coke  realized  there  may  be  a 
limit  to  the  world's  appetite 
for  carbonated  sodas,  par- 
ticularly in  maturing  mar- 
kets such  as  the  U.S.  Un- 
der Daft's  direction,  Coke 
scientists  and  marketers 
have  busily  been  developing 
an  awesome  array  of  new  prod- 
ucts: everything  from  calcium- 
fortified  waters  and  vitamin-en 
riched  drinks  bearing  the  names  of 
Disney  characters  to  an  ambitious 
plan  to  develop  a  purified  water  filtra- 
tion system  for  home  use. 

Clearly,  though,  it  will  take  some  time 
for  those  ventures  to  make  up  for  slow- 
ing soda  growth,  if  they  ever  do. 
Thanks  to  its  plans  to  roll  out  new  pack- 
aging and  line  extensions,  analysts  ex- 
pect Coke  to  double  sales  of  its  U.  S. 
water  brand,  Dasani,  this  year.  But  com- 
petitors contend  that  Coke's  entry  into 
the  fast-growing  energy-drink  sector  is 
too  bland  to  resonate  with  teens.  One  ri- 
val executive  laughs  at  its  kmx  drink, 
which  is  being  tested  in  select  markets. 
"All  it  has  got  is  a  couple  of  vitamins, 
very  little  ginseng,  and  guarana.  It  lacks 
all  the  powerful  stuff  that  makes  these 
drinks  work,"  he  says. 

In  its  joint  venture  with  p&g  and  a 
similar  deal  to  develop  coffee  and  tea 
drinks  with  Nestle,  Coke  is  hoping  to 
mine  those  companies'  r&d  labs  as  well. 
Donald  W.  Short,  whom  Daft  tapped  to 
head  up  the  joint  venture  with  P&G,  is 
already  salivating  over  the  prospect 
of  creating  extensions  of  p&g's  nascent 

Elations  cranberry  

juice — which      has 
additives  that  help 
relieve  pain  caused 
by     arthritis — and 
then  pushing  them 
through         Coke's 
vaunted     distribu- 
tion network.  Says 
Short:  "If  we  have 
a   broad    range    of 
products  that  are  not  medicinal,  but  al- 
most medicinal,  we  could  be  in  chan- 
nels where  Coke  isn't  today,"  such  as 
health-food  stores. 

But  some  industry  observers  feel  that 


^ 


PRIORITY:  Jones 
must  recharge 

key  brands 


dients,  sales  were  tepid,  and  CokeBj 
trenched  with  a  product  that's  more  ■ 
a  soft  drink  and  easier  to  produce — m 
doesn't  command  premium  prices. 
JUST  CRUMBS?  That's  why  analysts  qfl 
tion  whether  Daft  can  build  the  ss 
kind  of  economies  from  his  noncarbo 
ed  business  as  from  soda,  which  gei 
ates  gross  margins  of  80%  and  the  I 
volume  runs  that  Coke's  bottlers  1 
Right  now  noncarbonated  drinks 
count  for  only  10%  of  sales.  And  t 
fear  that  in  his  haste  to  push  furl 
into  juice  and  chips,  Daft  let  p&g 
the  better  end  of  its  deal.  "Coke  g 
up  half  the  profits  from  Minute  IV 
which  still  has  good  growth  po' 
tial,  in  exchange  for  two  declir 
brands  in  Pringle's  and  Sunny 
light,"  says  Sanford  C.  Bernsteii 
Co.  analyst  William  Pecoriello,  who 
ered  Coke  to  "market  perform"  after! 
P&G  announcement. 

Short  dismisses  the  criticism  of  pj 
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Coke  is  building  ties  with  partners  that 
have  been  just  as  innovation-challenged 
when  it  comes  to  youth-oriented  alterna- 
tive beverages.  A  few  years  ago,  Nestle 
aborted  a  push  into  chocolate  drinks  un- 
der the  brand  name  Cosmo  and  iced  cof- 
fee under  the  Nescafe  name.  Meanwhile, 
p&g's  effort  to  make  its  Sunny  Delight 
brand  ubiquitous  by  launching  a  ready-to- 
drink  version  quickly  faded  and  an  iced- 
coffee  product  never  made  it  out  of  test. 
Historically,  Coca- 


Soon  you  may  find 
Coca-Cola  products 

in  your  local 
health-food  store 


Cola  has  struggled 
to  parlay  its  killer 
distribution  and 
hefty  marketing  re- 
sources into  a  mean- 
ingful presence  in 
the  high-margin 
"premium"  beverage 
market  dominated 
by  the  likes  of  Snap- 
pie,  AriZona,  SoBe,  and  Catorade.  Con- 
sider the  company's  first  direct  attempt 
to  challenge  Snapple,  with  Fruitopia.  Af- 
ter years  of  trying  to  mimic  Snapple's 
wide-mouth  bottles  and  all-natural  ingre- 


innovation  capabilities,  saying  he 
peeked  in  their  labs  first-hand.  "T 
have  a  capability  that  I  don't  think 
other  company  has — maybe  the  phar 
ceutical  companies,  but  not  the  food 
panies,"  he  says.  Short  thinks  one  of 
"hidden  opportunities"  in  the  deal 
be  Coke's  ability  to  create  a  new  s 
channel  for  Pringle's — specifically,  se! 
half-size  cans  in  Coke's  millions  of  v( 
ing  machines. 

Coke  boasts  that  putting  Prinj 
onto  its  army  of  delivery  trucks 
get  the  brand  into  as  many  as  16  mi 
stores  worldwide,  vs.  the  1.6  mil 
that  Pringle's  reaches  now.  But  indu 
analysts  doubt  the  wisdom  of  takinj 
PepsiCo  in  the  chip  business  whertB 
entrenched  Frito-Lay  brand  boastT 
60%  market  share,  vs.  6%  for  PrinJ 

Fitting  these  myriad  ventures  tog| 
er  into  a  new  Coke  machine  is  ;i  dam 
task  that  could  take  years.    But  for  1 
as  for  Coke,  there's  no  turning  backJ 

By   Dean  Fovsl    in    Atlanta,     I 
Gerry  Khermouch   in  Ncir   )'ork 
bureau  reports 
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Just  because  you're  good  at  one  thing 
doesn't  mean  you're  good  at  everything. 


~**^w  Shaquille  O'Neal  was  virtually  a  unanimous 
^^  selection  for  Most  Valuable  Player  in  the 
A.  But  the  skills  that  make  him  dominant  in  his  line 
work  don't  ensure  success  in  other  endeavors. 
The  same  applies  to  you.  Whether  you're  the  CEO 
COO,  chances  are  your  expertise  does  not  include 
naging  a  complex  Web  operation.  And  if  you're 
id  of  IT,  you  know  you  could  use  a  little  support. 
This  is  where  we  come  in.  We're  Digex,  and  man- 
id  Web  hosting  is  what  we  do.  In  fact,  Gartner 
)up  just  listed  us  as  a  leader  in  the  industry* 
Our  exclusive  Web  architecture  features  «~ 
ven,  engineered  solutions  for  your  core        i.  £ 


infrastructure.  We've  set  the  benchmark  with  standard 
10-day  installs.  We  also  specialize  in  complex  solutions  to 
address  your  particular  business  needs. 

Our  procedures  for  security,  change  management, 
and  disaster  recovery  have  been  validated  through  an 
Ernst  &  Young  review  which  cleared  the  way  for  us  to 
achieve  SAS70  Type  II  recognition.** 

Our  interactive  customer  portal  lets  you  monitor 
your  operations  at  all  times,  and  our  partnership  with 
WorldCom  provides  you  with  a  high-speed  global 
network. 
To    find     out    more,     please    visit     us    at 
digex.com/good  or  call  1  -800-455-2968  ext.  653. 


,  NBA  MVP 
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CREDIT  CARDS 


WHO  WILL  HOLD 
THE  CARDS? 

As  the  plastic  wars  heat  up,  look  for  more  consolidation 


Stand  by  for  the  next  wave  of  con- 
solidation in  the  credit-card  busi- 
ness. As  American  consumers 
gorge  themselves  on  $675  billion 
of  credit-card  debt,  the  stakes  have  nev- 
er been  higher  for  card  issuers.  Today, 
the  industry's  Big  Five — Citigroup, 
mbna,  First  USA,  American  Express, 
and  Discover — control  over  half  the 
market,  up  from  about  a  third  a  decade 
ago,  according  to  The  Nilson  Report. 
But  the  pressure  to  get  even  bigger  is 
intense  as  the  critical  mass  for  a  prof- 
itable operation  soars. 

The  costs  of  staying  in  the  game  are 
enormous.  Analysts  estimate  that  Citi- 
group alone  plows  about  $1  billion  an- 
nually into  marketing  consumer  credit- 
card  services  to  stay  at  the  top  of  the 
pile  with  its  $96  billion  of  receivables 
(table).  Such  massive  outlays  are  un- 
thinkable for  even  the  lOth-largest 
bank-card  issuer,  Wells  Fargo,  with 
$9.9   billion   of  receivables,   let 
alone  the  throngs  of  small  and 
midsize  banks.  Besides,  says 
Mark  C.  Alpert,  specialty  fi 
nance  analyst  at  Deutsche 
Banc  Alex.  Brown,  credit- 
card  outfits  may  now  need 
portfolios  of  at  least  $50  bil- 
lion to  profitably  grow,  double  what 
they  needed  five  years  ago.  "The  ma- 
jority of  bank-owned  credit-card  com- 
panies   will    be    sold    in    the    coming 
years,"  predicts  Kenneth  Posner,  spe- 
cialty finance  analyst  at  Morgan  Stan- 
ley Dean  Witter. 

LETHAL  COMBINATION.  Indeed,  since 
late  1997,  17  of  the  top  35  bank  holding 
companies  including  Key  Corp.,  Sun- 
Trust Banks  Inc.,  and  First  Union 
Corp.  have  sold  credit-card  units  to  ri- 
vals. Once,  they  invested  heavily  to 
compete  with  a  rising  legion  of  spe- 
cialty issuers  such  as  Delaware-based 
mbna  Corp.  The  lethal  combination  of 
thinning  margins  and  a  possible  rise 
in  bad  debts  if  the  U.  S.  economy  slows 
is  prompting  even  more  survivors  to 
rethink  their  strategies.  "The  amount 
of  receivables  for  sale  has  exploded," 
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says  Oliver  Sarkozy,  a  managing  direc- 
tor at  Credit  Suisse  First  Boston, 
which  advised  on  sales  of  $15  bil- 
lion worth  of  credit-card  portfolios 
over  the  past  12  months. 

Now  Wachovia  Corp.  is  consid- 
ering throwing  in  the  towel.  One 
of  the  most  successful  midsize 
card  operators,  the  Winston-Salem 
(N.C.)     bank    hired 
csfb  on  Feb.  6  to 
advise    it    on 
what  to  do 


DISCOVER 


h  its  $8  billion  credit- 
ed portfolio.  Just  over  a 
I  ago  it  acquired  a 
billion  portfolio  from 
■triers  First  Holdings 
:,  but  now  it's  contem- 
,ing  a  sale — even  though 
Business  nicked  up  169? 
Wachovia's  earnings  in 
3.  If  Wachovia  docs  sell, 
ould  be  the  largest  deal 
:e  Advanta  Corp.  sold 
.5  billion  of  receivables 
Fleet  Boston  Financial 
p.  in  1998. 

Iven  trophy  franchises 
American  Express  and 
•gan  Stanley's  Discover 
Id  become  takeover  tar- 
f.  As  recently  as  Jan.  24,  Wall  Street 
i  abuzz  with  scuttlebutt  that  Mor- 
Stanley  Chairman  and  Chief  Exec- 
•e  Philip  Purcell  was  mulling  selling 
Discover  unit  to  mrna  or  Citigroup, 
cell  denies  that  he  plans  to  sell  Dis- 
»r,  which  analysts  say  could  fetch  as 
:h  as  $14  billion.  Later,  rumors  cir- 
ted  within  Morgan  Stanley  that  Pur- 
want  ed  to  buy  American  Express. 
•gan  Stanley  neither  confirmed  nor 
ied  the  possible  purchase. 
mRT  LIST.  American  Express  will  not 
unent  on  the  speculation,  either.  But 
lysis  believe  the  company  is  more 
ty  to  be  a  predator.  With  a  market 
close  to  $60  billion,  it  would  be  an 
ensive  morsel  to  swallow.  Moreover, 
:e  Kenneth  I.  Chenault  took  over  as 
0  in  January,  the  company  has  made 
it  clear  that  it  does  not  plan  to  sell 
its  own  $50  billion  portfolio.  In- 

J  stead,  Alfred  F.  Kelly  Jr., 
president  of  American  Ex- 
press' U.  S.  consumer  services, 
sees  the  economic  downturn 
as    an    opportunity    to 


THE  BIG  FIVE 
ISSUERS... 


...ARE  TRYING 
TO  BULK  UP 


Debt  outstanding         Recent  deals  for  credit-card  receivables 


ISSUER 

BILLIONS 

CITIGROUP 

$96.2 

MBNA 

70.5 

FIRST  USA 

67.0 

AMERICAN  EXPRESS  50.2 

SELLER 

BUYER             AMOUNT  MILLIONS 

WACHOVIA 

Undecided         $8,000 

FIRST  UNION 

MBNA                 5,600 

BANK  OF  HAWAII 

American  Express     226 

REGIONS  FINANCIAL 

MBNA                   300 

47.6       C0MERICA 


As  ot  Dec  31         DataJhe  Nilson  Report 
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Data:  Salomon  Smith  Barney 
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tional,  Visa  USA  Inc.,  and  Visa  Inter- 
national, expected  to  be  decided  this 
month.  If  the  U.S.  District  Court  of 
Manhattan  eliminates  Visa  and  Master- 
Card rules  that  prevent  thousands  of 
banks  from  also  offering  Amex  and  Dis- 
cover cards,  then  the  Discover  franchise 
will  become  much  more  valuable — and 
Amex  would  likely  push  hard  to  grab 
back  market  share  from  archrivals  Visa 
and  MasterCard. 

As  the  gulf  between  large  and  small 
credit-card  players  widens,  there's  plen- 
ty for  American  Express  and  others  to 
go  for.  Analysts  say  that  all  midsize 
banks  risk  being  scarfed  up,  though 
most  of  the  larger  ones  insist  they  do 
not  plan  to  axe  their  credit-card  busi- 
nesses. For  example,  although  Chair- 
man and  ceo  James  Dimon  of  Chica- 
go's Bank  One  told  financial  analysts  on 
Feb.  12  that  he  expects  revenues  from 
the  bank's  credit-card  business  to  be 
flat  this  year,  he  recently  told  Busi- 
nessWeek: "We  love  the  business.  We 
intend  to  be  a  winner  in  it." 

To  survive,  Bank  One  and  other  mid- 


The  costs  of  staying  in  the  game  are 
enormous.  Citibank  alone  plows  about 
billion  into  marketing  its  cards 


$1 


gain  market  share  through 
more  portfolio  acquisitions. 
Indeed,  American  Express 
recently  snapped  up  a  $226 
million  credit-card  portfolio 
from  Bank  of  Hawaii.  And 
it's  on  a  short  list  to  buy  Wa- 
chovia's  portfolio,  investment 
bankers  say. 

A  wild  card  that  could 
change  American  Express' 
and  Discover's  fortunes  is  a 
Justice  Dept.  antitrust  suit 
against  MasterCard  Interna- 


dle-tier  players  such  as  Fleet  Boston, 
Wells  Fargo,  and  Bank  of  America  will 
need  to  chase  after  valuable  portfolios  to 
develop  a  stronghold.  Deutsche  Banc's 
Alpert  figures  there  are  probably  a 
dozen  credit-card  portfolios  in  the  $500 
million  to  $2  billion  range  that  could  be 
snapped  up  by  larger  players.  "The  first 
step  is  to  try  and  buy,"  adds  an  invest- 
ment banker  who  asks  not  to  be  named. 
"But  if  [the  middle  tier]  fail  in  that, 
they  may  be  sellers." 

The  smaller  fry  may  not  have  much 
time  to  decide  whether  to  get  out  or 


fight  furiously  to  bulk  up 
their  businesses.  Just  as 
consolidation  heats  up, 
the  industry  is  showing 
signs  of  slowing  growth. 
Receivables  of  credit-card 
issuers  may  swell  by  only 
6%  in  2001,  vs.  a  solid 
10.4%  rise  the  previous 
year.  And  new  charges — 
key  grist  for  the  future 
growth  of  receivables — 
rose  just  5.7%  in  the 
fourth  quarter  of  2000,  to 
$225  billion,  vs.  8.8%  in 
the  same  period  of  1999, 
according  to  Deutsche 
Banc  Alex.  Brown. 
Indeed,  the  credit  card 
industry  could  experience  its  worst  op- 
erating environment  in  a  decade.  For 
the  last  two  years,  bad  debts  declined  as 
consumer  confidence  rose.  But  recently, 
charge-offs  have  swelled  as  consumer 
confidence  has  fallen.  Even  large  players 
are  worried.  Although  he  did  not  give 
specifics,  American  Express'  Chenault 
warned  financial  analysts  in  a  meeting 
on  Feb.  7  that  credit-card  spending 
slowed  in  the  fourth  quarter  of  2000. 
"If  spending  slows  further  and  credit 
weakens,  we  will  be  impacted — not  to 
the  same  extent  as  some  of  our  com- 
petitors— but  impacted  nonetheless,"  he 
said.  The  average  delinquency  rates  for 
the  top  15  credit-card  issuers  crept  up 
to  4.32%  in  the  fourth  quarter  of  2000, 
from  4.11%.  Echoes  Robert  B.  Willum- 
stad,  head  of  the  global  consumer  busi- 
ness at  Citigroup:  "There  are  concerns 
that  we'll  have  a  hard  landing  that  will 
ripple  through  the  consumer  lending 
business,"  though  there  are  no  signs  of 
weakness  at  present. 

If  there  is  a  slowdown,  it  will  also 
be  tougher  to  sell  expensive  credit-card 
portfolios.  "These  deals  for 
the  most  part  are  in  cash," 
says  Michael  Hughes,  spe- 
cialty finance  analyst  at 
Merrill  Lynch  &  Co.  "You 
have  to  go  out  and  raise 
money  to  do  them.  And 
that's  tough  to  do."  Ana- 
lysts estimate  that  Ameri- 
can Express  paid  as  much  as  a  32% 
premium  for  Bank  of  Hawaii's  credit- 
card  portfolio.  But  "a  slowdown  in  con- 
sumer spending  could  dampen  any  po- 
tential buyer's  enthusiasm,"  says  E. 
Reilly  Tierney,  a  Fox-Pitt,  Kelton  finan- 
cial services  analyst. 

Nevertheless,  the  credit-card  wars 
won't  be  over  any  time  soon.  After  all, 
when  the  going  gets  tough,  the  tough 
go  shopping. 

By  Emily  Thornton  with  Heather 
Timmons  in  New  York  and  Joseph  We- 
ber in  Chicago 
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MUNI 

BONDS 

ARE  IN  BLOOM 

Returns  are  up,  but  few  investors  have  noticed 

M 


Ium  bonds  have  been  staging  a 
comeback  performance  to  an  emp- 
ty house.  In  its  best  showing  since 
1992,  an  11.5%  one-year  total  return  for 
general  muni  debt  by  far  outshines  a 
faltering  equities  market  and  most  oth- 
er investments,  too.  Nonetheless,  in- 
vestors hauled  $14.4  billion  out  of  muni 
bond  mutual  funds  last  year. 

Now,  as  the  news  of  their  performance 
has  filtered  out,  flows  have  begun  to  re- 
verse— but  only  slightly.  About  $1  billion 
headed  into  the  muni  bond  fund  sector  in 
January,  2001,  still  a  mere  "trickle,"  in 
this  $270  billion  muni  fund  market  says 
Robert  R.  Pariseau,  portfolio  manager 
of  $3.3  billion  in  munis  for  usaa  in  San 
Antonio,  Tex.  "One  of  the  big  questions 
is  whether  investors  will  show  up  in 
force,"  says  Pariseau.  "Considering  how 
well  the  sector  has  performed,  it  hasn't 
exactly  been  a  feeding  frenzy." 
TAX-FREE  TICKET.  Investors  may  be 
missing  out  on  a  good 
meal  ticket.  With  the 
stock  market  still  reel- 
ing and  corporate  cred- 
it quality  deteriorating, 
municipal  bonds  are  in 
a  good  position  to  re- 
peat last  year's  stellar 
turnout.  Municipal 
bonds — which  pay  for 
such  things  as  bridges, 
roads,  schools,  and 
commercial  projects — 
are  free  of  federal  tax 
and  often  from  state 
and  local  tax  in  their  state  of  issuance. 
Because  of  the  tax  exemption,  they  yield 
less  than  Treasuries.  In  the  past  two 
months,  that  gap  narrowed  to  0.68  per- 
centage points  from  1.06  points,  making 
munis  a  real  buy. 

Sure,  some  skeptics  are  voicing  con- 
cerns. A  flood  of  new  municipal  issues 
this  year  could  depress  prices.  The  eco- 
nomic slowdown  could  ultimately  pinch 
some  municipal  budgets.  And  President 
Bush's  $1.6  trillion  tax  proposal  could 


MUNI  YIELD  SPREADS 
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cut  marginal  tax  rates  and  there- 
fore reduce  the  edge  munis  have 
over  taxable  bonds.  Still,  these  wor- 
ries are  probably  overdone,  and  to 
the  extent  that  they  are  real, 
they've  likely  been  discounted  in 
the  muni  bond  prices  already. 

Here's  how  munis  work  their 
magic:  A  first-rate  general  obliga- 
tion muni  with  a  10-year  maturity 
and  a  current  yield  of  4.45%  trans- 
lates to  a  tax-equivalent  yield  of 
7.37%  for  those  in  the  39.6%  brack- 
et (even  more  if  it's  a  bond  in  a 
taxpayer's  state  of  residence).  That 
compares  with  a  taxable  6.15% 
yield  on  a  generic  investment-grade 
corporate,  and  a  4.89%   10-year 
Treasury  yield.  And  investors  don't 
have  to  be  in  the  top  tax  bracket 
to  reap  rewards,  either.  A  AAA,  30- 
year  municipal  bond  insured  by  Fi- 
nancial Guarantee  Insurance  Co. — 
say,      Atlanta's 
Water  &  Waste- 
water Revenue  or 
Jefferson  County 
(Ala.)  Sewer  Rev- 
enue        bonds — 
trades  at  a  taxable 
equivalent  yield  of 
7.32%  for  investors 
in  the  28%  bracket. 
Says    Timothy    M. 
Heaney,  a  portfolio 
manager  of  $1.6  bil- 
lion  in  muni   assets 
for  Phoenix  Invest- 
ment Partners,  "You'd  have  to  buy  a 
bond  of  below  investment  grade  to  yield 
that  on  an  aftertax  basis." 

Roughly  $40  billion  in  new  muni 
bonds  have  already  come  to  market 
through  the  end  of  February.  Add  to 
that  a  "monstrous"  calendar  of  new  is- 
sues slated  through  midyear — higher 
than  the  past  two  years,  reports  George 
D.  Friedlander,  a  fixed-income  strategist 
at  Salomon  Smith  Barney.  Friedlander's 
take  is  that  more  issues  means  better 


product  at  higher  yields  relati\ 

taxable  bonds.  Colleen  Woodell,  a 

dard  &  Poor's  director  in  public  find 

adds  that  even  when  supplies  rise] 

faults  are  a  historical  rarity.  "You 

count  the  defaults  since  1985  on 

hand,"  Woodell  says.  In  fact,  s&p'a| 

grades  have  exceeded  downgrades 

the  past  19  quarters. 

The  unforeseen  can  happen.  It's 
that  Heartland  Funds  made  headll 
last  October  when  two  high-yielc 
"junk,"  muni  funds  lost  70%  of  their  | 
ue  overnight.  Managers  had  founc 
re-evaluation,  that  almost  half  the 
holdings  were  either  in  or  near  dei| 
status.  The  Milwaukee  firm  now  fac 
class-action  lawsuit  and  a  Securitie 
Exchange    Commission   review. 
usaa's  Parsineau:  "It  pays  to  ha\| 
higher-quality  portfolio  and  to  be 
diversified."  Consider  Olympia,  WJ 
where  the  earthquake  will  likely  ai 
bondholders  there.  Last  year  a  13.[ 
gain  ranked  the  state's  single-s| 
muni  funds  No.  1. 

The  impact  of  President  Bush's 
tax  plan  on  munis  could  be  problei| 
ic.  Right  now,  for  people  in  the  hij 
tax  bracket — 39.6% — munis  arel 
tractive  because  even  though  th^ 
ternative  minimum  tax  kicks  in, 
rate  is  a  much  lower  28%.  Bi 
proposal  would  reduce  the  top  brf 
et  to  33%,  narrowing  the  amt  [ 
Muni  bonds  would  then  be  less 
petitive  relative  to  taxable  altel 
tives,  he  says.  The  good  n( 
Friedlander  points  out,  is  that| 
Bush  plan,  if  it's  passed,  will 
six  years  to  phase  in.  He  a 
there's  no  question  that  the 
will  be  "fixed." 

In  the  end,  municipal  bonds! 
designed  mainly  to  provide} 
come  and  stability.  In  todl 
troubled  markets,  those  arc 
investments  most  likely 
to  steal  the  show. 
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Finance 


COMMENTARY 

By  Heather  Timmons 

IS  CITI  BLEEDING  ITS  WEAKEST  BORROWERS? 


With  its  $30  billion  purchase  of 
Associates  First  Capital  Corp. 
last  year,  Citigroup  cemented 
its  position  as  the  country's  largest 
subprime  lender — catering  to  those 
who  don't  qualify  for  normal  bank 
loans.  But  in  a  suit  filed  in  Atlanta 
Federal  Court  on  Mar.  6,  the  Federal 
Trade  Commission  charges  Associ- 
ates— and  its  owner,  Citigroup,  which 
merged  it  into  its  CitiFinancial  unit — 


lems.  One  promised  change,  a  "grad- 
uation program"  to  move  qualified 
borrowers  to  regular  bank  loans,  was 
rolled  out  in  early  March.  A  Citi- 
group spokeswoman  said  she  didn't 
know  how  many  borrowers  had  been 
contacted  about  it.  National  data 
from  Freddie  Mac  show  that  nearly 
30%  of  subprime  borrowers  qualify 
for  normal  bank  loans.  "To  our 
knowledge,  they  haven't  offered  any- 


THE  FTC'S                            ,^ 

ALLEGATIONS                      J    x 

ML 

It  charges  that  Associates,              Jm                |^ 
now  a  Citigroup  subsidiary:         //A 

^W     ^N..^B 

•  Nurtured  a  relationship                //A                   ^^^k 
of  trust  to  get  customers              f/jk           ||^^      1 

into  high-interest  loans             /^B 

JTT 

•  Misled  customers  with       /  J^/  4  ^^^^_ 

{          /   i 

faulty  comparisons  of         mti^f  ^/  /^^^^^. 
current  debt  with             /A       ^^^  'ItA  ^^^ 

proposed  new  loans       /4|             ^ '7^^ 

i^^.            u         § 

•  Solicited                          \,              |^Wr 

m^M      1? 

customers  everv                          ^^^              ^^~ 

«£/##     I 

90  days  with  offers                             ^^^ 
of  new  loans  not  in         ^"^-w                  ^^^ 

1  i 

customers'  best  interest         ^^    ^f^.        ^^( 

Data:  Federal  Trade  Commission                                                           1^^^ 
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with  deceptive  lending  practices 
(table).  The  suit,  which  seeks  refunds 
for  Associates  customers  who  were 
allegedly  misled,  could  cost  Citigroup 
hundreds  of  millions  if  they  were  to 
settle.  And  that  suit  may  not  be  the 
last  problem  Citi  faces:  The  Justice 
Dept.  is  reviewing  the  way  Associ- 
ates paid  its  loan  brokers. 

Citigroup  said  in  a  statement  that 
it  has  resolved  concerns  about  Asso- 
ciates and  that  the  FTC's  focus  on  the 
past  is  "counterproductive."  Four 
months  ago,  the  bank  promised  to 
make  a  series  of  improvements,  in- 
cluding better  education  of  brokers 
and  two  programs  that  would  give 
some  borrowers  lower-rate  loans. 
Until  recently,  though,  the  bank  had 
done  little  more  for  500,000  existing 
Associates  customers  than  send  them 
a  number  to  call  if  they  have  prob- 


WIDESPREAD?: 

Do  Citi's  other 
subprime  Lending 
units  use  similar 
pitches  ? 


one  their  money  back, 
and  that's  what  our 
case  is  about,"  says  Joel 
C.  Winston,  acting  asso- 
ciate director  for  finan- 
cial practices  at  the 

FTC. 

Another  key  question  is  whether 
some  of  the  same  sales  practices  that 
bother  the  ftc  are  used  by  Citi- 
Financial and  Primerica  Financial 
Services,  the  bank's  100,000-strong 
commission-only  sales  force.  At  issue 
are  debt-consolidation  loans,  which 
roll  credit-card  and  other  short-term 
debt  into  a  refinanced  mortgage.  The 
products  leave  borrowers  with  lower 
monthly  payments  but  heavier  debt 
loads  and  much  longer  repayment  pe- 
riods. The  FTC  objects  to  the  way  As- 
sociates pitched  these  loans  as  "mon- 
ey savers,"  claiming  the  company 


"nurtured  a  relationship  of  trust"  an^ 
then  played  on  that  trust  with  "de- 
ceptive" practices  to  put  customers 
into  loans.  The  ftc  says  Associates 
unfairly  compared  a  customer's  cur- 
rent payments  with  their  cash  on 
hand  after  obtaining  the  loan. 

CitiFinancial's  Web  site  advertise 
a  debt-consolidation  loan  featuring  i 
customer  endorsement — "I  now  can 
afford  so  much  more  than  I  thought 
possible,"  says  Spencer  L.  of 
Worcester,  Mass.  A  sample 
worksheet  shows  that  Spencer 
can  take  out  a  $20,000  home- 
equity  loan  to  consolidate  his 
bills,  pay  off  credit  cards,  and 
reap  $310.57  in  "monthly  sav- 
ings." The  fine  print  notes  thai 
Spencer  will  pay  that  back  in 
120  months  at  a  13.49%  inter- 
est rate.  But  nowhere  on  the 
Web  site  does  it  say  that  it 
would  cost  $36,500  to  pay  off 
starting  debts  of  $17,000. 
VULNERABLE.  Primerica  is  als 
selling  debt  consolidation.  A 
sample  "financial-needs  analy- 
sis" used  by  its  salespeople 
recommends  that  borrowers 
"Jack  and  Donna  Ryan"  refi- 
nance their  $85,000  mortgage 
with  a  $127,720  loan.  Althoug 
their  monthly  payments  fall  b 
$638,  they've  turned  nearly 
$10,000  of  short-term  debt  int 
a  15-year  obligation.  The  fine 
print  notes  that  this  loan  does 
n't  include  property-tax  or 
homeowners'  insurance.  In  ad 
dition,  the  worksheet  appears 

to  overestimate  how  long  it 

would  have  taken  the  Ryans  to  pay 
off  the  original  debt. 

In  its  Mar.  6  statement,  Citi  said 
it's  proud  of  the  progress  it  has 
made  and  that  it  has  the  best  prac- 
tices in  the  industry.  Nonetheless, 
debt-consolidation  loans  rarely  save 
consumers  money  in  the  long  run. 
True,  they  are  usually  tax-savers, 
but  such  loans  mostly  lower  monthly 
payments  by  heaping  on  long-term 
debt.  And  many  subprime  borrower: 
quickly  ramp  up  credit-card  debt — 
starting  the  cycle  all  over  again. 


Timmons  covers  banking. 
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COMMENTARY 

By  Debra  Sparks 

WHY  CHAPTER  11  NEEDS  REWRITING 


Every  company  deserves  a  second 
chance  when  it's  down  on  its 
luck.  That,  at  least,  is  the  theory 
of  Chapter  11  bankruptcy  protection: 
Give  companies  a  respite  from  credi- 
tors so  that  they  can  emerge  from 
bankruptcy  healthier. 

These  days,  however,  many  end  up 
sicker  than  when  they  went  in.  Con- 
sider Grand  Union  Co.  Last  fall,  the 
grocery  chain  headed  to  bankruptcy 
court  for  the  third  time  in  five  years. 
It  recently  sold  all  its  assets.  Like- 
wise, ailing  Trans  World  Airlines  Inc. 
is  finally  up  for  sale.  On  Jan.  10,  it 
announced  its  third  bankruptcy,  hav- 
ing already  filed  for  Chapter  11  in 
June,  1995,  and  three  and  a  half 
years  before  that. 

Round-tripping  is  an  ongoing 
trend  in  the  bankruptcy  world,  ac- 
cording to  BankruptcyData.com. 
Since  1997,  the  number  of 
public  companies  filing 
each  year  has  more  than 
doubled,  to  176  in  2000.  Of 
those,  38  were  filing  a  sec- 
ond or  third  time.  And  ex- 
perts expect  the  number 
to  grow. 

WELFARE  PROGRAM.  Has 
bankruptcy  court  become 
a  kind  of  corporate  wel- 
fare program?  With  first- 
time  corporate  bankrupt- 
cies on  the  rise,  it's  only 
natural  that  second- 
timers — "Chapter  22s  and 
33s,"  as  they're  familiarly 
known  among  bankruptcy 
specialists — will  rise,  too. 
"The  reason  Chapter  22s 
and  33s  are  going  to  in- 
crease is  that  the  initial 
bankruptcies  weren't  done 
properly,"  says  F.  John 
Stark  III,  a  principal  with 
Water  Tower  Capital  in 
Chicago,  a  financial  advi- 
sory firm  specializing  in 
restructuring. 

The  trouble  is  that  com- 
panies often  leave  bank- 
ruptcy court  with  too 
much  debt,  lousy  business 
plans,  or  weak  manage- 
ment. For  example,  retail- 
er Bradlees  Inc.,  which 
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filed  its  second  bankruptcy  petition  in 
December,  was  reeling  from  problems 
stemming  from  too  much  debt  that 
wasn't  erased  in  its  first  bankruptcy. 
"It  was  more  highly  leveraged  than 
most  of  its  competitors,  with  the  ex- 
ception of  Caldor,  which  later  liqui- 
dated as  well,"  says  Neil  Moses, 
Bradlees'  former  chief  financial  officer. 
By  the  time  twa  filed  for  its  third 
bankruptcy,  it  had  lost  money  for  12 
straight  years.  "It  was  never  suffi- 
ciently capitalized,"  says  twa  attor- 
ney James  H.  M.  Sprayregen,  a  part- 
ner at  Kirkland  &  Ellis  in  Chicago. 
Why?  One  reason  was  that  many 
bondholders  refused  to  exchange 
their  debt  into  equity  in  twa's  first 
and  second  bankruptcies,  leaving  the 
airline  with  a  crippling  debt  load 
equaling  553%  of  shareholder  equity. 
Bondholders  feared  if  they  accepted 


SERIAL  BANKRUPTCY 

Some  companies  have  made  two  or  more  Chapter  1 1  filings 
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equity  in  lieu  of  their  bonds,  their 
holdings  would  be  wiped  out  if  twa 
went  bankrupt  again.  Which,  of 
course,  it  did.  "It's  a  chicken-and-egj 
case.  If  you  come  out  of  bankruptcy 
with  a  bad  capital  structure,  it  defi- 
nitely exacerbates  the  problem,"  say 
Henry  S.  Miller,  global  head  of  re- 
structuring at  Dresdner  Kleinwort  ' 
Wasserstein.  "But  in  the  case  of  tw; 
bondholders  were  very  justified  in 
not  having  faith  in  the  equity." 

So  what's  to  be  done?  For 
starters,  more  scrutiny  is  needed  to 
determine  whether  plans  whipped  u 
in  bankruptcy  court  are  really  feasi- 
ble. By  and  large,  the  judge,  who  is 
not  a  financial  professional,  is  ill- 
equipped  to  make  that  decision.  "In 
many  cases  the  plan  has  been  im- 
posed by  distressed  debt  traders 
who  control  the  creditors'  committer 
The  judge  looks  down  anc 
sees  everyone  in  agree- 
ment, so  he  approves  the 
plan,"  says  Harvey  R. 
Miller,  who  heads  law  firn 
Weil,  Gotshal  &  Manges 
llp's  business  restructur- 
ing department.  But  debt 
traders  are  often  short- 
term-oriented.  So  why  no 
assign  an  independent  pai 
ty  to  review  the  restruc- 
turing plan?  "It  should  be 
someone  who  can  oppose 
the  plan  without  an  ax  to 
grind,"  says  Miller. 

Management,  too,  need 
to  have  a  bigger  stake  in 
the  survival  strategies  it 
proffers.  Perhaps  CEOs' 
compensation,  whether 
cash  or  equity,  should  be 
held  in  escrow  until  plans 
are  successfully  imple- 
mented. Alternatively,  sti: 
penalties  could  be  impose 
on  managers  who  get  it 
wrong  again.  "At  the  ven 
least,  force  management  t 
resign,"  says  Stark.  Cond 
tioned  responses  worked 
with  Pavlov's  dogs.  Why 
not  ceos? 


Sparks  covers  corpora 
finance. 
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COMMENTARY 


By  Stan  Crock 


WE  DON'T  NEED  MORE  WEAPONS.  JUST  SMARTER  ONES 


F 


or  those  who  thought  President 
George  W.  Bush  would  splurge  on 
defense,  his  tiny  increase  in  the 
'entagon's  2002  budget  was  a  shock, 
t  may  not  be  the  last.  It's  a  good  bet 
hat  Bush's  Defense  Dept.  will  change 
he  way  the  U.  S.  buys  weapons,  fun- 
anvntally  altering  the  economics  of 
I  defense  sector.  Instead  of  aiming 
o  keep  aircraft  and  weapons  produc- 
ion  lines  humming  for  decades,  De- 

ill  likely  funnel  more  of  its 
mited  funds  into  research  and 
evelopment. 

Bush's  plan  is  a  wel 
ome  nod  to  the  fact  that  the  world 
as  changed.  Future  confrontations 
ron't  be  protracted,  World 
Var  II-style  battles  fought  on 
ae  plains  of  Europe, 
"hey'll  be  shorter  skir 
lishes,  farther  from 
ome — or  possibly 
nti-guerrilla  cam 
aigns  in  foreign 
(ties.  The  threats  range  from  cyber- 
'arfare  to  biological  weapons  and 
iitcase  bombs.  And  even  if  the  fight 
.  on  a  battlefield — in  Central  Asia  or 
a  the  Pacific  Rim — the  U.  S.  may  not 
ave  access  to  nearby  bases,  as  it  did 
i  the  Persian  Gulf  war.  So  it  is  less 
kely  to  need  thousands  of  tanks  and 
lort-range  jet  fighters.  Space-based 
idar,  unmanned  vehicles,  and  other 
inovative  weaponry  are  the  future — 
ence  Bush's  emphasis  on  r&d. 
USTERITY.  There's  another  reason  for 
le  Administration's  new  tack.  Bush's 
rategists  realize  the  current  system 
unsustainable.  Costs  for  troop  de- 
loyment  and  equipment  mainte- 
ance — two  short-term  priorities — 
rain  cash  from  procurement.  And  big 
mtracts  for  new  weapons  are  in- 
•easingly  rare.  That  leaves  scant  in- 
mtive  for  contractors  to  gamble  on 
jw  technology  in  the  hope  of  making 
rofits  on  production  down  the  road. 
Lrou  can't  get  well  on  production  any- 
lore,"  says  Frank  C.  Carlucci,  chair- 
ian  of  Carlyle  Group  and  Defense 
scretary  under  Ronald  Reagan. 
The  Bush  team's  thinking  emerged 
om  a  recent  panel  organized  by 
A.ND  that  was  headed  by  Carlucci 
id  stacked  with  Bush  Defense  Dept. 
i)pointees.  Its  little-publicized  report 


recommended  that  "austere  develop- 
ment" of  weapons  systems  be  "more 
of  a  rule  than  an  exception."  There  is 
little  question  that  the  report  will  be 
taken  to  heart.  A  key  author  was 
Bush's  Pentagon  transition  chief,  and 
advisers  included  Deputy  Defense 
Secretary-designate  Paul  D.  Wol- 
fowitz  and  others  in  his  league. 
Fact  is,  we're  already  headed 


WAR  BUCKS 

Expenditure  on  national  defense 
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toward  austerity.  Instead  of  the  300 
planes  a  year  the  Pentagon  bought 
from  1974  to  1993,  the  average  has 
dropped  to  44  in  the  last  few  years. 
Defense  is  buying  a  mere  three  de- 
stroyers annually — fewer  than  they 
decommission.  For  fiscal  2001,  defense 
spending  hit  2.9%  of  gross  domestic 
product,  down  from  5.9%  at  the 
end  of  the  Reagan  years. 

While  conservatives  blame  the 
Clinton  Administration  for  starving  de 
fense  procurement,  Bush  may  take 
more  painful 


Center  for  Strategic  &  Budgetary  As- 
sessments says  the  Bush  tax  cut  will 
leave  little  choice  but  to  cut  forces  and 
weapons  funding  and  focus  on  R&D.  "We 
must  put  strategy  first,  then  spend- 
ing," Bush  said  in  his  Feb.  27 
address  to  Congress.  That 
could  be  ominous  for  proposed 
programs  such  as  the  $223  billion 
Joint  Strike  Fighter.  Boeing  Co. 
and  Lockheed  Martin  Corp.  are 
competing  to  build  2,800  of  them. 
Of  course,  Bush's  procurement 
blueprint  won't  be  adopted  without 
warfare  in  Congress  and  in  the  in- 
dustry. Already,  General 
Dynamics  Corp. 
Chairman  and  ceo 
Nicholas  D. 
Chabraja  is 
warning  that 
cutbacks  would 
pose  "enormous  risk 
to  the  national  secu- 
rity." But  in  reality,  some  upgrades  of 
existing  gear,  such  as  F-16  fighter 
jets,  may  suffice.  That,  plus  a  few  new 
weapons,  could  be  enough  to  handle 
many  Balkans-scale  missions.  The 
rand  plan  would  seek  to  soften  the 
blow  to  industry  with  fatter  research 
budgets.  But  that  won't  compensate 
for  the  end  of  an  era  when  a  General 
Dynamics  could  make  handsome  prof- 
its building  9,000  Abrams  tanks. 

Defense  execs  still  aren't  resigned 
to  downsizing — and  in  truth,  nobody 
knows  what  kinds  of  budgets  Bush 
will  produce  next  year,  or  the  next. 
He  has,  however,  signaled  a  prefer- 
ence for  high-tech  weaponry,  and  com- 
panies that  understand  this  will  proba- 
bly thrive.  One  thing  is  clear:  They 
can't  win  by  producing  lots  of 
weapons  nobody  wants. 

D.C. -based  Crock  covers  national 
security. 


steps.  Budget  an-   NEW  THINK:  Big  orders 
alyst  Steven  M.      for  weapons  like  the 
Kosiak  of  the  M-l  tank  may  be  history 
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Information  Technology 


EXECUTIVES 


A  TALK  WITH 
MEG  WHITMAN 

eBay's  CEO  on  her  company  and  our  economic  predicament 


On  Mar.  1,  in  a  public  forum  that 
was  part  of  BusinessWeek's  con- 
tinuing "Captains  of  Industry" 
series,  eBay  Inc.  ceo  Margaret  C.  Whit- 
man sat  down  with  Editor-in-Chief 
Stephen  B.  Shepard  at  the  92nd  Street  Y 
in  Manhattan  to  talk  about  eBay,  her- 
self and  the  souring  economy.  Here  are 
excerpts: 

You  worked  for  a  variety  of  traditional 
companies — Procter  &  Gamble,  Stride 
Rite,  Hasbro.  What  tempted  you  to  an 
Internet  company  like  eBay? 

When  I  first  got  a  call  from  the  head- 
hunter  to  come  to  eBay,  I  said:  "Ab- 
solutely not.  I'm  not  thinking  about  liv- 
ing 3,000  miles  across  the  country, 
uprooting  my  neurosurgeon  husband, 
and  taking  my  two  boys  out  of  school  to 
go  to  the  West  Coast  for  this  no-name 
Internet  company."  So  I  said  no. 

To  the  credit  of  the  headhunter,  he 
called  me  back  about  three  weeks  later 
and  he  said:  "eBay  is  perfect  for  you 
and  you  are  perfect  for  eBay.  I  beg  you 
to  get  on  an  airplane  to  go  meet  the 
founder,  Pierre  Omidyar."  And  really, 


to  avoid  making  the  headhunter  mad, 
because  I  thought  I  might  need  him 
later,  I  decided  to  get  on  a  plane. 

And  I  will  never  forget,  I  got  on 
eBay  the  night  before  I  went  for  the  in- 
terview, because  I  thought  it  would  be 
nice  if  I'd  actually  been  to  the  Web  site 
before  I  interviewed.  It  was  called  Auc- 
tion Web,  it  was  in  black  and  white, 
and  there  were  three  components  to 
the  site.  The  first  component 
was  the  auction  business,  the 
second  was  Pierre's  fiancee's 
Web  page,  and  the  third  was 
the   Ebola   virus   page — be- 
cause Pierre  was  really  in- 
terested in  the  Ebola  virus.  And  I  said: 
"I  cannot  believe  I  am  getting  on  a 
plane  to  go  talk  about  a  black-and-white 
Web  site  called  Auction  Web  that  has 
equal  billing  with  the  fiancee's  Web  page 
and  the  Ebola  virus  page."  But  I  had  al- 
ready committed,  so  I  got  on  the  plane. 

What  changed  your  mind? 

eBay  had  two  main  things  that  really 
spoke  to  me.  It  enabled  individuals  to 
do  things  that  they  could  not  have  done 


without  the  Web.  The  second  thing 
what  Pierre  said:  "People  have 
their  best  friends  on  eBay.  Whai 
has  enabled  is  truly  online  commu 
I  recognized  the  land-based  equiv 
which  is  that  whatever  your  int 
is — whether  it's  bowling  or  dance 
tend  to  like  people  who  like  the 
things  you  do.  And  so  I  saw  it  ha 
makings  of  a  great  brand. 


Can  you  elaborate  on  why  eBay's 
ness  model  has  been  successful? 

It  was  a  business  model  and  a  co 
uniquely  suited  to  the  Web  and  too 
vantage  of  the  characteristics 
Web.  The  second  thing  is  that  it  res 
the  first  community  commerce  mo< 

People  ask  me,  how  is  managii 
the  New  Economy  different  from 
aging  in  the  Old  Economy?  Act 
it's  a  lot  the  same.  It's  about  the 
cial  discipline  of  the  bottom  line,  u 
standing  your  customers,  segme 
your  customers  by  their  needs 
building  a  world-class 
CAPTAINS      agementteam. 


Even  so,  the  stock  ha 
I N  D  U STRY      dined  by  70%.  Wh y  ? 

The  last  two  years  ii 
economy  will  not  be  repeated  ag2 
our  lifetime.  This  was  an  extraord 
event  funded  by  very  significant  a 
to  capital,  and  a  lot  of  the  econom 
ality  of  running  businesses  was 
pended.  So  the  pendulum  swung  a 
way  to  the  right.  Now  the  pendul 
swinging  all  the  way  to  the  left.  1 
it  will  ultimately  come  back  b< 
middle. 

We  have  fared  better  than  just 
everyone  on  the  Net.  So  we're  m 
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ried  about  that.  The  ethos  of  the 
pany  is:  "You  know  what  we  can 
rol?  We  can  control  the  results." 
as  long  as  we  continue  to  put  the 
Its  on  the  board,  I  think  the  market 
will  take  care  of  itself. 

%  after  this  decline  in  eBay  stock, 
*«  ratio  is  still  something  near  100. 
do  we  even  think  about  valuing  a 
pany  whose  stock  has  declined  by 
and  yet  still  has  a  100  p-e? 
think  the  investors  that  own  eBay 
srstand  the  promise  of  what  has 
i  created  here.  We  have  truly  cre- 
a  global-trading  platform  where 
tically  anyone  can  sell  practically 
hing.  It  might  be  the  only  entirely 
concept  that's  been  born  out  of 
Web.  This  can  be  a  very  big,  very 
itable  model.  Our  gross  margins 
n  the  mid-80s.  Our  operating  mar- 
reached  20%  in  the  fourth  quarter 
ist  year.  We  said  for  a  long  time 
our  long-term  business  model  has 
to  35%  operating  margins.  And 
estimate  of  the  market  that  we 
address  is  $1.7  trillion  on  a  global 
i.  Investors  who  are  paying  that 
of  premium  think  that  what  eBay 
today  is  a  mere  fraction  of  the 
that  this  company  will  be  in  10 


(    has  the  depressed  stock  price  af- 
i  employee  retention  and  morale? 
lere's  no  question  that  people  are 
)pointed  that  a  lot  of  their  initial 
l  grants  are  under  water.  But  we 
to  hire  people  because  they  be- 
d  in  what  the  company  was  doing. 
a  vere  looking  for  what  we  call  mis- 
it  I  lies,  as  opposed  to  mercenaries.  In 


Silicon  Valley,  a  lot  of  companies  were 
founded  by  mercenaries,  and  they  were 
not  built  to  last.  They  were  built  to  flip. 
We  have,  from  the  beginning,  tried  to 
build  eBay  into  a  company  that  is  made 
to  last. 

How  has  the  mood  changed  in  Silicon 
Valley? 

There's  been  a  pretty  big  sea  change 
in  Silicon  Valley.  When  I  arrived  from 
Boston,  I  felt  a  bit  of  a  stranger  in  a 
strange  land.  I  was  stunned  by  what  I 
thought  was  irrational  exuberance. 
There  is  quite  a  bit  more  sobriety  today. 
I  think  it's  a  really  good  thing  because  it 
had  completely  gotten  out  of  control  in 
many  ways. 

How  much  longer  do  you  think  this  cy- 
cle lias  to  run  until  the  pendulum  gets 
back  to  somewhere  in  the  middle? 

I  think  somewhere  between  18  and 
30  months.  A  lot  of  the  pundits  are  say- 
ing you're  going  to  see  a  recovery  in  the 
second  half  of  this  year,  both  in  terms  of 
the  economy  as  a  whole  and  perhaps 
stock  market  valuations.  It's  not  com- 
pletely clear  to  me  that  that's  the  case. 
If  you  look  at  biotech  in  the  '80s  and  at 
pes  in  the  mid-  to  late  '80s — when  you 
have  this  kind  of  rush  to  one  side  of 
the  boat — it  does  take  a  little  bit  of 
time  to  right  itself.  I  think  we  are  in 
the  midst  of  a  recession  that  is  deeper 
than  I  think  many  people  have  actually 
acknowledged. 


50%  off  retail.  And  we  see  people  find- 
ing things  in  their  garage  that  can  raise 
thousands  of  dollars  in  cash.  So  we're 
seeing  a  pickup  in  sellers. 

What  is  it  you  worry  about  most? 

I  worry  about  the  ability  to  grow  a 
company  at  the  rate  that  we  have  been 
growing  on  a  global  basis.  When  I  joined 
the  company  in  January,  1998,  we  had 
just  finished  a  year  where  we  did  $4.5 
million  in  sales.  There  were  20  people  in 
the  company  in  a  small  office  in  Silicon 
Valley.  Today,  we  have  almost  2000  indi- 
viduals, we've  just  finished  a  year  where 
we  did  about  $430  million  in  sales,  and 
the  sun  now  never  sets  on  eBay's  of- 
fices. Just  growing  at  50%  a  year,  with 
offices  all  over  the  world,  is  a  huge  chal- 
lenge. How  do  you  keep  core  values? 
How  do  you  train  people?  How  do  you 
make  sure  that  you  don't  repeat  mis- 
takes? Also,  we're  building  a  site  to  han- 
dle $30  billion  of  gross  merchandise  sales 
in  25  countries,  16  languages,  24-7. 

Wfiat  is  your  prognosis  for  Amazon? 

I  think  Amazon  is  a  great  consumer 
concept.  It  has  an  unbelievable  user 
interface.  It's  easy,  it's  friendly.  Their 
customer  support  is  terrific.  And  they 
really  set  the  standard  in  many  ways 
for  buying  on  the  Net.  I  think  the  dif- 
ficulty is  the  back  end — inventory, 
warehouses,  fulfillment,  returns,  obso- 
lescence. I  think  they're  a  smart  group 
of  managers,  and  I  think  they  will  get 
there  because  they 
have  built  a  tremen- 
dous consumer  fran- 
chise. But  I  think  a 
lot  of  blocking  and 


MORE  THAN  A  DOWNTURN  "I  think 
we  are  in  the  midst  of  a  recession 

,  ,       _  _  ,       tackling,  heavy  lift- 

that  is  deeper  than...  many  people  mg-oid  Economy 

-i  ii  i  ij^jm  skills— are  going  to 

have  actually  acknowledged  be  required  t0  una- 

mately  make  money 


You  mean  a  tech  recession  or  a  general 
recession? 

A  general  recession.  The  pendu- 
lum and  the  recession  happen  to  be 
coinciding. 

What  does  that  portend  for  Nasdaq? 

Nasdaq  is  going  to  drift  at  roughly 
this  level  for  quite  some  period  of  time. 

Will  the  downturn  affect  eBay? 

It  depends  on  how  deep  the  recession 
is.  If  it  is  a  dip  and  a  soft  landing,  in 
many  ways,  we  benefit.  eBay  offers 
products  that  represent  a  real  value. 
So,  if  you  want  a  dvd  player  in  this 
economic  environment,  you  might  be 
happy  to  have  last  year's  DVD  player  at 


there. 

If  eBay  had  not  been  a  success,  would 
you  still  be  working  in  the  Internet  in- 
dustry today? 

I  think  so.  The  Internet  is  here  to 
stay.  It  really  is  one  of  those  revolu- 
tionary technologies  that  has  the  ability 
to  change  so  much  of  how  we  live,  how 
we  communicate,  how  we  plan,  how  we 
get  information,  how  we  buy  things.  It's 
fair  to  say  that  I  was  really  bitten  by 
the  Internet  bug. 


BusinessWeek 


For  a  video  presentation  of 
the  full  interview,  go  to 
www.businessweek.com. 
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CORPORATE 

LEADERSHIP 

ISN'T  WHAT  IT 

USED  TO  BE. 

IT'S  MUCH  MORE 


The  technological  advances  of  the  past  few  decades 
have  fundamentally  transformed  business.  In  the 
process,  they  have  also  rewritten  the  rule  book 
on  corporate  leadership.  What  are  the  new  rules? 
What  techniques,  knowledge,  and  personal  qualities 
are  essential  to  effective  leadership  today? 

In  June,  2001.  BusinessWeek.  Jim  Taylor,  Ph.D.  and 
IBM  will  join  forces  to  present  BREAKTHROUGH:  A 
CEO  RETREAT.  This  invitation -only  event,  held  at  the 
exclusive  Rancho  Bernardo  Inn  outside  of  San  Diego. 
California,  will  examine  the  changing  face  of  leader- 
ship through  themed  discussions  between  CEOs 
and  renowned  technologists,  scientists,  and  creative 
thinkers.  Featuring  an  intensive,  intimate  environ- 
ment designed  to  encourage  attendee  participation. 
Breakthrough  will  be  a  high-powered  think-tank 
that  helps  to  mold  the  corporate  world's  thinking 
on  a  cutting-edge  topic. 

Please  join  us  as  we  seek  to  transform  today's 
uncertainties  into  tomorrow's  conventional  wisdom. 

If  you  have  received  an  invitation,  we  urge  you  to 
RSVP  today.  If  you  have  not  received  one,  but  believe 
you  should  attend,  please  contact  us.  Simply  call 
Ms.  Marsha  Green,  BusinessWeek  at  212-512-3113. 
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TRACKING  THE 
HOT  WINE 

CONSULTANTS  OF 
CALIFORNIA 


Heavyweighi 


BY  SPENCER  E.  ANTE 

Last  fall,  I  accidentally  met  the  wine  indus- 
try's version  of  the  wizard  behind  the  cur- 
tain. Driving  into  the  foothills  of  Napa  Val- 
ley's Vaca  Mountains,  my  girlfriend  and  I 
came  upon  the  entrance  to  a  boutique  win- 
ery I  had  read  about — David  Arthur  Vine- 
yards. The  sign  on  the  gate  warned  "Visits 
by  Appointment  Only,"  and  we  had 
none.  But  the  gate  was  open,  so  I  floored 
the  gas  pedal  and  sped  up  a  long,  wind- 
ing road  to  a  mountaintop  winery. 
Reaching  the  summit,  we  noticed  a  man  sitting 
by  a  mechanical  grape  crusher.  At  first,  he  acted 
like  an  aloof  bouncer  at  a  hip  New  York  club. 
But  we  started  chatting,  and  he  soon  warmed  up. 
His  name  was  Robert  Egelhoff,  and  he  intro- 
duced himself  as  a  wine  consultant 
who  has  been  working  with  David 
Arthur  for  the  past  few  years.  Be- 
fore long,  Egelhoff  invited  us  into 
the  cellar  to  do  some  barrel  tast- 
ings of  the  1999  vintage.  The  cellar 
was  cold  and  barely  lit,  and  oak  bar- 
rels were  stacked  up  the  ceiling.  Us- 
ing a  baster-like  device  called  a 
"thief,"  Egelhoff  drew  wine  from 
several  barrels  and  poured  it  into 
glasses.  We  tasted  a  cabernet  sauvi- 
gnon,  a  merlot,  and  a  petit  verdot. 
Although  the  wine  was  still  a  year 
from  release,  it  wowed  our  taste 
buds. 

Months  later,  our  hunch  about 
Egelhoff's  magic  touch  was  con- 
firmed: Wine  Spectator  gave  David 
Arthur's  1997  Cabernet  Sauvignon  a 
rating  of  99  (out  of  100),  making  it 
the  No.  1  1997  California  cab.  Since 
late  October,  when  the  Spectator 
ranking  came  out,  Egelhoff  has  been 
offered  10  jobs.  He  has  turned  them 
all  down  to  focus  on  his  six  current 
clients.  The  other  guys  are  "basi- 
cally buying  your  name  when  it's 
hot,"  he  says. 

WHEN  TO  PICK.  In  the  wine  biz,  a 
name  is  worth  its  weight  in  plat- 
inum. Consultants,  or  "flying  wine- 
makers"  as  they're  sometimes  called, 
craft  their  own  wines  and  zip  around 
vineyards  helping  others  make  the 
best  vino  possible.  About  100  work 
in  the  industry,  and  some  20  have 
attained  star  status,  commanding 
annual  fees  of  up  to  $100,000  per 
client.  Although  consultants  have 
been  around  since  the  1960s,  only 
in  the  past  few  years  have  wine 


Wine 


lovers  recognized  their  importance.  Now, 
some  aficionados  select  wine,  they  look  a 
consultants  involved  as  well  the  vintage  an 
winery. 

These  winemakers  for  hire  "are  costlj 
they  easily  pay  out  because  they  consist 
create  top-quality  wines,"  says  Jon  Fredric 
president  of  Gomberg,  Fredrickson  &  A 
ates  in  San  Francisco,  a  wine  ind 
research  firm.  They  advise  wineri 
everything  from  how  to  planl 
grapes  and  when  to  pick  them  tc 
barreling  methods,  blending,  and,  of  course 
tasting.  This  expertise  enables  the  smal 
wineries  to  compete  against  the  biggei 
establishments. 

The  benchmarks  for  wine  are  the  cen 
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hind  the  Great  Wines 


8-old  Bordeaux  wineries  in  France  such  as 
eau  Latour,  Chateau  Lafite-Rothschild,  and 
eau  Margaux.  Bottles  from  these  estates 
I  $200  to  $300  and  more.  High-quality  Cal- 
ia  wines  made  by  top  consultants  can  easily 
$100  a  bottle  and  up,  and  recently  prices 
surpassed  those  of  their  grand  French  coun- 
Its.  At  a  charity  auction  last  year,  a  six-liter 
e  of  1992  Screaming  Eagle  Cabernet  Sauvi- 
,  crafted  by  winemaking  freelancer  Heidi 


PALATES  FOR  HIRE 

Consultants  such  as 
Robert  Egelhoff,  left 
and  Heidi  Barrett 
don't  come  cheap 


5tt,    sold    for    a   world- 

d  price  of  $500,000.  "It's 
says  Barrett.  "You  drink 

id  it's  gone.  My  brain 

it  get  it." 

nsultants  such  as  Egel- 

ind  Barrett  are  both  has- 

y  and  riding  the  boom  of 

\ue  wineries  that  tend  to  make  small  batch- 
pricey  wine.  The  largest  25  of  California's 
wineries  ship  90%  of  California  wine.  But 

ily  half  to  three-quarters  of  the  1,000  are 

que  operations,  or  garagistas,  which  sell 
than  5,000  cases  a  year.  Consultants  enable 
iragistas  to  produce  better  wines  than  they 
on  their  own.  Full-time  winemakers  can 
more  than  $100,000  a  year.  By  contrast, 
consultants  charge  $2,000  to  $5,000  a  month. 

I  Her  wineries  won't  be  able  to  afford  full- 

wrinemakers,"  says  Fredrickson. 

i  how  do  you  find  out  which  consultants  are 
i  tracking?  If  you've  never  heard  of  any, 
ist  of  top  winemakers  and  their  client 
ies  should  give  you  a  head  start  (table).  Or 
i  happen  upon  an  interesting  vintage,  call 


the  winery  and  ask  who  made  it.  The  In- 
ternet is  a  great  resource,  too.  Post  ques- 
tions or  search  for  winemakers'  names  on 
insider  Web  sites  such  as  www.winelover- 
spage.com  or  http://marksquires.com,  which 
has  an  active  bulletin  board  that  attracts 
knowledgeable  drinkers.  Another  way  is 
to  get  friendly  with  well-connected  wine 
sellers.  K&L  Wine  Merchants  in  San  Fran- 
cisco is  a  great  store  (800  247-5987)  that 
has     an     appealing     Web     site 
u   (www.klwines.com).  "If  the  wine 
rep  comes  into  the  store  and  says 
So-and-So  worked  on  this,  you 
take  note,"  says  Lee  Reinsimar,  a 
wine  clerk  at  St.   Helena  Wine 
Center,  a  shop  in  Napa  Valley. 
"People  do  track  the  big  ones." 
GOING  GLOBAL.  Mia  Klein  is  one  of 
the  big  fish.  Klein,  39,  has  been 
working  in  the  wine  business  since 
1983,  when  she,  like  many  of  her    ' 
confreres,  graduated  from  the  world- 
renowned  Viticulture  &  Enology  Dept. 
of  the   University   of  California   at    \ 
Davis.  After  working  on  staff  at  sever- 
al wineries,  Klein  started  consulting  in 
1990.  Today,  she  produces  her  own  label, 
Selene  Vineyards,  and  advises  Bressler 
Vineyards  and  Dalla  Valle,  both  of  Napa 
Valley.  In  early  February,  Klein  was  get- 
ting ready  to  bottle  Selene's  new  sauvi- 
gnon  blanc  and  merlot  vintages  and  was 
putting  together  the  final  blends  of  her 
clients'  1999  red  wines.  She  wears  jeans, 
work  boots,  and  T-shirts  to  work  and 
spends  a  lot  of  time  in  her  Toyota  Tun- 
dra shuttling  to  clients.  "It's  not  unusu- 
al for  me  to  put  100  miles  a  day  on  my 
truck,"  says  Klein. 

Wine  consultants  are  going  global  as 
well.  They're  working  in  South  America, 
Eastern  Europe,  and  Asia.  Paul  Hobbs,  a  Healds- 
burg  (Calif.)  consultant,  has  clients  such  as 
Dolium  and  Santomo  in  Argentina  and  Vigna  in 
Chile.  Hobbs's  clients  value  his  knowledge  of 
up-to-date  techniques. 

To  be  sure,  winemaking  consultants  have  their 
critics.  Industry  folks  say  some  consultants  are 
arrogant  control  freaks.  Other  owners  complain 
that  consultants  sometimes  take  on  too  many 
clients.  Plus,  Mother  Nature  plays  a  huge  role  in 
determining  the  quality  of  a  wine.  Consultants 
have  little  control  over  the  weather,  soil,  and 
quality  of  grapes.  "If  you  don't  have  great  grapes, 
it  doesn't  matter  what  you  do,"  says  prize-win- 
ning vintner  David  Arthur.  Then  again,  to  make 
a  fine  wine,  the  best  grapes  will  always  need 
the  touch  of  a  great  winemaker.  □ 


Wizards  Of  Wine 


CONSULTANT/ 
WORKS  FOR  THESE  WINERIES... 


HEIDI  BARRETT 


Screaming  Eagle, 
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COMMODITIES 

FUNDS, 

RULES  FOR 

INVESTING 


Futures 
Are 

Now 


Funds  for  tough  times 


BY  PALLAVI  GOGOI 

Larry  Snoddon  can  barely  contain  his 
elation  as  he  plans  to  sail  across  the 
Atlantic  this  spring.  After  all,  Snod- 
don already  has  the  wind  in  his  sails 
with  the  51%  return  he  made  last  year 
on  a  $3.8  million  investment  in  a  com- 
modity futures  fund.  A  former  CEO  of 
public-relations  firm  Burston-Marsteller,  now 
retired,  Snoddon  was  glad  he  had  parked  20% 
of  his  portfolio  in  a  Marathon  Capital  fund, 
considering  how  poorly  his  other  investments  in 
the  stock  and  bond  markets  fared.  "Futures 
saved  the  day,"  he  says. 

Indeed,  many  commodity  futures  funds 
flourished  last  year,  posting  returns  as  high 
as  181%  (table).  Overall,  the  Managed  Ac- 
count Reports  (mar)  index,  which  tracks 
these  funds,  rose  6.1%,  a  far  cry  from  the 
bloodied    stock    market    indices.    While 
Hanseatic  Group,  which  posted  last  year's 
highest  return,  profited  by  betting  against  stock 
indices,  others  thrived  by  capitalizing  on  the 
gains  made  by  energy  and  currency  futures. 
"Last  year,  the  moves  in  natural  gas,  crude  oil, 
and  heating  oil  were  huge.  That's  where  we 
made  a  lot  of  our  money,"  says  Bruce  Terry, 
managing  director  of  Marathon  Capital  Growth 
Partners  of  Westport,  Conn.  This  year,  Terry  is 
keeping  a  close  watch  on  yen 
and  grain  contracts. 

You  don't  have  to  be  a  mil- 
lionaire to  participate  in  these 
kinds  of  funds  anymore.  While  some  still  want 


Commodities 


minimums  of  $25,000  to  $1  million,  investors  with 
a  net  worth  of  $150,000  can  get  into  public  man- 
aged futures  funds  through  such  firms  as  Sa- 
lomon Smith  Barney,  Morgan  Stanley,  and  Merrill 
Lynch.  The  minimums  usually  start  at  $5,000, 
but  drop  as  low  as  $2,000  if  you  have  an  indi- 
vidual retirement  account. 

The  fees,  though,  on  these  funds  are  high.  The 
funds  generally  charge  an  ongoing  management 
fee  of  2%,  and  they  take  20%  of  any  profits.  Bro- 
kers also  collect  trading  commissions  that  are 


passed  along  to 

investors.  They  range  from  2%  to  6%,  depe 
on  how  often  the  portfolio  manager  trades] 
Even  advocates  of  these  funds  don't  bj 
everyone  can  stomach  them.  Experts  say 
vestor  has  to  be  willing  to  take  losses 
much  as  15%  in  any  given  year.  They're 
daily  gut-wrenching  during  years  of  calr 
low  inflation,  as  in  1999, 
most  futures  funds  had  d<j 
digit  declines.  "There  can  1 
tended  periods  of  flat  pi 
mance,  which  are  often  followed  by  burj 
profitability,"  says  John  O'Hara,  managi 
rector  of  investment  management  at  Go 
Sachs  &  Co.  Those  who  decide  to  participi 
futures  funds  should  put  only  5%  to  10%  < ' 
investable  assets  in  them,  advises  Bob  M 
senior  vice-president  for  managed  futui 
Morgan  Stanley  Dean  Witter. 

The  allure  of  commodity  funds  is  that  th 
vest  in  a  wide  array  of  futures  contracts,  i 
from  interest  rates  and  currencies  to  tht 
uitous  grains.  They're  also  sprea< 


■ 


d  acroi 
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globe,  so  all  told  they 
bear  little  correlation  to 
the  U.S.  stock  market. 

Financial  advisers  say 
futures  are  a  good  hedge 
against  sudden  down- 
turns in  the  economy. 
That's  because  such 
events  usually  cause 
interest-rate  or  cur- 
rency futures  to  make 
large,  protracted 
moves,  allowing  fu- 
tures fund  managers 
to  profit  hugely.  Fu- 
tures funds  can  profit 
when  futures  prices 
move  up  or  down  be- 
cause traders  can  bet 
either  on  rising  or 
falling  prices.  In  con- 
trast, few  mutual 
funds  can  even  sell 
short,  and  those  that 
can  are  limited. 

Wealthy  investors 
like  Snoddon  can  in- 
vest directly  by  open- 
ing accounts  with  a 
fund  manager,  or,  in  in- 
dustry parlance,  commod- 
ity trading  adviser.  "But 
they  have  to  be  careful 
because  of  the  margin  re- 
quirements," says  Thomas 
Schneeweis,  finance  pro- 
fessor at  the  University 
of  Massachusetts  at 
Amherst.  For  example, 
you  can  buy  a  fu- 
tures contract  worth 
$100,000  with  only 
$10,000.  But  if  the  con- 
tract loses,  say,  20%, 
you  would  have  to 
pony  up  an  additional  $10,000. 
at's  the  reason  many  wealthy  investors 
direct  investment  in  futures  and  opt  in- 
for  the  funds.  Individual  investors  become 
(d  partners  in  a  fund,  while  the  brokerage 
>r  fund  sponsor  serves  as  the  general  part- 
hat  is  liable  for  any  margin  calls. 


Another  approach  to  futures  is  the  fund-of- 
funds  arrangement.  These  funds  allocate  their 
money  among  several  other  futures  funds,  se- 
lected according  to  such  factors  as  risk  and  di- 
versification. "We  try  to  get  a  blend  of  man- 
agers with  different  trading  styles  and  offer 
diversification  within  managed  futures,"  says 
Morgan  Stanley's  Murray. 

Historically,  when  the  stock  markets  have 
been  pummeled,  the  commodity  funds  have  done 
well.  For  example,  during  the  Russian  debt  cri- 
sis in  August,  1998,  U.S.  stocks  dropped  15%, 
but  the  average  futures  fund  was  up  6%.  There 
were  similar  movements  during  the  stock  mar- 
ket crash  of  1987,  and  the  Persian  Gulf  war. 
Overall,  the  average  yearly  returns  from  fu- 
tures funds  fall  in  the  mid-teens.  But  that  does- 
n't mean  there's  a  regular  1%  to  1.5%  return 
every  month.  Those  results  come  in  quick  bursts 
of  performance. 

COMEBACK.  Commodity  futures  fund  investors 
were  greatly  rewarded  during  last  year's  fourth 
quarter.  While  the  stock  market  struggled,  the 
mar  index  climbed  11.7%.  "They  did  have  a  long 
18-month  losing  streak,  but  the  futures  invest- 
ments made  it  back  when  investors  needed  it  the 
most,"  says  David  Vogel,  head  of  managed  fu- 
tures at  Salomon  Smith  Barney. 

Another  reason  these  funds  offer  protection 
from  the  stock  and  bond  markets  is  the  odd  pat- 
tern of  investment.  Most  of  the  futures  man- 
agers trade  on  the  basis  of  technical,  rather  than 
fundamental,  analysis,  looking  at  such  measures 
as  price  movements  and  changes  in  trading  vol- 
ume. They  have  developed  analytical  models 
based  on  the  behavior  of  different  futures  mar- 
kets over  the  years.  "It's  a  systematic  approach, 
and  the  systems  are  designed  to  profit  when 
the  futures  products  move  through  certain  des- 
ignated levels,"  says  Sol  Waksman,  president  of 
Barclay  Trading  Group,  which  researches  and 
tracks  futures  funds. 

Although  your  predominant  investments 
should  still  be  in  stocks  and  bonds,  commodity  fu- 
tures funds  offer  a  good  means  of  diversifica- 
tion, Schneeweis  says.  After  all,  they've  made 
money  in  17  of  the  past  20  years.  Indeed,  as 
long  as  you  can  stand  the  gyrations,  putting  a 
small  part  of  your  portfolio  in  these  funds  can't 
hurt.  And  during  sudden  downward  spirals  in  the 
stock  market,  such  as  we  had  last  year,  they 
could  actually  prove  to  be  a  saving  grace.         □ 


Financial  advisers 
say  futures  funds 
are  a  great  way  to 
protect  against 
downturns  in  the 
economy,  but 
investors  must  be 
prepared  to  lose 
big  as  well 
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RETURNS 


LOW-MINIMUM  FUNDS* 

2000 

1999 

1998 

RIVOLI  INTERNATIONAL 

31.43% 

-2.85% 

37.59% 

MSDW  CHARTER/DWFCM 

24.12 

-9.20 

5.06 

MSDW  CHARTER  GRAHAM 

22.62 

N/A 

N/A 

DW  DIVERSIFIED  FUTURES  II 

22.07 

-10.57 

5.39 

DW  DIVERSIFIED  FUTURES 

21.52 

-11.14 

6.22 

ML  JWH  STRATEGIC  ALLOCATION 

18.64 

-5.15 

16.98 

DW  CORNERSTONE  IV 

17.90 

-1.13 

6.81 

MSDW  CHARTER  MILLBURN 

11.99 

N/A 

N/A 

VIVFUTURES 

11.59 

5.08 

17.57 

DW  CORNERSTONE  II 

11.48 

-5.42 

12.55 

HIGH-MINIMUM  FUNDS** 


2000 


1999 


1998 


HANSEATIC 
MARTIN  PETHERICK 


181.52%  -24.31%  293.08% 


SIMONS  CAPITAL 
BEACON  MANAGEMENT 


169.43 
"67.10" 


90.32     237.97 
-39.30 15.99" 


WILL0WBRIDGE  ASSOCIATES 

RG  NIEDERHOFFER  CAPITAL  MGl' 


62.80 
56.56 


-27.02 
-18.91" 


72.80 
19.80 


CLARKE  CAPITAL  (GLOBAL  BASIC) 
MARATHON  CAPITAL 


53.28     -34.62 
50.79 6.97 


30.93 
42.41 


*5,000,  less  for  IRAs    N/A=Not  applicable 


QUICKSILVER  TRADING 

CLARKE  CAPiTAUMILLENNiUM) '" 

**$25,000,  most  higher  Data:  Managed 


50.13 
44.88 


N/A 
16.36 


N/A 

"31.Tr 


42.73         5.86       37.26 
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RULE  1:  TAKE  CHARGE 
OF  YOUR  MONEY 

People  pay  attention  when  Mary  Lehman 
MacLachlan  talks  about  investing.  Scores 
of  clients  have  taken  her  advice  in  her  20 
years  as  a  senior  private  banker  at  U.S.  Trust 
and  Bankers  Trust.  Financial  advisers  listen  to 
her  as  well  in  her  new  role  as  president  and 
chief  investment  officer  of  Chicago's  EnvestNet, 
an  online  support  network  for  independent  ad- 
visers. And  you  should  listen  to  her.  MacLach- 
lan's  $3  million  stock  portfolio  has  an  annualized 
five-year  return  of  20%  (as  of  Mar.  2), 
five  percentage  points  better  than  the 
Standard  &  Poor's  500-stock  index. 

Those  don't  sound  like  a  cautious 
private  banker's  numbers  because 
they're  not.  MacLachlan  manages  her 
own  money  much  differently  from  the 
more  conservative  asset  allocation  she 
recommends  for  clients.  "I  personally 
have  an  extremely  high  tolerance  for 
risk,"  says  MacLachlan.  Indeed,  she 
has  half  of  her  40-stock  portfolio  in 
technology  and  biotech  names  AOL 
Time  Warner,  Cisco  Systems,  emc, 
and  Celera  Genomics  Group.  Not  sur- 
prisingly, her  portfolio  took  a  30%  hit 
last  year.  This  year  her  account  is  fiat, 
vs.  -6.5%  for  the  s&P  500. 
CONFIDENCE.  MacLachlan  exudes  so 
much  confidence  you  want  to  just  give 
her  all  your  money  to  invest.  But  she 
would  be  the  first  person  to  tell  you  to 
take  responsibility  for  your  own  fi- 
nances. That's  her  first  rule  of  invest- 
ing. She  learned  it  over  20  years  ago, 
when  she  found  herself  divorced  with 
two  small  children  and  working  as  a 
trust  and  estates  attorney.  She  turned 
over  $350,000  from  the  sale  of  her  apartment 
to  a  stockbroker,  who  put  it  into  municipal  bonds 
just  before  interest  rates  soared.  The  account 
lost  more  than  half  its  value.  "I  learned  to  trust 
no  one  with  my  money  and  decided  to  invest 
and  manage  it  myself,"  says  MacLachlan,  54. 

To  get  started,  MacLachlan  looked  to  those 
whom  she  considered  to  be  smart  investors.  And 
that's  the  second  rule.  She  bought  her  first  stock, 
drugmaker  Eli  Lilly,  when  she  noticed  it  in  a 
client's  estate  and  saw  how  it  appreciated.  "It's 
not  hard  to  see  what  successful  investors  are 
doing  and  copy  them,"  says  MacLachlan.  Not 
everyone  has  regular  contact  with  shrewd  stock- 
pickers,  but  she  says  you  can  learn  much  through 
networking  and  tapping  into  resources  on  the 
Internet. 

Next,  there's  Rule  No.  3:  Develop  your  own 
strategy.  Hers  is  to  invest  in  companies  that 


BY  TODDI  GUTNER 

A  stockbroker 
who  squandered 
half  of  Mary 
MacLachlan's 
nest  egg  taught 
her  Rule  1  of 
investing:  Take 
charge  of  your 
own  money 


have  strong  management  with  unique  positi 
a  growing  industry.  For  example,  MacLa 
bought  $50,000  worth  of  Qualcomm  in  Dece 
1996,  when  it  was  about  $5  a  share.  She  le 
of  the  company  from  a  coworker.  "It 
unique  patent  that  was  critical  to  wireless 
phony,"  she  says.  As  the  stock  soared  she 
profits  several  times  to  reduce  her  stake.  ' 
the  fourth  rule:  Never  let  one  company  b( 
more  than  10%  of  the  portfolio.  Diversify 
tempers  a  portfolio's  downside,  she  says. 

MacLachlan  sold  her  last  shares  in  Jai 
2000,  after  a  waiter  asked  her  opinion 
company.  She  netted  $120  a  share  on  a  sp. 
justed  basis.  She  missed  selling  QualcortJ 
its  peak  but  has  no  regrets.  That's  because 
fifth  rule:  Don't  fall  in  love  with  a  stock. 


MacLachlan  is  a 
collector  who  sells 


"I  buy  stocks  like  I  buy 
says.  "I  enjoy  it  for  a  few  yearj 
sell  it."  For  instance,  MacLachlaJ 
~  and  liked  the  management  of  Mr 
Genome  Sciences,  so  she  bought  300  share 
March,  at  88.  She  sold  it  three  months  la 
158  because  it  went  up  "too  much,  too 
She  bought  it  back  recently  at  54  becau 
still  believes  the  company's  prospects  are 

Finally,  MacLachlan  suggests  you  stic 
what  you  know.  In  1997,  when  the  Russian 
market  was  red-hot,  she  took  $100,000  M 
husband's  IRA  and  invested  it  in  the  OptinrM 
portunity  Fund,  a  private  equity  fund  with] 
sian  securities.  Within  months,  the  account 
meted  to  $8,000  and  now  is  around  $2 
"That's  the  only  time  I've  forgotten  my  i 
she  says.  "What  did  I  know  about  Russia'; 

MacLachlan  does  know  about  the  stock  I 
ket.  She  believes  tech  stocks  are  close  to   I 
torn  and  will  resume  an  upward  trend,  " 
will  be  a  bumpy  ride,  so  you'll  have  to  | 
nerves  of  steel."  No  doubt,  MacLachlan  dc[ 


QUESTIONS?  COMMENTS?  E-mail  hers@businessweek.com  or  fax  (212)  512-2538 
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out  how 


e  ATG.  Our  secret  weaporjs?  Great  minds  and  Java-based  software  and 
nations.  With  them,  we've  helped  some  of  the  biggest  names  in  business 
on  to  their  most  valuable  asset,  their  customers.  We  can  help  you  too. 
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®       Because  it  works. 
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The  Barker  Portfolio 


TODAYS  IPOs  ARE 
PRICED  TO  MOVE 


BY  ROBERT  BARKER 

The  truth  is  that 
if  you're  not  a 

big-money  player 
who  can  flip  a  new 
issue  fast,  IPOs 
are  rarely  good 
bets.  But  that 
may  be  changing 


M: 


aybe  the  only  job  tougher  right  now  than 
being  Bill  Clinton's  spokeswoman  is  selling 
.new  stock  on  Wall  Street.  In  the  first  two 
months  of  2000,  there  were  70  initial  public  of- 
ferings. So  far  this  year?  Nine,  a  low  not  scraped 
since  1979.  Five  of  these  new  stocks  are  already 
under  water — cold  certification  that  so  far,  2001  is 
an  IPO  bear  market. 

What  should  you  make  of  this?  If 
you've  ever  wanted  to  buy  a  new  issue, 
now's  the  time  to  get  serious.  For 
prospective  IPO  buyers,  "this  really 
is  the  best  time,  because  there  is 
no  competition  for  these  deals," 
says  Linda  Killian,  a  partner  at 
ipo  investing  boutique  Renaissance 
Capital  and  co-author  of  the  new 
book  ipos  for  Everyone,  (Wiley, 
$27.95).  "They  get  priced  to  move." 

You  need  only  look  at  the  lat- 
est company  with  courage  enough 
to  push  ahead  with  an  ipo, 
Loudcloud.  It's  the  Inter-  {j,\ 
net-services  outfit  that's  CI-  h*^-—'  f/*/. 
best  known  as  Act  II  in  the 
charmed  life  of  Netscape  Commu- 
nications co-founder  Marc  Andreessen.  It  may 
seem  like  a  century  ago,  but  Netscape  chris- 
tened the  Street's  Internet  era  in  1995  when  its 
ipo  zoomed,  making  Andreessen  a  24-year-old 
cyber-tycoon.  By  the  time  America  Online  bought 
Netscape  less  than  four  years  later,  the  stock  had 
split,  and  its  value  had  septupled. 

Absent  these  facts,  Loudcloud  would  not  be 
going  public  in  an  early  March  deal  led  by  Gold- 
man Sachs.  And  Loudcloud  is  far  from  the  choic- 
est ipo  Goldman  has  ever  sold.  Its  consulting 
and  outsourcing  for  companies  aiming  to  do 
business  on  the  Net  yielded  $180  million  in  loss- 


Fewer  IPOs,  Better  Odds 


INVESTORS  IN  INITIAL  PUBLIC  OFFERINGS  TENDED  TO  DO  BETTER  WHEN  IPOs  WERE  SCARCER 
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es  on  less  than  $7  million  in  sales  in  its  fi]  | 
months.  Yes,  Loudcloud  has  marketing 
with  aol,  Compaq  Computer,  and  Acce| 
(formerly  Andersen  Consulting),  yet  it  S€ 
profit  on  the  horizon. 

Even  so,  the  manic-depressive  nature 
ipo  market  would  have  let  Loudcloud  go 
on  far  better  terms  before  the  blues  set  in 
fall,  Loudcloud  had  envisioned  going  public 
an  indicated  market  value  of  nearly  $1.2 
Now,  that  has  been  slashed  almost  in  hi 
$612  million.  And  public  investors  will  be  g 
more  for  their  money.  Instead  of  giving  uj 
of  the  company  as  originally  planned 
dreessen  and  Loudcloud's  other  existing  i 
holders  will  be  selling  nearly  30%  < 
the  company's  equity. 
DILUTION.  Look  at  it  this  way 
Loudcloud  gone  public  last  fal 
ers  would  have  paid  an  esti 
$11  per  share.  In  return, 
k  would  have  received  a  sh 
stock  that  represented  just 
in  tangible  book  value. 
Street's  word  for  that  is  di 
and  it  would  have  washed 
more  than  80c>  on  each  dolls 
up  by  buyers.  Under  today's  i 
her  terms,  buyers  will  pay  a 
mated  $9  a  share  for  $i 
share  in  tangible  book  va 
dilution  of  56(2  on  the  doDar. 
Even  that  doesn't  sound  very  good 
it?  The  truth  about  ipos  is  that  unless  you': 
of  the  few  big-money  investors  able  to  flip 
issue  fast,  they're  rarely  good  bets.  But  it 
true  that  the  odds  are  shifting  toward  buy 
To  see  what  I  mean,  check  the  record  (< 
Jay  Ritter,  a  University  of  Florida  financ 
fessor  and  leading  expert  on  ipos,  recent 
amined  total  returns  from  each  year's  gr< 
new  issues.  Looking  all  the  way  back  to 
Ritter  calculated  three-  and  five-year  n 
from  each  ipo's  first  closing  price.  Only  ir 
cold  ipo  years  did  the  average  new  issue  pi 
market-beating  investment.  Ritter  had  to 
the  way  back  to  the  permafrost  of  the  mid- 
when  new  issues  numbered  fewer  than  tl 
month,  to  find  any  solid,  sustained  outp 
mance.  And  in  1996,  when  ipo  volume  peal 
636,  new  issues  wound  up  delivering  a  pa 
67%  of  the  broad  market's  three-year  reti 
Does  this  mean  you  should  run  out  an 
Loudcloud?  No,  but  if  you  can  get  the  shai 
under  $9,  you  would  be  in  good  company: 
paq  is  stepping  up  to  buy  a  chunk  of  st< 
$8.55  a  share.  If  you've  ever  hungered  for  i 
now's  the  time  to  open  the  menu. 
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The  Equity  Investor's  26- Week  Micro-Cap  Review 


Selected  Profiles  of  the  Nation's  Top  Price-Performing  Micro-Cap  Companies  as  of  12/31/00 


om  the  approximate  5,500  domestic  companies  with  market 
pitalizations  under  200  million  dollars,  the  following  pages 
ghlight  selected  firms  in  the  top  10%,  in  terms  of  share  price 
\rformance  for  the  26-week  period  ending  12/31/00.  Each  profile 
'scribes  a  leading  company  including  its  industry,  market  trends 
id  reasons  for  success,  as  written  by  company  management.  And 
lile  past  performance  is  never  a  guarantee  of  future  results,  these 
p-performing  companies  represent  investment  opportunities 
irthy  of  a  micro-cap  investor's  close  consideration. 


Annualized  Gain/Loss 
for  26-Week  Period 
Ending  12/31/2000 


134% 


NASDAQ 

Average  Annualized  Share  Price 
Gain  of  the  26  Micro-Cap  Firms 
Profiled  in  this  Section 
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stech  Pharmaceutical  Company  •  NSTK  •  Drugs 


auppauge,  NY  •  IR  Contact:  Matthew  D.  Haines  •  631-273-0101 
www.Nastech.com 


3 

STECH 


Nastech  develops  novel  drug  formulations  to  create  new 
therapeutic  options  that  improve  patient  care.  Programs  focus 
on  its  key  strengths  in  Formulation  Science,  an  approach  uti- 
lizing biophysics,  physical  chemistry  and  pharmacology  to  max- 
imize therapeutic  efficacy  and  safety,  which  sometimes 
involves  a  change  in 


lew.*,**      j^g   muje  Qf   acjmjnjs_ 

.  As  a  formulation  science  specialty 
ny,  Nastech  provides  a  key  step  in 
velopment  of  proteins,  peptides,  and 
ligh  molecular  weight  new  chemical 
s  (NCE's).  Nastech's  most  advanced 
m  is  intranasal  apomorphine,  which 
linical  trials  for  treatment  of  sexual 
ction. 


Key  Manager  Statement 

"Formulation  Science  may  allow 
Nastech  to  deliver  difficult  protein 
and  large  molecule  drugs  that  can 
currently  only  be  delivered  by  injec- 
tion. We  have  targeted  opportunities 
that  exceed  $20  billion  in  annual 
sales. " 

Steven  C.  Quay,  M.D.,  Ph.D., 
President  &  CEO 


kineered  Support  Systems,  Inc.  •  EASI  •  Defense 


t.  Louis,  M0  •  IR  Contact:  Dan  Kreher  •  dkreher@essihq.com 
www.engineeredsupport.com 


d  fcpvort  Syiti-mt.  I. 


Engineered  Support  Systems,  Inc.  engineers  and  manufac- 
tures a  wide  range  of  military  electronics  and  support  equip- 
ment for  all  branches  of  the  U.S.  military  and  commercial  cus- 
Military  products  include  airborne  radar  and  artillery  fire-support  systems, 
(mental  control  systems,  chemical/biological  shelters,  portable  generators, 
1  f  cargo  loaders  and  military  trailers. 


ed  by  defense  business  acquisitions 
he  past  few  years,  fiscal  2000 
es  of  $361.5  million  represent  a 
increase  from  1999.  With  capabili- 
oanning  concept  and  design  to 
g  logistics  support,  Engineered 
t  stands  ready  and  able  to  deliver  in 
ging  military  marketplace  increas- 
ocused  on  rapid  deployment  and 
ty. 


Key  Manager  Statement 

"U.S.  defense  strategy  and  military 
procurement  policy  are  changing.  By 
the  nature  of  our  products  and  oper- 
ations, we  are  positioned  to  capital- 
ize on  these  trends  and  remain  a 
leader  in  our  market.  Today's  military 
doesn't  leave  home  without  us. " 

Michael  F.  Shanahan,  Sr. 
Chairman  &  CEO 


Troy  Financial  Corporation  •  TRYF  •  Banking 


Troy,  NY  •  IR  Contact:  David  DeLuca,  CF0  •  518-270-3206 
www.troysavingsbank.com 

Troy  Financial  Corporation  is  a  diversified  financial  services  company  that  pro- 
vides an  extensive  offering  of  products  and  services  to  individuals,  businesses, 
not-for-profits  and  municipalities.  The  Company  operates  through  its  principal 
subsidiaries,  The  Troy  Savings  Bank,  The  Troy  Commercial  Bank  and  their  affiliates. 


Loan  and  deposit  products,  trust,  insur- 
ance, asset  management,  brokerage  serv- 
ices and  venture  capital  are  provided  in  a 
personal  and  professional  manner  by 
knowledgeable  and  experienced  staff  ded- 
icated to  growing  relationships.  The 
Company  completed  its  IPO  on  March  31, 
1999.  Assets  are  $1.2  billion  and  capital 
is  $170  million  at  12/31/00.  The  Company 
has  the  capabilities  of  a  large  commercial 
bank  and  the  responsiveness  and  service 
of  a  small  community  institution. 


Key  Manager  Statement 

"Troy  Financial  Corp.  is  committed 
to  increasing  shareholder  value  by 
combining  innovation  and  tradition 
to  become  the  leading  community 
financial  service  provider  in  the 
Capital  and  Catskill  regions.  Our 
goal  is  to  increase  profits  and  mar- 
ket share  by  providing  exceptional 
customer  service. " 

DanieU.  Hogartyjr. 
Chairman/President/CEO 


Royale  Energy,  Inc.  •  R0YL  •  Natural  Gas 


San  Diego,  CA  •  IR  Contact:  Donald  Hosmer  •  619-881-2800 
www.royl.com 

e  Royale  Energy,  Inc.  is  an  independent  exploration  and  pro- 

duction company  focused  on  the  development,  acquisition,  and 
marketing  of  natural  gas  from  its  reserves  in  the  Sacramento 
and  San  Joaquin  Basins  of  California.  The  Company's  princi- 


Royale  Energy,  inc 


pal  lines  of  business  include  the  acquisi- 
tion of  natural  gas  and  oil  properties  with 
proven  reserves,  and  the  drilling  of  devel- 
opmental and  exploratory  wells. 

Royale  successfully  weathered  the  late 
1990s  by  acquiring  some  valuable  produc- 
ing properties  during  the  low  price  environ- 
ment. We're  now  going  in  using  3-D  seismic 
technology  and  finding  left-behind  re- 
serves. We  are  concentrating  our  attention 
exploring  fields  that  are  already  known  to 
be  "gas  rich"  giving  us  very  steady  results. 


Key  Manager  Statement 

"With  natural  gas  prices  and  pro- 
duction twice  as  high  as  last  year. 
Royale  Energy  will  have  its  best  year 
in  2001  for  earnings  and  cash  flow. 
We  also  have  an  excellent  inventory 
of  3-D  prospects  that  will  be  drilled 
within  producing  fields,  generating 
additional  growth  for  the  company. " 

Donald  H.  Hosmer 
President  &  CEO 


i 
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Double  Eagle  Petroleum  Co.  •  DBLE  •  Energy  Services      Duraswitch  Industries  •  DSWT  •  Electronic  Compo 


S 


Casper,  WY  •  IR  Contact:  Phil  Huss  •  970-259-7241 
www.dble.org 


Double  Eagle  Petroleum 
Co.  is  a  natural  gas  explo- 
ration and  production 
company  developing  nat- 
ural gas  reserves  in  the  Rocky  Mountain 
region.  The  company  owns  an  interest  in 
over  300,000  acres  and  is  currently  partici- 
pating in  the  drilling  of  development  wells 
in  two  giant  natural  gas  fields.  Double 
Eagle  has  increased  oil  and  gas  sales  annu- 
ally for  a  combined  increase  of  595%  over 
the  past  five  years.  In  2000,  oil  and  gas 
sales  increased  100%  over  1999,  and  lQof 
2001  continued  with  growth  of  103%  over 
1Q  of  2000.  Earnings  for  FY  2000  were  $.03 
per  share  and  $.04  for  just  1Q  of  2001. 


Key  Manager  Statement 

"Double  Eagle  is  strategically  posi- 
tioned for  explosive  growth  through 
continued  successful  development  of 
Madden  and  Pinedale  Fields.  Higher 
natural  gas  prices  and  increased 
demand  for  this  cleaner  burning  fuel 
strengthen  our  expectations  for  2001 
and  beyond.  We  will  drive  sharehold- 
er value  by  aggressively  exploring  and 
developing  our  300, 000  acre  position. 
Interested  parties  can  follow  our 
exciting  exploration  and  development 
campaign  at  www.dble.org. " 

Stephen  H.  Mollis. 
Chairman,  President  &  CEO 


Phoenix,  AZ  •  IR  Contact:  Heather  Beshears  •  480-586-3300 
www.duraswitch.com 

QURASWITCH 


"' 


The  world  is  switching. 

Duraswitch  is  the  next  generation  elec- 
tronic switch  technology.  The  Company  has 
received  industry  awards  for  its  technolo- 
gies and  continues  to  introduce  switch  in- 
novations. Duraswitch  is  building  world- 
wide patent  protection  for  its  technology 
and  is  entering  into  license  agreements 
with  switch  manufacturers  and  OEMs.  Re- 
quiring a  per  switch  royalty  fee,  Duraswitch 
has  executed  agreements  with  manufac- 
turers, including  an  exclusive  license  agree- 
ment for  the  auto  industry  with  Delphi 
Automotive  Systems.  Delphi  purchased  an 
18%  stake  in  Duraswitch  in  June  2000. 


Key  Manager  Statemem 

"Rather  than  compete  with  m 
facturers  and  OEMs,  Duraswm 
creating  allies  and  advocami 
licensing  the  technology. " 

Terry  Dun  la  p.  CEO    1 

"We  have  proven  the  technoi 
the   market  place,    succei 
launched  our  licensing  progra 
have  a  sound  financial posith 
result  of  the  Delphi  transa 
Our  goal  was  to  create  a  solh 
that  would  enhance  our  ah 
create  shareholder  value. 
Bob  Brilon,  President 


'■ 
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Sierra  Monitor  Corporation  •  SRMC  •  Infrastructure  MetroCorp  Bancshares,  Inc.  •  MCBI  •  Banki  I 


Milpitas,  CA  •  IR  Contact:  Gordon  Arnold  •  800-727-4377 
www.sierramonitor.com 


sine 


Sierra  Monitor  Corporation,  an  electronic 
instrument  manufacturer,  is  participating 
in  broadband  build  out  by  supplying  con- 
trollers for  DSL  node  structures.  Through 
its  new  FieldServer  Technologies  divi- 
sion the  company  also  supplies  high  level 
communication  devices  which  enable 
building  control  systems  and  other 
machines  to  connect  to  Ethernet,  Internet 
and  other  data  highways. 


Key  Manager  Statement 

"Our  40%  growth  and  substantial 
improvement  in  profitability  last  year 
justifies  the  investments  we  have 
made  in  new  technologies  and  new 
markets.  We  are  particularly  excited 
about  the  growing  use  of  our 
FieldServers  in  building  auto- 
mation, remote  monitoring  systems 
and  as  embedded  systems. 
FieldServers  have  a  high  software 
content  insuring  strong  margins  and 
flexible  product  functions. " 

Gordon  R.  Arnold 
President  &  CEO 


Houston,  TX  •  IR  Contact:  Ruth  Ransom  •  713-414-3600  I 
www.metrobank-na.com 

I  METROCORP      MetroCorp  Bancshares,  Inc.  is  a  premier,  groil 
ented,  multi-cultural  community  bank  that  pro  R 


NCSHARES.  INC 


broad  and  comprehensive  range  of  com- 
mercial and  consumer  banking  services 
through  its  wholly  owned  subsidiary, 
MetroBank,  N.  A.  Since  its  1987  founding, 
it  has  primarily  served  the  growing,  region- 
al Asian  and  Hispanic  niche  markets  in  the 
Houston  and  Dallas  metropolitan  areas. 
MetroBank  is  Houston's  fourth  largest  inde- 
pendent bank;  the  largest  multi-cultural 
bank  (serving  ethnic  communities)  in 
Texas;  the  third  largest  SBA  lender  in 
Houston;  and,  a  Preferred  SBA  lender  and 
Ex-lm  Bank  Delegated  Authority  Lender.  It 
has  14  full-service  banking  locations. 


Key  Manager  Statem  I 

"MetroCorp  anticipates  con  ■ 
strength  in  loan  demand  andm 
in  our  deposit  base  in  our  at 
served  ethnic  markets.  Our  tarn 
to  be  a  $1  billion  bank  withm 
years,  given  a  healthy  ecm 
Through  the  broadening  of  otm 
tomer  base,  we  are  expandimo 
products  -  such  as  SBA  loans  m 
marketing  to  new  mduwt 
Management  remains  commim 
shareholder  value  and  asset  qM 
Don  Wang,  Chairman  f 


Applied  Imaging  Corp.  •  AICX  •  Health  Care/Diagnostics        The  New  World  Power  Corporation  •  NWPC  •  Po 


Santa  Clara,  CA  •  IR  Contact:  Barry  Hotchkies  •  800-634-3622 
www.aicorp.com 

a*  APPLIED       Applied  Imaging  is  the  leading  supplier  of  automated 
I  IMAGING    imaging  systems  utilized  in  genetics  and  pathology  labo- 
ratories for  the  analysis  of  chromosomes  in  cancer  and 
prenatal  disorders.  The  Company  is  expanding  its  efforts  in  scanning  and  imaging 


applications  in  the  cancer  pathology  field 
with  its  new  MDS™  System.  This  is  an  ad- 
vanced scanning  microscopy  system  that 
uses  proprietary  techniques  to  detect  and 
genetically  analyze  cancer  cells  in  tumors 
or  tissue  samples.  The  MDS™  provides 
information  to  researchers,  clinicians  and 
oncologists  that  may  be  used  in  the  future 
to  select  treatments  and  monitor  patient 
responses  to  therapy.  Applied  Imaging  has 
installed  over  2000  systems  in  1000  labo- 
ratories in  more  than  35  countries 

mamBMBBmmmmmWM 


Key  Manager  Statement 

"Over  the  past  two  years  we  have 
positioned  the  company  to  provide 
enabling  tools  to  cancer  patholo- 
gists and  geneticists.  The  launch  of 
the  MDSm  system  and  its  clearance 
by  the  FDA  last  September  are  im- 
portant milestones  for  the  company. 
We  are  very  excited  by  the  prospects 
for  the  future  of  the  company. " 

Carl  Hull,  President  &  CEO 


Aston,  PA  •  IR  Contact:  Fred  A.  Mayer  •  484-840-0944   I 
www.newworldpower.com 

The  New  World  Power  Corporation  is  an  inde 

power  producer  that  focuses  on  distributed  pow 

tions.    The  Company's  primary  product  is  a 

mobile     electric      „      ,.  0.  . 

Key  Manager  Staten 


9> 


power  generating  unit  developing  1.825 
megawatts  of  capacity.  The  Company  sells 
its  electrical  capacity  and  energy  to  utilities 
under  long-term  and  mid-term  contracts, 
and  also  rents  its  units  to  industrial  and 
commercial  customers.  New  World's  pack- 
aged power  generation  solutions  are  meet- 
ing the  needs  of  customers  seeking  reliable    the  market  for  New  World's  p 
supplies  of  power  in  this  era  of  deregulation,    -power  solutions  available 
New  World  expects  to  build  and  own  a  sub-    tomers  where  and  when  they 
stantial  amount  of  additional  modular  gen-    -is  unlimited. " 

eration  facilities  in  2001  and  beyond.  ,-_,.„        n      j  I 

Fred  A.  Mayer,  Preside! 


"Our  business  focuses  on 
ing  utilities  with  a  solution 
increasing  demand  for  electi 
their  customers,  while  ei 
them  to  provide  for  the  ger, 
required  by  deregulation.  We 
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Bio-Vascular  •  BVAS  •  Medical  Devices 


St.  Paul,  MN  •  IR  Contact:  Connie  Magnuson  •  651-603-3700 
www.biovascular.com 


First  State  Bancorporation  •  FSNM  •  Banking 


> 


Bio-Vascular,  Inc.  is  a  diversified  medical  device  company 
engaged  in  developing,  manufacturing  and  bringing  to  mar- 
ket products  to  improve  the  quality  of  human  life. 

The  company's  im- 

Key  Manager  Statement 


ble  biomaterial  products  provide 
ns  and  reduce  risks  and  costs 
ited  with  more  than  50  different 
surgeries.  Jerneen  Micro  Medical 
logies.  its  wholly  owned  subsidiary, 
I  designs,  engineers  and  manufac- 
precision  micro-wire  components 
I  implantable  interventional  cardio- 
v  and  neurological  devices,  such 
wnakers,  defibrillators  and  neuro 
inal  electro-stimulation  devices. 


"The  theme  of  our  2000  annual 
report  is  'No  Limit'.  At  Bio-Vascular, 
we  define  our  future  in  these  terms. 
Our  current  growth  is  a  result  of  our 
strategy  to  position  ourselves  in 
multiple  significant  markets  and  our 
ability  to  execute  that  strategy.  Our 
full  R&D  pipeline  creates  a  continu- 
ing stream  of  potential. " 

M.  Karen  Gilles 
President  &  CEO 


I  High  Plains  Corporation  •  HIPC  •  Energy 


Wichita,  KS  •  IR  Contact:  Chris  Standlee  •  316-269-4310 
www.highplainscorp.com 

II  OH  PLAINS       High  Plains  Corporation  is  the  seventh  largest  pro- 

I"  "  "  "  "    ducer  of  ethanol  in  the  United  States,  and  the  only 

:ompany  which  is  a  pure  play  in  ethanol.  The  Company's  primary  product  is 

lanol,  an  environmentally  friendly,  clean  burning  fuel  additive  that  reduces 

rmful  emissions  and  dependence  on 

Key  Manager  Statement 


oil  imports.  Despite  a  three-dollar 
rice,  the  company  has  annual  sales 
'  million,  is  profitable,  growing,  and 
)elow  book  value. 


FY2000 

(12  months) 

FY2001 
(6  months) 

es 

$109  Million 

$65  Million 

mlngs 

$0.2  Million 

$3.6  Million 

$6.4  Million 

$8.7  Million 

"Our  new  management  team  and 
favorable  market  conditions  have 
led  us  to  a  new  level  of  profitability 
in  an  expanding  market.  Many 
states  and  the  U.S.  Congress  are 
considering  bills  to  limit  the  use  of 
MBTE  (our  product's  primary  com- 
petitor), positioning  our  industry  for 
even  greater  expansion. " 

Gary  R.  Smith,  President  &  CEO 


Albuquerque,  NM  •  IR  Contact:  Brian  Reinhardt 
www.fsbnm.com 


505-241-7598 


KB 


BANK 

commercial  and 

retail  banking  services.  Since  going  pub- 
lic in  November,  1993,  through  December, 
2000,  the  annual  compound  rate  of  return 
to  our  shareholders  was  over  14.5%,  with 
a  compound  annual  balance  sheet  growth 
rate  of  well  over  20%.  With  a  presence  in 
the  two  largest  markets  in  the  state, 
Albuquerque  and  Santa  Fe,  First  State  is 
well  positioned  to  continue  to  post 
impressive  increases  in  asset  growth  and 
profitability. 


First  State  Bancorporation  is  the  parent  company  of 

First  State  Bank,  serving  northern  New  Mexico  with  a 

full    range    of 

Key  Manager  Statement 


"In  2000  we  shattered  all  our  previ- 
ous earnings  marks.  Much  success 
has  come  from  stealing  business 
from  the  out  of  state  mega  banks  that 
have  come  into  our  market.  The 
recent  sale  of  First  Security  to  Wells 
Fargo  has  put  another  $1.2  billion  in 
deposits  and  related  loan  business  in 
our  primary  market  in  play. " 

Michael  R.  Stanford, 
President  &  CEO 


AHL  Services  •  AHLS  •  Marketing  Services 


Atlanta,  GA  •  IR  Contact:  Ron  Domanico 
www.ahls.com 


3-484-1212 


f     .  TTT  AHL  Services,  Inc.  is  a  leading  provider  of  outsourced 

^■M?  AxiLj     business  services  including  marketing  services  within  the 

U.S.  and  skilled  and  semi-skilled  staffing  services 


in  Europe.  Marketing  services  includes  cus- 
tomer relationship  management,  integrat- 
ed fulfillment  of  products,  promotions  and 
trade  materials,  information  management 
and  merchandising  services.  AHL's  service 
quality  and  responsiveness  to  clients' 
needs  allows  it  to  develop  long-term  rela- 
tionships, grow  rapidly,  and  earn  superior 
margins.  AHL's  client  base  includes  many 
of  the  world's  leading  retailers  and  manu- 
facturers, especially  in  the  consumer 
goods,  technology,  automotive,  and 
entertainment  industries. 


Key  Manager  Statement 

"Our  strategic  initiatives  complet- 
ed during  2000  have  created  an 
excellent  platform  for  growth  in  2001 
and  beyond.  We  have  leading  posi- 
tions in  attractive  growing  markets. 
Financially,  our  strong  balance  sheet 
and  low  debt  levels  create  capacity 
to  accelerate  development  both 
organically  and  by  acquisition. " 

Edwin  R.  Mellett 
Chairman  &  CEO 


S  fOl 


tfrican  Healthways,  Inc.  •  AMHC  •  Healthcare  Panhandle  Royalty  Company  •  PANRA  •  Oil  &  Gas 


Nashville,  TN  •  IR  Contact:  Henry  Herr  •  615-665-1122 
www.americanhealthways.com 


Oklahoma  City,  OK  •  IR  Contact:  Michael  Coffman  •  405-948-1560 


Eamencan 
healthways 

ican  Healthways  is  the  nation's 
provider  of  specialized,  compre- 
care  management  programs  to 
plans,  physicians,  and  hospitals, 
ipany  has  contracts  to  support  the 
:are  needs  of  more  than  327,000 
plan  equivalent  lives.  Revenues 
{53  million  last  fiscal  year. 


Key  Manager  Statement 

"We  are  the  clear  leader  in  the 
disease  and  care  management 
segments  of  the  health  care  indus- 
try due  to  our  breadth  of  programs, 
technological  sophistication,  the 
number  and  size  of  our  contracts, 
and  our  record  of  demonstrated 
success.  Our  programs  have 
reached  critical  mass  and  we  are 
positioned  for  continued  profitable 
growth  this  year. " 

Thomas  G.  Cigarran, 
Chairman,  President  &  CEO 


PANHANDLE 

P 

co"'A~y  of  oil  and  gas  min- 

eral properties.  The  Company  participates 
in  the  exploration,  drilling,  production  and 
acquisition  of  oil  and  natural  gas.  Through 
its  ownership  of  mineral  properties  situated 
in  OK,  NM.  and  TX,  Panhandle  has  an  inter- 
est in  more  than  2,200  producing  wells. 

During  fiscal  2000,  the  Company  had 
significant  and  record  setting  increases  for 
revenue,  net  income,  natural  gas  produc- 
tion, natural  gas  reserves  and  cash  flow 
from  operations.  Currently,  80%  of  rev- 
enues are  derived  from  natural  gas  sales. 


Panhandle  Royalty  Company  is  a  diversified  mineral 
holding  Company  engaged  in  the  acquisition,  management 
and  development 

Key  Manager  Statement 

"Oil  prices  increased  significantly 
last  winter  and  natural  gas  prices 
began  dramatic  increases  last  sum- 
mer. These  price  spikes  continue 
today.  It  appears  that  natural  gas 
demand  will  remain  higher  than 
supply.  Panhandle,  with  its  mineral 
ownership  position,  is  ideally  situat- 
ed to  participate  in  and  benefit  from 
the  urgency  to  develop  new  gas 
reserves  and  production. " 

HW  Peace  II,  President  &  CEO 


■ 


The  Equity  Investor's  26- Week  Micro-Cap  Review 


Spire  Corporation  •  SPIR  •  Energy 


Bedford,  MA  •  IR  Contact:  Christian  Dufresne  •  781-275-6000 
www.spirecorp.com 


spire 


supplier  of  factories 
that  assemble  solar  cells  into  modules. 

Although  the  $2.5  billion  solar  electric 
industry  is  expanding  at  greater  than  25% 
per  year,  it  is  still  just  in  its  infancy.  The 
major  market  driver  for  its  growth  is  the 
need  for  very  reliable  premium  electric 
power.  To  address  these  power  needs, 
Spire  establishes  "Spire  Solar"  business- 
es, which  produce  solar  electric  modules 
and  systems  that  satisfy  local  demand. 


Roger  G.  Little 
President  &  CEO 


Columbia  Banking  System,  Inc. 


Tacoma,  WA  •  IR  Contact:  JoAnne  Coy  •  253-305-1965 
www.columbiabank.com 

ls9  Columbia  Banking  System,  Inc. 

Columbia  Banking  System  is  the  holding  company  for  Columbia  Bank,  a  rapidly 
expanding  commercial  bank  with  28  branches  in  a  5  county  area  of  western 
Washington,  one  of  the  most  dynamic 
markets  in  the 
country.  Plans 
involve  contin- 
ued growth 
through  new 
branches,  loan 
production  offices,  new  or  expanded 
departments  and  innovative  product  deliv- 
ery, along  with  aggressive  but  careful 
acquisition  activity. 


5-Yr  Compounded 
Annual  Growth  Rate 


Net  Income 
Assets 


31% 
24% 


Key  Manager  Statement 

"Columbia's  goal  is  to  be  the  pre- 
mier super-community  bank  in  the 
Pacific  Northwest.  Our  outstanding 
growth  points  clearly  to  customer 
demand  for  our  style  of  banking, 
which  emphasizes  exemplary  cus- 
tomer service  coupled  with  a  wide 
range  of  products  and  services. " 


J.  James  Gallagher, 
Vice  Chairman  &  CEO 


Amedisys,  Inc.  •  AMED  •  Healthcare  Services 


Baton  Rouge,  LA  •  IR  Contact:  R.J.  Falkner  &  Co.,  Inc.  •  800-377-9893 
www.amedisys.com 


Amedisys  is  a  proven 
leader  in  the  home  care 
industry  with  strong 
growth  and  earnings  potential  under  the 
new  Medicare  payment  system  that  became 
effective  October  1,  2000.  The  Company 
offers  high  quality  care  using  advanced 
acute  care  technology  in  the  home. 
Amedisys  provides  an  alternative  to  costly 
hospitalization  and  its  target  market  of 
patients  65  years  or  older  represents  one  of 
the  fastest-growing  segments  of  the  U.S. 
population.  Amedisys'  revenue  nearly 
tripled  to  $97.4  M  in  1999  after  acquiring 
Columbia's  southern  home  health  division. 
The  Company  reported  EPS  of  $0.42  in  1999. 


Key  Manager  Statement 

"We  see  tremendous  potential  in 
the  home  health  care  services  indus- 
try since  Medicare  changed  the  rules 
and  allowed  companies  like  ours  to 
become  profitable.  We  have  reduced 
our  costs  to  operate  in  the  new  sys- 
tem and  have  partnered  with  indus- 
try leaders  to  help  us  deliver  highly 
specialized  programs,  providing  us 
with  a  competitive  advantage.  We 
are  focused  on  increasing  sharehold- 
er value  by  cost-effectively  delivering 
quality  care  to  a  growing  market. " 

William  F.  Borne,  Chairman/CEO 


Spire  is  a  major  player  in  the  solar  electric  industry.  Solar 
electricity  is  produced  by  sunlight  shining  upon  modules  or 
panels  made  up  of  arrays  of  semiconductor  solar  cells.  Spire 
is  the  world's  premium 

Key  Manager  Statement 

"We  are  glad  to  play  such  an  impor- 
tant role  as  the  key  manufacturing 
equipment  supplier  in  the  fast  grow- 
ing solar  electric  industry.  Our  core 
manufacturing  technology  has 
allowed  Spire  to  expand  into  local 
module  and  systems  businesses 
where  we  see  rapid  growth  satisfying 
local  solar  electric  market  demands. " 


Kaneb  Services,  Inc.  •  KAB  •  Technical  Servicl . 


Dallas,  TX  •  IR  Contact:  Howard  Wadsworth  •  972-699-4053 
www.kaneb.com 

.    a^^  Keep  your  eye  on  Kaneb  Services  (NYSE:  KAB).  We're! 

m    ^^*      ahead  with  a  hold  plan  to  unlock  the  value  of  the  co» 

■       ^^     delivering  a  significant  benefit  to  our  shareholders  nl 

^^^^.         opportunities  for  growth  in  the  future. 

By  mid-year,  we  will  distribute  the  Company's  pipelinef 
naling  and  product  marketing  businesses,  which  consis 
ly  of  general  and  limited  partner  interests  in  Kaneb  Pipe  Line  Partners,  L.Pl 
KPP)  to  our  shareholders.  The  distribution  will  be  in  the  form  of  shares  in  al 
liability  company  (LLC)  that  will  be  taxed  like  a  partnership.  The  LLC  will  di| 
its  free  cash  flow  directly  to  its  shareholders  each  quarter. 

At  the  same  time,  our  shareholders  will  retain  their  significant  stake  in  i 
ing  growth  company,  consisting  of  our  global  technology  and  technical 
businesses.  We  are  growing  those  businesses  on  a  strong  foundation  of  ov 
million  in  annual  revenue  and  meaningful  profits. 

That's  why  you  should  keep  your  eye  on  us.  We're  unlocking  sharehold| 
now,  and  for  the  future. 


Genesee  &  Wyoming  •  GNWR  •  Transportation  I 


Greenwich,  CT  •  IR  Contact:  John  C.  Hellmann  •  203-629-372? 
www.gwrr.com 

Genesee  &  Wyoming  Inc.  (GWI)  is  a  leading  international 
►W)   of  regional  freight  railroads  in  the  U.S.,  Australia,  Canada 

and  Bolivia.  Founded  in  1899  as  a  14-mile  railroad  in  up: 
operates  over  7,700  miles  of  track  and 
also  operates  over  an  additional  2,700 
miles  under  track  access  arrangements. 
Since  going  public  in  1996,  GWI  has 
increased  revenues  from  $104  million  in 
1997  to  $207  million  in  2000.  In  December 
2000,  GWI's  50%  owned  Australian 
Railroad  Group  (ARG)  was  selected  as  the 
winning  bidder  in  the  privatization  of  the 
Western  Australia  freight  rail  system.  GWI 
then  contributed  its  Australia  Southern 
Railroad  to  ARG,  creating  the  largest  pri- 
vately owned  freight  railroad  in  Australia. 


Key  Manager  Stater 

"Our  strategy  is  to  be  the  /| 

consolidator  in  global  railroao 
tization  through  focused,  stl 
acquisitions,  efficient  ope\ 
and  improved  service.  We 
disciplined  approach  to  acquA 
that  requires  investments  to 
our  hurdle  rates  and  be  accr\ 
shareholders. " 


Mortimer  B.  Fuller  ///| 
Chairman  &  CEO 


Contango  Oil  &  Gas  Company  •  MCF  •  Ener 


Houston,  TX  •  IR  Contact:  Kenneth  R.  Peak 
www.contango-oandg.com 


713-960-1901 


Contango  Oil  &  Gas  Company  is  a  Houstor 
independent  natural  gas  and  oil  company.  We 
active  exploration  drilling  program  onshore  in  sj 
where  we  have 


drilled  13  suc- 
cessful wells  since  June  2000.  We  expect 
to  participate  in  the  drilling  of  4  to  6  wells 
in  the  Gulf  of  Mexico  in  2001  through  our 
ownership  in  Republic  Exploration,  LLC.  We 
continue  to  target  selected,  negotiated 
acquisitions  of  proved  properties.  Since 
entering  the  natural  gas  and  oil  business 
in  July  1999,  the  Company's  net  production 
has  grown  to  a  current  level  of  approxi- 
mately 10  Mmcf/d  and  400  Bod,  with  cash 
flow  in  excess  of  $2.0  million  per  month. 


HHH 


■■■ 


DM 
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Key  Manager  Stater 

"Our  goal  is  to  create  i/a/| 
achieve  profitability  through 
gas  and  oil  exploration  and  /■ 
tion.   Our  strategy  includes  1 1 
the  exploration  ideas  ot  provi  I 
scientists,  negotiated  acqui.m 
strict  control  of  G&A  and  G&Ci 
advantaged  capital  access  iv 
creative  deal  structures  and\ 
ownership  incentives. " 

Kenneth  R.  Peak,  ChrmnJPrd 

■■■■■IJllMUlMl 
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PPLE  AND  EARTHLINK 
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oney  pro  Charles  Lemonides  isn't  averse 
to  buying  shares  of  out-of-favor  compa- 
nies. Of  particular  allure  are  those  with 
short-term  woes  whose  assets  he  sees  growing  in 
value.  "We  buy  value  stocks  at  depressed  multi- 
ples and  sell  at  growth  prices — when  their  price- 
earnings  ratios  are  flying,"  says  the  chief  in- 
vestment officer  of  Value  Works@M&R  Capital 
Management.  In  2000,  ValueWorks'  portfolio 
gained  6.3%,  following  a  39%  gain  in  1999.  (The 
Nasdaq  fell  39%  in  2000  but  gained  86%  in  1999.) 
Two  value  stocks  that  Lemonides  thinks  have 
strong  growth  prospects: 
Apple  Computer  (aapl) 
and  EarthLink  (elnk),  the 
No. 2  U.S.  Internet  service 
provider.  Their  shares  have 
fallen  off  a  cliff:  Apple 
dropped  from  75  a  year 
ago  to  21  on  Mar.  7,  and 
EarthLink  from  25  to  10. 

Lemonides  argues  that 
Apple  is  a  bargain  and  fig- 
ures it's  worth  45.  He  val- 
ues Apple's  operating  as- 
sets at  $30  a  share  and  its  cash  and  marketable 
securities  at  nearly  $15.  He  thinks  Apple  will 
break  even  in  2001  ending  Sept.  30  and  earn 
$1.50  a  share  in  2002,  as  the  economy  stabilizes 
and  new  products  kick  in.  Apple  has  done  well 
with  new  products  in  recent  years,  says 
Lemonides,  but  the  PC  sales  slump  hurt  earnings. 
EarthLink  is  a  value  play — and  a  takeover  tar- 
get— now  that  it  has  amended  a  three-year  pact 
with  Sprint,  which  owns  27%  of  EarthLink.  The 
revised  pact  scraps  Sprint's  right  to  acquire  Earth- 
Link  and  opens  the  door  for  other  EarthLink 
mergers.  Analyst  Frederick  Moran  of  investment 
firm  Jefferies  thinks  EarthLink  is  attractive  to 
an  outfit  seeking  to  bulk  up  its  Internet  operations 
to  compete  with  aol  Time  Warner.  Microsoft's 
msn  unit  is  a  likely  buyer,  says  Moran,  who  values 
EarthLink  at  15  based  on  its  some  5  million  sub- 
scribers. EarthLink  declined  comment. 

NCO  GROUP  IS 

ALL  SET  TO  COLLECT 


L 
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ooking  for  a  smart  countercyclical 
stock  to  buck  the  economy's  down 
I  trend?  Thatcher  Thompson  of 
Merrill  Lynch  thinks  he  has  uncovered 
one:  nco  Group  (ncog),  the  world's 
largest  bill-collection  company,  whose 
stock  in  this  nasty  market  has  leaped 
from  11  in  September  to  33.  "Deep- 
value  investors  and  hedge-fund  man- 
agers have  been  buying  into  NCO, 
mainly  due  to  its  recession-proof  ap- 
peal," says  Thompson.  At  a  time  when 


many  analysts  are  scaling  back  their  estimates 
for  companies  they  follow,  Thompson  has  boost- 
ed his  numbers  for  nco:  He  has  just  revised  his 
2001  earnings  estimate  from  $2.14  to  $2.35  a 
share,  and  his  2002  figure  from  $2.50  to  $2.82.  It's 
a  terrific  countercyclical  stock  with  a  reasonable 
p-e  ratio  of  just  13,  notes  the  analyst,  whose 
12-month  price  target  is  40. 

nco's  contingency  debt-collection  business  is 
"highly  predictable,  profitable,  and  leverageable, 
and  nco  has  proved  its  ability  to  grow,"  says 
Thompson.  Among  its  customers  are  banks,  in- 
surers, retailers,  and  phone  companies. 

An  added  attraction  is  nco's  63%  stake  in 
nco  Portfolio  Management,  which  buys  and  man- 
ages delinquent  accounts  receivable  from  credit- 
card  companies,  nco  Portfolio  is  scheduled  to 
trade  publicly  soon  through  its  recent  merger 
with  Creditrust. 

Thompson  expects  nco  Portfolio  to  earn  $1.08 
a  share  in  2001  and  $1.20  in  2002.  nco's  share  of 
these  will  be  roughly  380  cents  a  share  in  2001 
and  460  in  2002,  which  are  reflected  in  Thomp- 
son's estimates,  nco  and  nco  Portfolio  are  posi- 
tioned, he  says,  to  dominate  the  huge  debt-col- 
lection and  management  industry. 

IS  IKON 

IN  CANON'S  SIGHTS? 

For  a  time,  it  looked  as  if  shares  in  Big 
Board-listed  Ikon  Office  Solutions  (ikn)  were 
in  a  free  fall,  hurtling  all  the  way  from 
more  than  7  on  Mar.  3,  2000,  to  2  in  mid-January, 
2001.  Since  then,  however,  the  stock  has  caught 
fire,  boiling  to  5  on  Mar.  7.  Ikon,  with  sales  in 
2000  of  $5.4  billion,  is  a  major  distributor  of  office 
equipment — including  the  products  of  IBM,  Mi- 
crosoft, Ricoh,  Canon,  and  Hewlett-Packard.  It 
has  been  hobbled  by  the  dismal  plight  of  its  rival, 
Xerox.  So  what  has  fueled  Ikon's  sudden  surge? 
One  strong  reason  was  the 
Jan.  29  upgrading  of  the 
stock  by  UBS  Warburg  ana- 
lyst Benjamin  Reitzes — 
from  a  hold  to  a  buy.  He 
figured  that  Ikon  had  hit 
bottom  and  would  soon 
snap  back. 

Some  pros,  however,  sus- 
pect there  is  another  impe- 
tus for  the  stock's  sharp 
jump:  talk  of  a  takeover. 
Ikon  accounts  for  50%  of  Ricoh's  U.S.  sales  and 
40%  of  Canon's.  These  pros  believe  that  Canon 
wants  to  acquire  Ikon,  not  only  to  widen  its  U.  S. 
base  but  also  as  a  defensive  move  to  protect  its 
own  turf  in  the  U.  S.  They  value  Ikon  at  8  to  10 
in  a  buyout.  Canon  didn't  return  calls. 


BusinessWeek  online 


Read  Gene  Marcial's  Inside  Wall  Street  Online  column 

Tuesday  afternoons  at  www.businessweek.com/today.htm. 

And  see  him  Fridays  at  1:30  p.m.  est  on  CNNfn. 
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Figures  of  the  Week 
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COMMENTARY 

Up,  up,  up. .the  stock  market  rose  for 
three  days  in  a  row  beginning  on  March 
6,  putting  the  Dow,  S&P  and  Nasdaq  in 
positive  territory  for  the  week,  gaining 
2.2%,  1.8%,  and  3.4%,  respectively. 
Some  reasons  for  the  rally:  Key  Wall 
Street  strategists,  including  Goldman 
Sach's  Abby  Cohen,  said  it  was  time  to 
buy  stocks  and  investors  expect  the 
Fed  to  cut  rates  on  March  20. 

Data:  Bloomberg  Financial  Markets 
BRIDGE  Information  Systems,  Inc. 


S&P  500  1261.9 

Dow  Jones  Industrials  10,729.6 

Nasdaq  Composite  2223.9 

S&P  MulCap  400  510.9 

S&P  SmallCap  600  220.8 

Wilshire  5000  11,623.6 

SECTORS 

BusinessWeek  50*  905.6 
BusinessWeek  Info  Tech  100**     496.6 

S&P/BARRA  Growth  624.7 

S&P/BARRA  Value  636.8 

S&P  Energy  937.9 

S&P  Financials  156.5 

S&P  REIT  87.5 

S&P  Transportation  715.2 

S&P  Utilities  335.2 

GSTI  Internet  158.5 

PSE  Technology  787.8 
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S&P  Euro  Plus  (U.S.  Dollar)         1318.1 


London  (FT-SE  100) 
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Frankfurt  (DAX) 
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Hong  Kong  (Hang  Seng) 
Toronto (TSE  300) 
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FUNDAMENTALS 


6001.8 

5483.7 

6305.6 

12,723.9 
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S&P  500  Dividend  Yield  1.26% 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)  25.6 

S&P  500  P/E  Ratio  (Next  12  mos.)*  21.3 

First  Call  Earnings  Revision*  -4.20% 

•First  Call  Corp.  J 

TECHNICAL  INDICATORS  Mar  6      Wk] 


1   | 

2| 

2| 

-Ai 


*Mar.  19,  1999  =  1000 


*Feb.  7,2000  =  1000 


S&P  500  200-day  average 

1401.2 

1404 

Stocks  above  200-day  average 

68.0% 

61 

Options:  Put/call  ratio 

0.69 

O.I 

Insiders:  Vickers  Sell/buy  ratio 

2.53 

27 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING     Last 

GROUPS  month 


% 


Engineering  &  Constr. 

Conglomerates 

Gold  Mining 

Metals 

Oil  &  Gas  Drilling 


23.7 
12.1 
11.9 
10.7 
9.9 


Tobacco 

Engineering  &  Constr. 
Savings  &  Loans 
Homebuilding 
Food  Wholesalers 


150.1 
148.7 
114.5 
109.2 
106.1 


Communications  Equip. 

Shoes 

Defense  Electronics 

Instrumentation 

Computer  Systems 


-30.3 
-26.5 
-21.4 
-19.0 
-14.5 


; 


Instrumentation 
Communication: 
Long-Dist.  Telec  i 
Semiconductors! 
Metal  &  Glass  C 


■  Mutual  Funds 

Week  ending  Mar.  6 
■  S&P  500  I  U.S.  Diversified  ■  All  Equity 
4-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return % 

Leaders 

Precious  Metals  3.1 

Natural  Resources  1.4 

Real  Estate  0.  l 

Mid-cap  Value  -0.2 

Laggards 

Technology  -20.0 

Communications  -17.4 

Small-cap  Growth  -11.8 

Large-cap  Growth  -10.6 


52-week  total  return 

Leaders 

Financial 

Mid-cap  Value 

Real  Estate 

Natural  Resources 

Laggards 

Technology 

Communications 

Japan 

Small-cap  Growth 


Week  ending  Mar.  6 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


44.7 
31.8 
30.4 
26.4 

-53.8 
-50.4 
-41.2 
-36.2 


% 


Leaders 

Rydex  Dynamic  Venture  100   47.9 


%     -12      -9      -6      -3 
Data:  Standard  &  Poor's 


ProFunds  Ultrashort  OTC 
Potomac  Internet  Short 
Potomac  OTC  Short 
Laggards 
Berkshire  Technology 
Berkshire  Focus 
Van  Wagoner  Emerging  Gr. 
Van  Wagoner  Technology 


47.5 
36.1 
22.3 

-39.3 
-39.3 
-39.0 
-38.7 


Leaders 

Potomac  Internet  Short  110.8 

Schroder  Cap.  Micro  Cap  97.7 

Fidelity  Select  Insurance  84.4 

Boston  Partners  Long/Short  75.6 
Laggards 

ProFunds  UltraOTC  Inv.  -87.3 

Potomac  Internet  Plus  -86.1 

Jacob  Internet  -85.6 

ING  Internet  A  -82.1 


Interest  Rates 


KEY  RATES 


Mar.  7    Week 


MONEY  MARKET  FUNDS 


5.34%       5.45 


90-DAY  TREASURY  BILLS 


4.67 


4.85 


1-YEAR  TREASURY  BILLS 


4.42 


4.47 


10-YEAR  TREASURY  NOTES 


4.91 


4.92 


30-YEAR  TREASURY  BONDS 


5.31 


5.34 


30-YEAR  FIXED  MORTGAGE!        6.98 


6.99 


tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENT 

Taxable  equivalent  yields  on  AAA-rated,  tax-exei 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.34% 
6.29 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


4.44 
6.43 


THE  WEEK  AHEAD 


RETAIL  SALES  Tuesday,  Mar.  13,  8:30  a.m. 
est*  Retail  sales  likely  grew  0.4%  in 
February,  says  the  median  forecast  of 
economists  polled  by  Standard  &  Poor's 
mms,  a  unit  of  The  McGraw-Hill  Compa- 
nies. Excluding  auto  sales,  buying  likely 
grew  0.2%.  In  January,  total  sales  rose 
0.7%,  while  nonauto  receipts  rose  0.8%. 

BUSINESS  INVENTORIES  Wednesday 
Mar.  14,  8:30a.m.  est*  Inventories 
likely  increased  0.3%  in  January,  after 
growing  0.1%  in  December. 


EXPORT-IMPORT  PRICES  Thursday,  Mar.  15, 
8:30  a.m.  est*  Export  prices  in  February 
are  expected  to  have  increased  by  0.1%, 
while  import  prices  likely  held  steady. 

CURRENT  ACCOUNT  Thursday  Mar.  15, 
10  a.m.  est*  The  U.S.  current  account 
deficit  probably  widened  to  about  $118 
billion  in  the  fourth  quarter,  from  $113.8 
billion  in  the  third. 

HOUSING  STARTS  Friday,  Mar.  16,  8:30 
a.m.  est*  Housing  starts  in  February 


probably  fell  to  an  annual  ratel 
million,  from  1.65  million  in  j| 

INDUSTRIAL  PRODUCTION  Friday 
9:15  a.m.  est*  Factory  outpu 
ary  likely  fell  0.2%.  The  averajl 
ing  rate  likely  fell  from  80.2%, 

PRODUCER  PRICE  INDEX  Friday,  M, 
8:30  a.m.  est*  Producer  prict 
ished  goods  likely  rose  0.1%  i 
Core  prices,  which  exclude  foe 
ergy,  likely  grew  by  a  similar  0 
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t  a  lift  from  the  tech  rally  this  week  as  bottom-fishing  investors  scooped  up  beaten-down  shares. 
I  Dell  Computer,  up  18.6%  after  a  Merrill  Lynch  analyst  reiterated  a  "buy"  on  the  stock.  Corn- 
was  Applied  Materials,  up  17.9%,  which  benefitted  from  a  chip-stock  rally  starting  on  March  1. 
Applied  Biosystems  Group,  down  17.2%,  suffering  the  blow  from  a  biotech-sector  hit. 

COMPANY  PERFORMANCE 


%  change 

%  c 

lange 
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2.9 

3/1/00 
-33.2 

Rar 

k      Company 

Week 

3/1/00 

26 

Intel 

15.3 

-43.1 

Warner 

2.9 

-20.5 

27 

Tribune 

2.5 

9.5 

terns 

1.3 

-63.6 

28 

Xilinx 

17.2 

-39.0 

-2.0 

-47.9 

29 

Enron 

2.2 

1.4 

3.1 

-30.1 

30 

Lexmark  International 

0.1 

-56.3 

tems 

-1.7 

-75.4 

31 

Omnicom  Group 

1.9 

-1.8 

tanley  Dean  Witter 

2.5 

-11.3 

32 

America  Online 

2.9 

-20.5 

-4.0 

-45.4 

33 

Guidant 

0.5 

-25.2 

chnologies 

10.0 
11.7 

-80.2 
-18.2 

34 

MBNA 

2.1 

45.2 

i  Technology 

35 

Pfizer 

-6.8 

31.6 

•systems 

11.0 

-54.9 

36 

Solectron 

6.6 

-17.6 

-7.8 

-40.0 

37 

Gateway 

3.0 

-74.6 

chwab 

-2.4 

-34.2 

38 

Wells  Fargo 

3.2 

47.7 

tot 

2.8 

-21.4 

39 

General  Dynamics 

5.7 

70.1 

mter 

18.6 

-39.7 

40 

Texas  Instruments 

17.6 

-57.7 

4.9 

-12.9 

41 

Capital  One  Financial 

3.2 

51.3 

ippliance 

-5.5 

-70.4 

42 

General  Electric 

-1.1 

5.0 

-4.3 

-0.3 

43 

Kansas  City  Southern  Industries 

-1.1 

220.8 

-1.2 

9.4 

44 

Wal-Mart  Stores 

1.2 

3.5 

re 

11.5 

-46.5 

45 

Paccar 

7.5 

15.8 

aterials 

17.9 

-46.0 

46 

Applied  Biosystems  Group 

-17.2 

-46.0 

national 

2.9 

52.0 

47 

Merck 

-7.2 

24.0 

Associates 

-4.8 

-55.2 

48 

Adobe  Systems 

-1.3 

-42.8 

1.3 

-24.5 

49 

Reliant  Energy 

-1.5 

102.3 

i 

5.1 

-58.5 

50 

Citigroup 

2.6 

30.3 

)duction  Index 


Change  from  last  week:  -0.2% 
Change  from  last  yean  8.6% 


.The  index  is  a  4-week 
moving  average 


-»- 


June 
2000 


Oct. 
2000 


Feb. 
2001 


index  fell  for  the  fourth  straight  week, 
ion  of  the  four-week  moving  average, 
down  from  176  to  175.6.  After  seasonal 
I  Jtos  led  the  decline,  as  manufacturers 
i  first-half  drop  in  production  in  a  move 
levels  of  inventory.  Truck  assemblies, 
eight  traffic  were  also  down  this  week. 
sel,  electric  power,  crude-oil  refining,  and 
ased  for  the  week. 

i  of  the  index  components  is  at  www.business- 
uction  index  Copyright  2000  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 
BUSINESSWEEK  INVESTING  Real-time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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NIGHTMARE 


For  a  kid  with  asthma, 
the  joys  of  childhood  quickly 
become  living  nightmares. 
A  playful  kitten, 
a  cuddly  puppy, 

a  bouquet  of  flowers. 
All  are  potential  triggers 
for  terrifying  attacks. 
Don't  let  asthma 
rob  another  childhood. 
Call  1.800. LUNG. USA. 

AMERICAN  LUNG  ASSOCIATION' 

www.LUNGUSA.org 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company!  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 
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Editorials 


U.S.  SCHOOLS:  FINDING  SOME  ANSWERS 


The  good  news  for  American  schools  is  that  more  of  the 
best  and  the  brightest  are  becoming  teachers.  Professors 
at  Harvard,  Columbia,  and  Stanford,  the  Big  Three  of  ad- 
vanced teacher  education  in  the  U.S.,  say  that  their  cur- 
rent crop  of  students  is  the  best  in  20  years.  The  bad  news: 
Many  will  soon  be  going  into  big-city  public  school  systems 
where  up  to  50%  of  teachers  drop  out  after  the  first  year.  The 
rules,  regulations,  and  structures  of  many  schools,  as  they 
stand,  stifle  good  teaching.  If  all  of  America's  children,  par- 
ticularly its  inner-city  poor,  are  to  have  equal  opportunity,  this 
must  end.  In  this  context,  President  Bush's  new  education  ini- 
tiative is  a  welcome  move.  But  to  succeed,  some  harsh  truths 
must  be  faced  by  politicians,  unions,  teachers,  and  parents. 

Truth  be  told,  the  education  "crisis"  is  not  a  uniform  na- 
tional problem.  When  polled,  most  Americans  say  their  chil- 
dren are  getting  a  good  education.  By  most  measures,  sub- 
urban schools  do  a  reasonably  good  job.  So  do  most  private 
schools.  There  are  problems  with  low  scores  in  math  and  sci- 
ence, the  result  of  too  few  teachers  trained  in  these  subjects. 

The  real  crisis  is  in  inner-city  public  schools  and  in  those 
Southern  and  Western  states  that  spend  too  little  on  educa- 
tion. The  K-12  students  in  big  cities  are  mostly  poor  immi- 
grant children,  many  of  whom  are  illiterate  in  their  first  lan- 
guage, and  poor  children  from  troubled  homes.  Teachers  say 
their  students  can't  pay  attention,  show  little  respect  for  au- 
thority, rarely  see  books  at  home,  and  are  vague  about  time. 
These  schools  often  end  up  with  the  worst  teachers,  who  are 
tired,  unqualified,  uncaring — or  just  marking  time  until  re- 
tirement. Fixing  problem  schools  means  dealing  with  both 
sides  of  the  learning  equation:  students  and  teachers. 

In  a  special  report,  BusinessWeek  has  compiled  a  list  of 
what  can  be  done  (page  66).  These  are  its  main  conclusions: 
m  End  union  seniority.  Unions  insist  on  seniority  policies  on  pay, 


promotion,  and  placement  that  undermine  good  teaching.  I 
of  the  youngest  teachers  quickly  burn  out  because  they  si 
ten  sent  to  the  worst  schools,  thanks  to  seniority  rules.  Ej 
cipals  can't  pay  higher  salaries  for  math  and  science  teacW 
desperately  scarce — thanks  to  seniority.  Teacher  pay  is  I 
on  years  put  in,  not  performance,  thanks  to  seniority. 

■  Extend  the  school  day  and  year.  This  will  cost  money, 
is  a  no-brainer.  The  U.S.  devotes  the  shortest  amoi 
time  to  teaching  its  children  of  any  advanced  country, 
its  heterogeneous  students,  America  actually  needs 
time  to  teach  the  skills  necessary  to  succeed  in  a  co 
high-tech  world.  One  solution  would  be  to  extend  the 
year  and  pay  teachers  more. 

■  Make  students  and  schools  accountable.  Many  inner-cit 
dren  need  a  structured  environment  that  is  predictab 
rewarding.  Testing,  coordinated  with  curriculum,  can  h 
may  not  be  the  best  way  to  teach  abstract  or  creative 
ing,  but  it  provides  focus  and  discipline.  And  standardiz 
ams  provide  one  measure  for  a  school's  performance 
time.  President  Bush  is  right  on  this. 

■  Expand  choice.  Polls  show  that  vouchers  are  highly  p 
with  parents  of  inner-city  children,  but  public  charter  s 
and  privately  run  public  schools  also  provide  choice.  W 
traditional  union  and  administrative  rules,  they  offer 
school  days,  uniforms,  a  disciplined  classroom  enviror 
and  enthusiastic  teachers.  They  also  provide  smaller  s 
and  class  sizes.  The  rich  and  the  middle  class  have  educ 
choices.  The  poor  should  have  choices,  too. 

America's  education  crisis  cannot  be  ended  by  te 
bashing.  Nor  can  it  be  solved  solely  by  pouring  billions 
into  school  systems  that  are  essentially  broken.  Fundi 
cused  on  problem  schools  that  are  made  accountable, 
by  performance,  and  offer  choices  is  a  pragmatic  solut 


HIGH-TECH  CEOs:  STOP  THE  FINGER-POINTIN' 


It  is  somewhat  disconcerting  to  see  high-tech  ceos  play  the 
blame  game  in  explaining  their  companies'  earnings  dis- 
appointments. For  much  of  the  '90s,  they  took  most  of  the 
credit  for  profit  surprises  on  the  upside  but  now,  in  the 
downturn,  they  turn  to  finger-pointing.  It's  time  for  them  to 
take  responsibility. 

It  is,  of  course,  perfectly  understandable  why  so  many 
high-tech  ceos  are  in  shock.  After  nearly  five  years  of  amaz- 
ingly strong  growth,  the  economy  suddenly  dropped  from  a 
5.8%  annual  growth  rate  in  the  second  quarter  of  2000  to 
1.1%  in  the  final  quarter.  A  drop  of  nearly  five  percentage 
points  feels  like  a  recession,  even  if  it  isn't  technically  one. 
Worse,  much  of  the  decline  was  due  to  a  sharp  falloff  in 
purchases  of  information  technology.  This  wasn't  supposed  to 
happen.  High-tech  ceos  thought  productivity-enhancing 


IT  products  would  be  always  be  recession-proof. 

But  there's  no  good  excuse  for  the  mega-whining  in 
Valley.  One  ceo  blames  Alan  Greenspan  for  not  movir 
enough  to  prevent  the  downturn.  Another  blames  bad 
chain  inventory-control  software.  A  third  actually  blar 
own  customers  for  cutting  orders  and  hurting  profits.! 

If  you  are  an  investor,  it's  easy  to  get  a  bit  paranoij 
day  your  favorite  CEO  is  boasting  the  company  will 
past  the  downturn  and  the  very  next  his  CFO  is  admit! 
a  "surprising"  drop  of  30%  in  earnings.  Why  the  sudda 
prise?  Have  CEOS  been  deliberately  misleading? 

Probably  not.  They're  just  executives  used  to  hitting 
ings  projections  no  matter  what.  It's  time  for  CEOS  to  n 
old  assumptions,  take  personal  responsibility,  and  above| 
brutally  honest  with  themselves  and  investors. 
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ompany  isn't  connected  to  this  Asian  city,  you  might  not  really  be  doing  business  on  a  global  scale.  NTT 
cations  can  change  that.  As  Japan's  leading  telecommunications  company,  NTT  Communications  can  provide  your 
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INFRASTRUCTURE: 

SOONER  OR  LATER,  IT  MATTERS. 


INFRASTRUCTURE.  The  physical 
foundation  of  any  thriving  enterprise.  In  the 
world  of  technology,  infrastructure  means 
integrating  the  servers,  software  and  storage 
systems  of  an  e-business  into  one  finely 
tuned  machine.  And  a  well-planned,  well- 
executed  infrastructure  is  the  underlying 
foundation  of  successful  communication, 
commerce,  competitiveness  and  growth 
within  and  among  e-businesses  everywhere. 

To  put  it  simply:  as  goes  infrastructure,  so 
goes  the  enterprise.  In  todays  economy,  all 
the  ingenious  products,  brilliant  marketing 
and  champion  deal  closers  won't  amount  to 
a  heck  of  a  lot  if  you  can't  connect  to  your 
outside  suppliers,  if  the  network  crashes  or 
the  databases  fail  (and  all  you  can  say  to 
customers  is.  "Sorry,  the  computers  arc  down; 
can  you  call  us  hack  tomorrow?'*). 

Planning,  building  and  maintaining 
e-business  infrastructure  is  about  hard 
questions:  What  platforms  should  I  use? 
How  do  I  plan  for  the  unexpected?  Will  il 
grow  when  we  grow'.''  Will  it  work  with  new 
technology    in    the    future'.''    Will    it    huild 


upon  my  current  systems?  Can  I  link  to 
my  customers'  and  suppliers'  systems?  I've 
heard  about  open  standards,  but  what  can 
they  do  lor  my  business?  What  about 
outsourcing?  How  do  I  finance  all  of  this? 

The  people  of  IBM,  together  with  our 
Business  Partners,  help  thousands  of  companies 
answer  difficult  questions  like  these  every 
day.  And  solve  them  with  flexible,  open 
technologies,  such  as  Linux-enabled  servers, 
and  storage  systems  that  scale  on  a  simple, 
pay -as -you -grow  basis.  By  working  with 
companies  such  as  Cisco  Systems'9  and  by 
using  innovative  IBM  software  tools  like 
Tivoli  and  WebSphere"  IBM  specialists  are 
helping  real  husinesses  plan,  build  and 
manage  Infrastructures  that  arc  at  once 
both  solid  and  flexible. 

So.  unless  you  arc  able  to  turn  botched 
infrastructure  attempts  into  fabulously 
profitable  tourist  attractions,  call  us  at 
800  426  7<m<>  (ask  lor  infrastructure)  or 
visit  us  al  ibm.com/c-husiiicss  lor  our  latest 
while  paper  on  e-business  infrastructure. 
The  sooner,  of  course,  the   better. 
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WHISKY 

APPRECIA  TESt 


The  influences  that  make  the  market 


go  up  also  make  it  go  down.  But  the 
forces  of  time,  climate  and  wood  only 
make  whisky  better.  Consider  our 


15-Year  Solera  Reserve,  a  smooth 


marriage  of  whisky  matured  in 
three  casks  (traditional  oak, 
European  oak  and  Spanish  Barricas), 
yielding  a  beautifully  balanced  single 
malt  that  shimmers  with  notes 
of  honey,  vanilla,  spice  and  fruit. 


Solera  Reserve 
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Single  Malt 

SCOTCH      WHISKY 


FAMILY     OWNED     AND     DOMINATED     SINCE      1887 
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FREEDOM. 


The  writing's  on  the  wall.  Collaboration  is  the  key  to  profitability  in  the  New  Economy.  Enterprises  must 
share  information  and  processes  with  the  outside  world.  It's  time  to  harness  the  power  of  your  partners,  vendors, 
customers  and  employees  to  boost  efficiencies,  build  value  and  achieve  competitive  advantage.  But  to  truly 
collaborate,  you  need  freedom  of  choice.  That's  what  we  offer  at  ID.  Edwards.  We  provide  the  only  enterprise-wide 
foundation  that  gives  you  the  freedom  to  choose  the  best  solutions.  So  you  can  run  with  any  idea.  Connect  with 
any  business  partner.  Plug  in  any  application.  And  transform  enterprise  software  from  a  constraining  liability  into 
a  liberating  asset.  Isn't  freedom  amazing?  To  collaborate  and  thrive,  visit  www.jdedwards.com/freedom 
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EDITOR'S  MEMO 


Four  years  ago,  BusinessWeek  introduced 
the  BusinessWeek  50,  our  annual  ranking 
of  the  best-performing  companies  in  the 
Standard  &  Poor's  500-stock  index.  Our  goal 
was  to  capture  the  dynamism  and  growth  that 
are  at  the  core  of  any  successful  company.  We 
systematically  analyzed  each  of  the  500  compa- 
nies to  come  up  with  a  report  card  on  Corpo- 
rate America.  To  celebrate  our  fifth  ranking, 
we've  expanded  our  analysis  into  a  broad  look  at  corporate  perfor- 
mance and  broken  it  out  as  a  Special  Bonus  Issue. 

Our  commitment  to  distinguishing  the  best  from  the  worst  in  Cor- 
porate America  goes  back  much  further.  It  is  at  the  heart  of  our  edito- 
rial mission.  This  year's  Bonus  Issue  complements  what  we  do  week  in 
and  week  out.  Through  skeptical  reporting  and  rigorous  analysis,  we 
attempt  to  cut  through  the  fog  of  stock  market  gyrations  and  manage- 
ment fads  to  figure  out  what's  working  and  what's  not.  The  Business- 
Week 50  provides  readers  with  another  tool  for  making  those  impor- 
tant distinctions. 

As  we  have  since  that  first  issue  four  years  ago,  we're  continuing 
to  fine-tune.  Last  year,  we  introduced  the  BusinessWeek  50  stock  in- 
dex to  let  you  track  the  performance  of  our  roster  weekly  in  the  pages 
of  the  magazine  or  throughout  the  day  by  clicking  on  our  Web  site. 
This  year,  visitors  will  find  an  even  greater  wealth  of  online  infor- 
mation— including  interactive  scoreboards  on  the  BW50,  interviews 
with  select  BW50  CEOs,  company  profiles,  and  stock  screeners — at 
www.businessweek.com/bw50/.  We've  also  added  rich  new  sections  to 
the  print  edition  on  finding  and  investing  in  top  performing  companies 
and  on  corporate  innovation,  where  such  performance  begins.  A  strik- 
ing photo  essay  highlights  10  key  technologies  that  will  make  a  differ- 
ence not  in  our  lives  but  in  the  lives  of  our  great-grandchildren. 

This  issue  is  the  work  of  more  than  30  reporters,  from  our  Corpora- 
tion, Science  &  Technology,  and  BusinessWeek  Investor  staffs.  The  ef- 
fort was  led  by  Assistant  Managing  Editor  Joyce  Barnathan,  Senior 
Editors  Neil  Gross  and  Jeffrey  M.  Laderman,  Associate  Editor  Dan 
Beucke,  and  Corporations  Editor  John  Koppisch.  Scoreboards  Editor 
Frederick  F.  Jespersen  crunched  all  the  numbers.  The  issue  was 
designed  by  Mimi  Park,  assisted  by  Nigel  Cruickshank. 

This  year's  BusinessWeek  50  is  the  most  ambitious  yet.  Enjoy. 
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att.com/homedepot 


AT&T   Integrated   Network  Connection   Service  lets  Home   Depot  manage   inventories 

in  real  time.  Providing  24/7  links  to  the  best  weather  data,  so  building  supplies  can 

get  to  storm-threatened  areas-well  before  the  storm.  Truly  stirring,  isn't  it? 
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Confidence.  Security. 

(You  know,  the  feelings  your  customers  should 
get  when  they  transact  business  on  your  website.) 


CO 
CD 


Trust  online.  Truth  is,  many  customers  still  really  don't  have  it.  Problem  is, 
it's  one  of  the  biggest  impediments  to  realizing  your  e-business  plans. 
At  Ernst  &  Young,  our  CyberProcess  Certification SM  solutions,  including 
WebTrust  ,M  are  among  the  most  recognized-and  respected-in  business. 
When  we  verify  your  processes  for  securing  your  customers'  privacy  and 
confidentiality,  they  will  feel  that  doing  business  with  you  online  is  the  same  as 
sitting  with  you  across  the  table.  It  doesn't  get  any  more  reassuring  than  that. 
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Keeping  Your  Footing 
On  Rockier  Ground 


Once  again,  BusinessWeek  is  proud  to  present  our 
annual  ranking  of  the  50  best-performing  companies  in 
the  Standard  &  Poor's  500-stock  index.  In  many  ways, 
the  BW50  represents  the  best  Corporate  America  has  to 
offer.  In  the  four  years  since  we  started  computing  our  list,  nev- 
er have  the  candidates  been  tested  as  they  have  over  the  past  12  months, 
when  the  economy  slowed  and  the  stock  market  sharply  reversed  its  upward 
course.  And  never  before  has  it  been  more  critical  to  get  at  the  essence  of 
what  makes  a  top  performer. 

Toward  that  end,  we've  broken  this  year's  ranking  out  as  a  special  Bonus 
Issue  devoted  to  corporate  achievement  in  all  its  aspects.  Besides  the  ranking, 
you'll  find  reams  of  data  on  all  500  s&p  companies  and  profiles  of  the  top  50. 
But  that's  just  the  beginning.  This  year,  we're  offering  a  broader  look  at  cor- 
porate performance.  We'll  help  you  figure  out  how  it's  created,  how  to  find  it, 
and  how  to  invest  in  it. 

Investors  will  find  a  road  map  to  identifying  and  investing  in  high-octane 
stocks  in  all  strata  of  the  market.  As  we've  learned  all  too  well  over  the  past 
year,  high-performing  companies  often  have  high-volatility  stocks.  We'll  give 
you  12  rules  for  finding  growth  stocks  with  legs.  We'll  help  you  suss  out 
the  elite  names  in  the  s&p  MidCap  400  Index  as  well  as  the  s&p  SmallCap 
600  Index,  to  add  diversity  to  our  core  BW50  stars.  Particularly  timely  is 
our  piece  on  buying  busted  growth  stocks,  of  which  there  are,  unfortunate- 
ly, many  choices.  We  look  behind  the  s&p  500  and  how  it  evolved  into  a 
growth-stock  index.  And  we  explain  exchange-traded  funds,  the  latest  twist 
in  index  investing. 

A  crucial  element  in  turning  out  top  performance  is  innovation,  so  we 
take  an  in-depth  look  at  exactly  what  that  means.  Success  in  the  post-Inter- 
net age  will  require  almost  continuous  corporate  reinvention.  Companies 
will  have  to  search  for  the  new,  new  thing  in  all  parts  of  the  enterprise.  With 
product  cycles  getting  shorter  and  the  pace  of  technology  gains  growing 
faster,  keeping  a  step  ahead  in  research  and  development  will  continue  to  be 
hugely  important.  We  take  a  look  at  players  that  are  scrambling  to  exploit 
technological  advances  most  of  us  have  barely  heard  of.  There's  Merck  &  Co., 
which  uses  complex  databases  to  ensure  that  each  mystery  of  genetic  coding 
unwrapped  at  one  of  its  150  research  sites  can  be  accessed  by  its  other  sci- 
entists. Or  Texaco  Inc.,  now  part  of  Chevron  Corp.,  which  "mined"  seismic 
data  to  discover  a  1.45-billion-barrel  oil  field. 

In  a  period  when  even  strong  companies  are  struggling  to  eke  out  gains, 
it's  more  important  than  ever  to  find  the  handful  of  stars  that  have  what  it 
takes  to  excel. 
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ith  a  bear  market 
full  cry,  uncertain 
about  the  econon 
rampant,  and  much  of  Corporate  Ameri 
deep  in  hunker-down  mode,  Dennis  Kc 
lowski  might  be  expected  to  be  a  tad  le 
ebullient.  But  the  supremely  self-assured  chief  executive  at  Tyco  International  Ltd.,  wl 
masterminded  $9  billion  worth  of  acquisitions  last  year  and  then  stunned  analysts  in  March 
announcing  he  would  spend  another  $9  billion  to  buy  commercial-finance  giant  CIT  Group,  loo 
on  the  carnage  as  a  call  to  action.  "This  is  a  good  environment  for  Tyco,"  says  the  veteran  de; 
maker.  "There  will  be  more  opportunities  than  there  were  when  the  economy  was  booming 
Naively  upbeat?  Hardly.  The  25-year  Tyco  veteran  frets  that  "we're  dancing  on  the  edge 
a  recession."  But,  after  helping  build  the  conglomerate  from  a  $20  million-a-year  corpora 
also-ran  into  a  $30  billion-a-year  industrial  giant,  Kozlowski  knows  how  to  navigate  rough  w 
ters.  Readying  Tyco  for  tougher  times,  he  recently  rejiggered  the  company's  balance  she 
to  minimize  short-term  high-interest  debt.  He  has  set  aside  an  arsenal  of  cash.  And  he's  rea< 
to  squeeze  manufacturing  costs  in  such  vulnerable  areas  as  electronics  while  relying  on  pr 
saic  but  lucrative  markets  such  as  home-security  services  and  disposable  medical  products 
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generate  strong  sales  growth.  All  the  while,  says  the 
street-smart  Newark  (N.J.)  native,  "we're  focusing  on  ex- 
panding our  market  share  and  growing  our  business." 
Shareholders  have  certainly  profited  from  the  Tyco  chiefs 
go-get-'em  style.  In  the  past  three  years,  the  company's 
stock  has  returned  117%,  including  a  44%  return  in  the 
past  year  alone,  while  Tyco's  earnings  on  a  latest-12- 
months  basis  have  climbed  149%,  to  $4.8  billion,  as  sales 
rose  27%,  to  $30.3  billion. 

SOARING  OIL  PRICES.  Along  with  a  healthy  rise  in  profit 
margins  and  return  on  equity,  Tyco's  impressive  showing 
placed  the  manufacturer  atop  BusinessWeek's  fifth  annu- 
al performance  ranking  of  companies  in  the  Standard  & 
Poor's  500-stock  index.  After  moving  up  from  No.  23  on 
our  list  last  year,  Tyco  leads  a  diverse  bunch  of  companies 
that  have  managed,  despite  the  parlous  times,  to  thrive. 

Indeed,  a  look  at  many  of  the  top  performers  shows 
there's  plenty  of  life  left  in  the  Old  Economy.  This  year's 
BW50  is  heavily  populated  by  companies  that  produce 
familiar  products  or  services,  from  electricity  to  pain  re- 
lievers, but  excel  by  operating  in  novel  ways.  Whether 
they  are  fresh  faces,  such  as  the  Silicon  Valley-based 
utility  Calpine  Corp.,  or  household  names  such  as  Merck 
&  Co.,  these  outfits  have  leveraged  their  tried-and-true 
products  into  healthy  growth  and  even  brighter  promise. 
They're  riding  high  just  as  New  Economy  darlings,  from 
networking  giant  Cisco  Systems  Inc.  (now  No.  66)  to  Mi- 
crosoft Corp. — the  list's  leader  for  the  last  three  years  and 
now  a  disappointing  No.  91 — have  dropped  out  of  the 
BW50,  reflecting  the  newfound  skepticism  about  Techdom 
and  the  retrenchment  in  the  PC  market.  Microsoft  lost  a 
stunning  34%  for  its  shareholders  last  year. 

In  fact,  just  15  companies  from  the  technology  and 
telecom  worlds  made  the  list  this  year.  A  year  ago,  with 
the  tech  frenzy  at  its  height,  fully  24  of  the  top  50  hailed 
from  these  groups.  Over  the  past  year,  all  24  watched 
their  stock  prices  drop  by  double-digit  rates.  Five  also 
suffered  earnings  declines.  Conversely,  not  one  fuel  com- 
pany broke  onto  the  roster  last  year;  this  year,  as  oil 
prices  soared,  nine  made  the  list.  And  only  six  banks  or  fi- 
nancial-services firms  showed  up  in  the  top  50  in  2000. 
The  tally  this  year:  11,  reflecting  the  strong  market  for 
initial  public  offerings  for  much  of  last  year.  All  in  all,  37 
members  of  the  Class  of  '01  are  newcomers,  marking 
the  highest  turnover  since  the  list  was  created  in  1997. 
Six  of  these — No.  3  Calpine  and  No.  4  Dynegy  Inc.,  for  ex- 
ample— weren't  eligible  a  year  ago  because  they  were 
added  to  the  S&P  500  only  in  the  past  year. 

As  our  ranking  so  starkly  shows,  no  one  is  guaranteed 
a  safe  haven  in  today's  tumultuous  economy — but  there's 
still  plenty  of  room  for  the  swift,  the  smart,  and  the 
lucky  to  thrive.  And  many  of  2001's  fast  climbers  traveled 
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far  in  the  past  year.  Most  dramatic 
case  in  point:  Anadarko  Petroleum 
Corp.,  ranking  372  among  the  s&p  500 
by  our  performance  criteria  a  year  ago, 
soared  to  the  No.  2  spot  in  this  year's 
tally.  While  just  plumb  lucky  to  have 
natural-gas  prices  skyrocket,  Anadarko 
Chief  Executive  Officer  Robert  J.  Alli- 
son Jr.  was  superbly  positioned  to  take 
advantage  of  those  high  prices  thanks 
to  a  series  of  savvy  acquisitions,  in- 
cluding last  year's  $4.4  billion  purchase 
of  rival  Union  Pacific  Resources.  Al- 
ready the  world's  largest  independent 
exploration-and-production  company 
and  the  most  active  driller  in  North 
America,  Anadarko  is  still  out  shop- 
ping. In  February,  the  company  agreed 
to  buy  Canadian  natural-gas  power- 
house Berkley  Petroleum  Corp.  for  $1.1 


billion.  Crows  Allison:  "Natural  gas  is 
and  will  continue  to  be  in  tremendous 
demand  in  North  America." 

Aggressiveness  comes  naturally  to 
the  outfits  that  make  up  the  BW50, 
but  they've  also  won  their  place  in  the 
sun  by  demonstrating  tremendous  con- 
sistency. While  our  list  sizes  up  short- 
term  winners,  it  gives  pride  of  place  to 
companies  whose  successes  endure.  It's 
not  just  a  tally  of  those  that  boast  the 
biggest  revenues  or  the  hottest  stocks, 
but  rather  it  targets  outfits  that  per- 
form at  the  top  of  the  pack  for  both 
one-year  and  three-year  periods,  mak- 
ing their  marks  through  growth  in 
sales,  profits,  and  return  to  sharehold- 
ers. We  also  look  at  net  margins  and 
return  on  equity  to  see  which  compa- 
nies make  the  most  of  their  operations, 


and  we  weight  the  results  for  sa 
volume.  The  upshot:  a  list  that  she 
who's  driving  their  top  and  bottom  li 
hardest  and  providing  the  best  p 
back  for  shareholders. 
SMART  MOVES.  And  which  compar 
are  the  most  consistent  of  the  con 
tent?  Only  five  have  made  the  BV 
each  year  since  we  started  the  list 
1997— EMC  (No.  12  this  year),  Sun 
crosystems  (No.  29),  Merck  (No.  i 
Morgan  Stanley  Dean  Witter  (No. 
and  Tellabs  (No.  43).  Scratch  the  surf 
of  each  and  you'll  find  managers  v 
keep  their  eyes  trained  on  what  th 
companies  do  best.  Whether  it's  dm 
particular  kinds  of  computers,  finan 
services,  or  telecommunications  g« 
these  companies  seldom  depart  fr 
their  tightly  scripted  missions. 


WHY  THE  CLASS  OF  2000  GOT  MARKED  DOWN 
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The  rout  in  the  markets  hasn't  been  kind  to  the 
growth-oriented  slice  of  Corporate  America  that 
makes  up  much  of  the  BW50.  For  the  first  three 
years  of  its  existence,  our  list  of  the  hottest  performers  of 
the  s&P  500-stock  index  handily  outpaced  the  pack.  A  year 
ago,  for  example,  the  BW50  had  logged  a  29.2%  gain  com- 
pared with  11.5%  for  the  s&P  500.  But  the  bw  Class  of  '00 
fell  far  short.  From  Feb.  29,  2000,  through  Feb.  28,  2001, 
the  stocks  in  this  elite  group  produced  a  25%  loss  for  share- 
holders. By  contrast,  the  s&p  500  lost  just  8%,  while  the 
Dow  Jones  industrials  eked  out  a  4.5%  gain.  The  only  conso- 
lation: The  tech-heavy  Nasdaq  composite  fared  far  worse, 
suffering  a  stomach-churning  53%  slide.  (Feb.  28  is  the  cut- 
off date  for  most  of  the  data  used  to  compute  the  BW50.) 

How  could  the  mighty  have  fallen  so  far?  Well,  our  list 
captures  many  of  the  fastest-growing  companies — at  both 
the  one-year  and  three-year  performance  levels — in  the 
broad  s&P  500.  And  in  recent  years,  Standard  &  Poor's  has 
loaded  up  the  index  with  more  technology  companies.  Not 
surprisingly,  it  was  teenies  such  as  Microsoft  (the  2000  list 
leader),  Cisco  Systems  (last  year's  No.  3),  and  Lucent 
Technologies  (formerly  No.  10)  that  shone  most  brightly  as 
the  bull  market  raged.  Last  year, 
the  BW50  included  24  high-tech 
companies,  spread  across  office 
gear,  computers,  telecommunica- 
tions, and  electronics. 

Given  the  price-earnings  multi- 
ples on  some  of  those  stocks,  a 
slackening  in  the  upward  pace  was 
inevitable.  When  we  put  together 
last  year's  BW50,  Cisco  was  sell- 
ing for  147  times  earnings,  while 
Oracle  fetched  152.  Indeed,   tech 
stocks  have  been  hammered  over 
the  past  year.  Not  surprisingly, 
the  BW50  index  headed  south, 
too.  Microsoft's  shareholder  return 
over  the  past  year  was  a  negative 
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34%,  while  Cisco  cost  its  investors  64%,  and  Lucent  lost  79 
for  its  shareholders.  These  fading  stars  are  still  disappointi 
investors.  Since  the  end  of  February,  the  stock  value  of  th 
BW50  Class  of  '00  had  fallen  8.3%  more  as  of  Mar.  19.  By 
contrast,  the  s&p  500  fell  5.6%  more  during  that  period,  an< 
the  Dow  dropped  5.1%.  The  Nasdaq  plunged  9.3%  during 
that  time. 

The  lessons  of  the  past  year  go  much  deeper  than  a  mi 
shift  of  market  focus.  As  the  tech  bubble  burst,  it  raised 
fundamental  questions  about  plenty  of  former  market  dar 
lings.  Take  Lucent:  Its  storied  roots  in  Bell  Laboratories 
have  proven  irrelevant  to  that  troubled  outfit's  future 
prospects.  A  victim  of  a  suddenly  saturated  market,  man- 
agement turmoil,  and  questions  about  its  accounting  prac- 
tices, Lucent  has  sunk  to  No.  371. 

That's  why  the  most  important  lesson  for  investors  may 
be  the  need  to  look  behind  the  numbers — no  matter  where 
they  find  their  stocks.  Many  who  flocked  to  high-flying  tec] 
stocks  merely  because  of  their  seemingly  unstoppable  up- 
ward momentum  will  rediscover  the  importance  of  fundam 
tal  analysis — much  of  which  can  be  accomplished  with  the 
nancial  data  in  our  ranking  tables.  Indeed,  strong 

performance  across  a  range  of  mea- 
sures— including  consistent  earning 
growth,  operating  efficiency,  and  th 
wise  use  of  capital — will  always  re- 
main at  the  heart  of  top-flight  perfi 
mance.  The  innovation  that  the  Cis 
and  Microsofts  showed  on  the  way 
will  now  determine  how  quickly  th< 
rebound.  And  a  new  class  of  BW50 
stars  will  face  its  own  challenges. 
Like  the  economy,  the  BW.r>0  is 
never  static.  But  as  growth  slows  d 
matically,  the  question  of  who  will  r 
to  the  top  becomes  more  than  a  ma 
ter  of  bragging  rights.  These  days, 
also  a  case  of  survival  el"  the  fittest 

By  Joseph  Weber  in  Chin 
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X  its  heart,  the  BW50  is  a  growth- 
k  list  and  last  year,  of  course,  was 
ad  time  to  be  a  growth  stock.  So 
roster  wasn't  immune  to  the  whip- 
ing  taking  place  in  the  economy 
the  markets.  As  a  measure  of  just 
'  iffy  the  investment  art  has  be- 
e,  investors  who  plowed  money 

all  top  50  in  the  Class  of  2000 
ild  have  lost  dearly.  Last  year's 
50  plunged  25%  in  the  12  months 
ed  Feb.  28,  the  cut-off  date  for 
t  of  the  figures  used  in  the  rank- 
.  Meanwhile,  the  Dow  Jones  in- 
.rial  average  rose  4.5%  during  that 
od  and  the  s&P  500  overall  lost  8%. 
:ourse,  market  players  could  have 
9  far  worse,  too:  the  tech-heavy 
daq  composite  index  saw  53%  of 
'alue  vanish.  Since  the  end  of  Feb- 
y,  things  haven't  gotten  any  better: 
t  year's  BW50  lost  another  8.3% 
f  March  19.  To  begin  tracking  this 
m  BW50,  consult  BusinessWeek 
ine  for  daily  updates  or  turn  to  the 
ires  of  the  Week  page  in  the  back 
ie  magazine  each  week. 
he  techs  that  endured  on  the  BW50 
■so  by  making  some  smart  moves. 
Ide  ceo  Lawrence  J.  Ellison,  for  in- 
ce,  was  able  to  deliver  a  363%  total 
rn  to  shareholders  over  the  past 
e  years  by  rebuilding  his  company's 
ware  to  make  it  more  Net-friendly 
1  by  carefully  slimming  down  his  or- 
zation.  Last  year's  result:  a  15% 
i  in  sales  to  $10.7  billion  and  a  372% 

in  profits — largely  due  to  a  one- 
;  sale  of  company  stock — to  $6.8 
on.  Oracle  finished  at  No.  10,  down 
l  No.  4  last  year. 

ither  stalwarts  have  used  mergers 
uild  their  reach,  aol  Time  Warner 

38),  for  instance,  is  betting  that  its 
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newfound  breadth  will  let  it  bridge 
the  New  and  Old  Economies  and — un- 
like so  many  all-but-forgotten  dot- 
coms— it  is  making  money  at  it.  Time 
Warner's  embrace  of  the  "golden  fran- 
chise" that  ceo  Gerald  M.  Levin  saw 
in  America  Online  Inc.  is  making  for  a 
refreshingly  new  corporate  animal. 
This  consumer  powerhouse  boasts  a 
staggering  130  million  subscriptions 
through  AOL,  HBO,  Time,  and  Time 
Warner  Cable,  and  its  smart  use  of 
the  Net  is  driving  more  expansion. 
AOL  is  now  the  company's  top  genera- 
tor of  subscribers  for  Time  publica- 
tions. "It's  not  a  media  company  any- 
more," Levin  says.  "It's  truly  a 
one-of-a-kind  company."  The  merger 
took  effect  in  January,  so  the  compa- 
ny's ranking  is  based  on  America  On- 
line's  financial  performance. 
TIMELY  EXPANSION.  Still  other  merged 
powerhouses  on  the  list  have  proven 
to  be  elephants  that  can  dance.  Con- 
sider Exxon  Mobil  Corp.,  which  skipped 
from  No.  150  last  year  to  No.  44  today. 
The  world's  biggest  oil  company  com- 
bines titanic  strength  and  reach  with 
operating  grace.  Shareholders  have  en- 
joyed a  nearly  36%  return  over  the 
past  three  years  on  this  $211-billion-a- 
year  operation,  while  seeing  it  garner 
an  extraordinary  $16  billion  in  profits 
last  year.  No  doubt,  soaring  oil  prices 
are  the  principal  reason  Exxon  Mobil 
has  been  flush  lately.  But  it  wouldn't 
have  done  nearly  so  well  had  it  not 
downsized  during  much  of  the  '90s  to 
hone  its  profitability,  and  then  launched 
a  timely  expansion  effort,  ceo  Lee  R. 
Raymond  is  now  ramping  up  capital 
spending  to  cash  in  on  hefty  oil  prices. 
Keeping  the  growth  coming  in  the 
face  of  uncontrollable  factors — whether 
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oil  and  gas  prices  or  the  financial  mar- 
kets— will  be  a  Herculean  challenge  for 
many  of  this  year's  stars.  The  savviest 
outfits  are  all  too  aware  of  the  need 
to  structure  themselves  to  manage  for 
the  unpredictable.  Companies  such  as 
Dynegy  Inc.,  a  wholesale  marketer  of 
natural  gas  and  electricity,  have  a  nat- 
ural edge  over  most  of  the  plain-vanil- 
la energy-producing  companies.  Dynegy 
can  thrive  whether  prices  move  up  or 
down  because  its  business  turns  on 
buying  and  selling  commodities  while 
using  complex  financial  derivatives  to 
manage  risk.  "Our  earnings  aren't  as 
much  dependent  on  the  absolute  price 
of  the  commodity  as  they  are  on  volatil- 
ity," says  Dynegy  ceo  Chuck  Watson. 
"When  there's  a  lot  of  confusion  or  a  lot 
of  uncertainty  about  market  supply  and 
demand,  we've  positioned  Dynegy  [to 
be]  the  preferred  supplier  in  the  coun- 
try." And  he  doesn't  apologize  for  prof- 
iting on  the  current  shortage  of  elec- 
tricity, a  trend  he  says  he  prepared  his 
company  for  five  years  ago.  "You're 
supposed  to  be  rewarded  for  seeing 
gaps  in  the  market  and  filling  those 
gaps,"  Watson  says. 

Indeed,  the  best  managers  know  that 
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These  five  companies  made  the  BW  50 
every  year  since  its  start  in  1997. 

GROWTH  IN 
NET  INCOME, 


COMPANY  ('01  RANK) 

1996-2000 
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403%* 

EMC  (12) 

291 

TELLABS  (43) 

290 
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146 

MERCK  (30) 

104 

*Based  on  Dean  Witter  earnings  only  for  1996 
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feasts  are  almost  inevitably  followed 
by  famine  and  they  prepare  according- 
ly. For  some,  that  means  reining  in 
their  natural  appetites  for  expansion 
and  keeping  financial  discipline  in  mind. 
Consider  Amerada  Hess  Corp.,  No.  18. 
Late  last  year,  ceo  John  B.  Hess  quit 
the  bidding  for  the  British  oil-and-gas 
firm  Lasmo  when  the  auction  grew  too 
rich,  letting  it  go  to  Italy's  Eni  for  $4 
billion.  He'd  rather  go  for  smaller  fry 
that  can  promise  him  a  bigger  return, 


such  as  LLOG  Exploration  Co.,  wl 
Hess  agreed  on  Feb.  20  to  acquire 
$750  million.  While  planning  more  d 
to  build  his  midsize  oil-and-gas  oi 
into  an  international  force,  Hess 
gues  that  those  who  succeed  in 
business  will  avoid  the  temptatior 
overpay  for  reserves.  "Energy 
turned  the  corner  in  improving  its 
nancial  performance,"  the  CEO  arg 
"Certainly,  it's  been  helped  by  a  hig 
commodity-price  environment  t 
should  last  a  couple  years,  but  alsc 
some  major  changes  in  financial  d: 
pline.  We're  much  more  selective  a! 
how  we  invest." 
PLUCK  AND  INNOVATION.  The  con 
nies  destined  for  still  more  rol 
growth  are  those  that  can  cash  in 
current — and  potentially  fleeting- 
vantages  while  laying  the  groundw 
for  less  happy  times.  CEO  Pt 
Cartwright,  of  the  San  Jose  (Cal 
based  electricity  supplier  Calpine, 
vaulted  to  prominence  because  his  o 
pany  is  working  overtime  to  meet 
home  state  power  needs — but  he's 
looking  far  beyond  California.  The  i 
billion-a-year  supplier  has  managed 
reward  shareholders  with  a  dazzl 


GREAT  PERFORMANCES,  AND  HOW  TO  MEASURE  THEM 


What  makes  a  company  a  top  corporate  performer? 
Obviously,  it  must  have  a  record  of  strong  earnings 
and  revenue  growth,  and  a  stock  price  to  match. 
But  what  about  return  on  equity?  Or  efficiency?  Four  years 
ago,  BusinessWeek  decided  to  take  a  more  rigorous  ap- 
proach to  measuring  performance.  That's  when  we  intro- 
duced the  Performance  Rankings  and  their  centerpiece,  the 
BusinessWeek  50 — our  list  of  the  best  overall  achievers 
among  the  Standard  &  Poor's  500  companies.  The  aim  was 
to  give  readers  something  more  useful  than  simple  rankings 
that  list  companies  by  annual  revenues  or  market  capitaliza- 
tion. Instead,  we  created  a  dynamic,  growth-oriented  mea- 
sure that  would  identify — and  reward — companies  that  con- 
sistently outperformed  their  peers. 

Nine  ingredients  go  into  our  Performance  Rankings.  We 
begin  with  two  of  the  most  important  factors  that  investors 
use  to  judge  performance:  revenue  growth  and  earnings 
growth.  Next,  we  add  total  returns — stock-price  movement 
plus  dividends — which  is  a  key  measure  of  how  well  man- 
agement is  performing  for  shareholders.  Since  it  is  much 
harder  to  maintain  steady  growth  than  to  sprint  for  a  few 
quarters,  we  tally  all  three  of  these  crucial  rates  over  both 
one-  and  three-year  time  spans.  Then  we  mix  in  two  key  in- 
dicators of  how  efficiently  management  uses  its  assets:  net 
margins  and  return  on  equity,  both  for  one  year.  After  all, 
what  good  is  growth  if  it  doesn't  pay  off  financially?  Those 
calculations  are  based  on  financial  information  available  as  of 
Feb.  28,  and  the  closing  stock  prices  on  that  date.  Finally, 
to  recognize  that  it's  easier  for  small  companies  to  score  big 


: 


percentage  gains  than  it  is  for  big  companies,  we  weight 
results  by  sales  volume.  We  evaluate  each  company  in  th< 
s&p  500,  which  represents  nearly  80%  of  the  market  valu 
of  U.  S.  stocks.  Standard  &  Poor's  Corp.  is  owned  by  Th< 
McGraw-Hill  Companies,  which  also  owns  BusinessWeek 

The  process  doesn't  stop  there.  We  also  give  letter 
grades  to  each  of  the  500  companies,  based  on  how  well 
they  performed  against  other  companies  in  each  category 
For  each  Performance  Ranking  measure,  the  top  20%  of 
companies  earn  an  A,  the  next  20%  get  a  B,  and  so  on,  do 
to  the  F's  in  the  bottom  20%.  The  handful  of  s&P  compan 
for  which  data  isn't  available  gets  incompletes.  Keep  in 
mind  that  a  company  that  blows  out  the  stops  in  one  cat 
gory — say,  earnings  growth — but  scores  a  B  in  another 
can  wind  up  with  a  higher  overall  ranking  than  an  outfit 
that  scores  straight,  but  less  spectacular,  As.  Finally,  to  s 
how  the  companies  stack  up  against  their  peers,  we  breal 
the  overall  rankings  down  by  industry.  Those  Industry 
Rankings  provide  the  numbers  behind  the  Performance 
Rankings. 

Our  goal  is  to  provide  a  sophisticated  look  at  how  thes< 
companies  really  compare.  Who  had  the  best  three-year 
shareholder  return?  The  worst  net  margin?  The  result  is 
detailed  corporate  report  card.  At  the  bottom  an1  the  sla< 
ers,  whose  managers  probably  should  be  doing  a  lot  more 
homework.  At  the  top  are  the  stars.  Their  only  worry:  he 
to  stay  on  the  dean's  list  as  a  sliding  economy  turns  the 
performance  test  into  a  real  grind. 

/>'//  John  Koppiscli  in  Nciv  Y< 
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2%  return  over  the  past  three 
re  as  it  grew  into  a  national  whole- 
r  of  power.  Cartwright  has  been 
f  building  a  nationwide  grid  of  gas- 
I  power  plants  to  sell  energy  to 
ties  and  municipalities  across  the 
itry.  He  figures  he  can  ride  the 
Bgulation  wave  in  electricity  by 
ding  gas  turbines  that  are  efficient 
don't  sully  the  environment  (page 
.  "The  whole  idea  of  deregulation  is 
)wer  the  cost  of  electricity  and  re- 
;  pollution,"  Cartwright  says.  "Our 

is  not  to  be  opportunistic  and  get 
nd  get  these  high  prices.  It's  to  be 
lowest-cost  energy  provider." 
ven  in  industries  that  lagged,  there 
e  the  occasional  stars,  companies 

thrived  by  their  own  pluck  and 
vation.  Just  look  at  retailing,  which 
d  a  challenging  year  in  2000  as  con- 
ers  began  cutting  back.  Bed  Bath 
leyond  Inc.  managed  to  buck  the 


industry  trend,  climbing  aboard  the  list 
at  No.  49.  Profiting  from  the  robust 
homebuilding  market,  the  chain  has 
grown  like  topsy,  expanding  from  191 
stores  in  May,  1999,  to  312  today— a 
faster  pace  than  that  of  Wal-Mart 
Stores  Inc.  or  Home  Depot  Inc.  The 
key  to  its  success  is  its  ability  to  meet 
the  needs  of  local  markets.  Instead  of 
serving  up  cookie-cutter  stores,  bb&b 
tries  to  give  each  location  its  own  look 
and  allows  store  managers  to  do  their 
own  ordering.  "We've  always  been  an 
unconventional  retailer,"  says  Warren 
Eisenberg,  the  chain's  70-year-old  co- 
CEO.  "Most  companies  build  a  proto- 
type store  and  from  then  on  every- 
thing they  build  is  all  laid  out  the  same. 
We  don't  have  a  prototype  store  and 
don't  want  one.  We  opened  70  stores 
last  year,  some  20,000  square  feet  and 
some  90,000  square  feet.  Each  store 
has  its  own  personality." 


This  year's  stars  have  shown  that 
managing  well  often  means  managing 
flexibly,  being  able  to  ratchet  down 
when  changed  economic  conditions  call 
for  it.  Just  how  well  the  Class  of  2001 
does  in  lackluster  times — and  how 
much  their  internal  processes  can 
adapt — will  go  far  in  determining 
whether  they'll  reappear  on  future 
BW50  lists.  Few  credit-card  compa- 
nies, for  example,  are  inclined  to  cut 
back  on  their  ruthlessly  competitive 
offers  of  credit  even  to  hard-pressed 
consumers.  But  those  that  manage  to 
thrive  will  have  systems  in  place  to 


TOTAL  RETURN  The  best  and  worst  in  shareholder  returns 


'TEN  (ONE-YEAR) 

PERCENT  INCREASE 

1THS0UTH                   226.6% 

BOTTOM  TEN  (one-year) 

PERCENT  DECREASE 
BROAOVISION                       -91.4% 
CONEXANT  SYSTEMS              -87.5 

TOP  TEN  (THREE-YEAR) 

PERCENT  INCREASE 

CALPINE                           2142.4% 

BOTTOM  TEN  (THREE-YEAR) 

PERCENT  DECREASE 

XEROX                                -85.3% 

BOK  INTERNATIONAL 

220.0 
187.1 
187.1 
186.9 
163.7 

APPLIED  MICRO  CIRCUITS 

1041.2 

J.C.  PENNEY 

-73.1 

IED  WASTE  INDUSTRIES 

YAHOO 
NOVELL 

-85.1 
-82.0 

QUALCOMM 

780.0 

CONSECO 

-68.6 

i RESOURCES 

NETWORK  APPLIANCE 

706.7 

AMERICAN  GREETINGS 

-68.1 

|p  CARE 

JDS  UNIPHASE 

-79.7 

VERITAS  SOFTWARE 

670.7 

HERCULES 

-67.6 

ET  HEALTHCARE 

LUCENT  TECHNOLOGIES 

-78.9 

QLOGIC 

645.1 

McDERMOTT  INTERNATIONAL 

-66.1 

LIP  MORRIS 

156.0 
147.6 

QLOGIC 

-76.0 

MERCURY  INTERACTIVE 

575.9 

CENDANT 

-65.1 

WS 

CITRIX  SYSTEMS 

-75.3 

AOL  TIME  WARNER 

480.4 

DANA 

-64.6 

DINAL  HEALTH 

143.1 

BROADCOM 
GATEWAY 

-75.0 
-75.0 

AMGEN 

442.6 

QUINTILES  TRANSNATIONAL 

-63.2 

iHINGTON  MUTUAL 

140.0 

SCIENTIFIC-ATLANTA 

438.9 

THOMAS  &BETTS 

-62.5 

ompustat,  provided  by  Standard  &  Poor's  Institutio 

nal  Market  Services 
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protect  them  from  unacceptably  high 
losses.  Providian  Financial  Corp.,  for 
instance,  caters  to  high-risk  credit- 
card  users  and  it  soared  from  No.  76 
last  year  to  No.  6,  largely  by  keeping 
its  cardholders  from  running  up  un- 
manageable balances,  ceo  Shailesh  J. 
Mehta,  a  statistics  whiz  with  a  doc- 
torate in  computer  science,  has  de- 
ployed sophisticated  models  that 
dictate  just  how  much  risk  is  ac- 
ceptable among  his  16  million  cus- 
tomers. He's  now  paying  close  at- 
tention to  a  delinquency  rate  that 
climbed  from  6.7%  to  7.5%  in  the  last 
three  months  of  2000.  Providian 
staffers  are  carefully  noting  when  cus- 
tomers suddenly  start  taking  cash  ad- 
vances or  use  their  accounts  too  liber- 
ally, and  they  can  freeze  or  lower  lines 
of  credit  swiftly.  "That  approach  works 
whatever  kind  of  economic  environ- 
ment you're  in,"  says  Providian  Chief 
Financial  Officer  David  J.  Petrini. 
REFINANCING  BOOM.  Another  alterna- 
tive, of  course,  is  to  build  upon  your 
strengths  and  expand  into  new  but  re- 
lated areas.  Capital  One  Financial 
(No.  21)  is  busy  getting  Europeans  and 
South  Africans  hooked  on  credit  cards. 
And  it's  pushing  to  broaden  its  car- 
loan  business.  "If  we  play  our  cards 
right — and  the  pun  is  intended — we 
can  leverage  our  success  in  credit  cards 
to  ride  this  marketing  method  into 
many  new  industries,"  says  President 
Nigel  W.  Morris. 

Most  financial-services  managers  are 
expecting  that,  despite  their  best  ef- 
forts, growth  is  bound  to  slow  this  year. 
But  they're  anticipating  that  Federal 
Reserve  Chairman  Alan  Greenspan  will 
keep  cutting  interest  rates — moves  that 
will  particularly  help  some  lenders. 


\ 


Household  International,  the  second- 
mortgage  powerhouse  that  leaped  from 
No.  62  on  last  year's  list  to  No.  34, 
stands  ready  to  gain  big  from  home- 
owner refinancing.  "Lower  interest 
rates  will  help  us  if  the  economy  gets 
much  worse,"  says  Household  CEO 
William  F.  Aldinger. 

For  the  big  financial  supermarkets 
that    have    surged    into    this    year's 


RESISTING  THE 
TEMPTATION  TO  BUY| 
ITS  WAY  TO  GROWTI 
MERCK  RELIED  ON 
LABS  TO  TURN  OUT 
BLOCKBUSTER  DRUU 


BW50,  the  slower-growth  environ 
could  be  especially  problematic, 
panies  such  as  FleetBoston  Fina 
(No.  15)  are  contending  with  the 
threats  of  declining  markets  and  si 
ing  loans.  That's  partly  why  FN 
Boston  sold  $1.3  billion  worth  of  p| 
lem  loans  last  year  for  less  tha: 
billion.  Fleet  must  also  deal  wi 
slowdown  in  high-tech  initial  publi 
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500  SALES  The  best  and  worst  in  sales  performance 


TOP  TEH  (ONE-YEAR) 


IDS  UNIPHASE 

PERCENT  INCREASE 
291% 

BROADVISION 

258 

ONEOK 

222 

ANADARKO  PETROLEUM 

221 

CALPINE 

178 

APPLIED  MICRO  CIRCUITS 

158 

GLOBAL  CROSSING 

154 

ENRON 

151 

DUKE  ENERGY 

127 

SIEBEL  SYSTEMS 

121 

BOTTOM  TEN  (one  year) 

PERCENT  DECREASE 
QUALCOMM  -33% 

McDERMOTI 
CSX 

CABLETRON 
NOVELL 
BRIGGS&S 
CENDANT 
PACCAR 
NAVISTAR  IK 
PARAMETRIC TE    if,  i 


McDERMOTT  INTERNATIONAL 

-29 

CSX 

-21 

CABLETRON  SYSTEMS 

-18 

NOVELL 

-16 

BRIGGS&STRATTON 

-13 

CENDANT 

-13 

PACCAR 

-12 

NAVISTAR  INTERNATIONAL 

-12 

TOP  TEN  (THREE-YEAR) 


PERCENT  INCREASE 
BROADCOM                             204.8% 

GLOBAL  CROSSING 

198.9 

JDS  UNIPHASE 

166.3 

YAHOO 

153.1 

BROADVISION 

145.9 

KING  PHARMACEUTICALS 

141.7 

SPRINT  PCS  GROUP 

127.5 

VERITAS  SOFTWARE 

121.2 

DEVON  ENERGY 

117.0 

ANADARKO  PETROLEUM 

112.8 

BOTTOM  TEN  (THREE-YEAR) 

PERCENT  01 

McDERMOTT  INTERNATIONAL 

TEKTRONIX 

RALSTON  PURINA 

THERMO  ELECTRON 

DELUXE 

ALLEGHENY  TECHNOLOGIES 

HALLIBURTON 

HOMESTAKE  MINING 

TRICON  GLOBAL  RESTAURANTS 

CONSOLIDATED  STORES 


Data.  Compustat,  provided  by  Standard  &  Poor's  Institutional  Market  Services 
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In  a  market  like  this,  what  investors  need  most  is  objectivity.  At 
Prudential,  we  build  objectivity  into  everything  we  do.  That's  why  we've 
taken  important  steps  aimed  at  giving  our  research  analysts  the  most 
independent  perspective  on  Wall  Street.  You'll  know  that  our  research 
team  has  only  one  guiding  interest:  you,  the  individual  investor. 


Quality  research.  In  black  and  white. 

Each  month,  the  P.S.I.  Select®  List 
brings  you  some  of  our  analysts'  top 
stock  picks — and  the  reasoning  behind 
them.  Our  popular  commentary, 
Investor  Weekly,  includes  technical 
analysis,  economic  forecasts,  and  asset 
allocations  to  provide  the  context 
for  successful  investing. 

"There's  a  convergence  occurring 
between  cellphones  and 
handheld  devices  that 
could  create  excellent 
opportunities  for 
some  pure  appliance 
companies..." 

Kimberly  Alexy,  Computer 
Hardware  Analyst 

Up-to-the-minute  analysis.  Online. 

Each  day,  thousands  of  investors  visit 
prudential.com  for  daily  analysis  on 
events  unfolding  in  markets  around  the 
world.  Make  prudential.com  your  home 
page  for  breaking  news,  plus  stock, 
bond  and  Treasury  market  commentary 
updated  three  times  daily. 


"Retail  stocks  have  been  suffering 
from  a  cyclical  slowdown.  But 
the  prospect  of  lower  interest 
rates,  declining  oil 
prices,  and  a 
potential  tax  cut 
could  have  a 
positive  impact. . . " 

Wayne  Hood,  Retail  Analyst 

Sound  advice.  Face-to-face. 

If  you're  looking  for  personalized 
guidance,  talk  to  a  Prudential  Securities 
Financial  Advisor.  Our  Financial  Advisors 
help  turn  quality  research  into  objective 
advice  that's  based  on  your  specific 
goals,  risk  tolerance  and  investment 
time  horizons. 

For  a  free  research  report, 
or  to  find  a  Financial 
Advisor  near  you,  call: 

1-800-THE-ROCK 

ext.  5111      prudential.com 


(»  Prudential 


),  Institutional  Investor  surveyed  more  then  700  institutions  covering  82  industries.  Scoring  is  bosed  on  the  number  of  votes  owarded  to  each  analyst.  Scores  are  weighted  based  on  the  size  of  the  voting 
i  and  the  place  that  the  institution  awarded  to  each  analyst.  Results  represent  the  experience  of  only  those  institutions  surveyed.  *  Selected  from  some  3,330  onolysfs  at  nearly  220  firms  by  first  Coll  Corp  a 
hnonciol  company,  on  the  basis  of  their  stock  recommendations  and  earnings  forecasts  for  1 999.  tie  Wall  Street  Journal's  Best  on  the  Street  2000  Analysts  Survey  (July  2  5)  and  Ihe  Wall  Street  Journal  are 
ks  of  Dow  Jones  LP,  Inc.  Past  performance  is  not  indicative  of  future  results.  There  is  no  ossurance  any  forward-looking  statements  will  be  obtained.  ©  01/01  Securities  products  ond  services  offered  throuqh 
il  Securities  Incorporated,  199  Water  Street,  New  York,  NY  10292,  member  SIPC,  a  Prudential  company. 


FINANCIAL-SERVICES  GIANTS  SUCH 
AS  FLEETBOSTON  GOT  STRONGER 
AS  THEY  DIVERSIFIED  THEIR 
SERVICES.  NOW  THEY  MUST  SHOW 
THEY  CAN  KEEP  THOSE  GAINS 
AMID  SOURING  LOANS  AND 
WEAKENING  MARKET 


ferings  at  its  Robertson  Stephens  in- 
vestment bank. 

As  they  scout  around  for  ways  to 
keep  the  good  times  rolling,  some  com- 
panies will  shun  the  diversification  and 
acquisition  routes.  More  than  ever, 
tough  times  will  mean  sticking  to  their 
knitting.  Merck,  for  instance,  has  late- 
ly stood  outside  the  pack  in  pharma- 
ceuticals by  eschewing  big  purchases 
or  mergers.  Instead,  the  company  is 
relying  on  its  own  labs  to  churn  out 
blockbuster  drugs.  As  such  big  sell- 
ers as  the  hypertension  drug  Vasotec 
have  gone  off  patent,  for  example, 
Merck  has  been  able  to  turn  to  novel 
medicines  such  as  the  arthritis  pain 
reliever  Vioxx,  expected  this  year  to 
top  $3  billion  in  sales.  In  all,  the  com- 
pany's labs  have  created  15  new  med- 
icines in  the  past  six  years  that  have 
helped  to  drive  sales  up  to  $40.4  billion 
while  giving  shareholders  a  three-year 
return  of  32%.  Merck  now  spends  $2.8 
billion  a  year  on  research  and  devel- 
opment. "We  knew  we  were  on  the 
right  track"  without  major  acquisi- 
tions, says  Merck  ceo  Raymond  V. 
Gilmartin.  "We  don't  think  there's  a 


scale  advan- 
tage once  you 
get   beyond    a 
particular  size." 

In  some  cases, 
getting  jilted  by  a 
prospective  acquirer 
has  turned  out  to  be 
healthy.  Alza  Corp.,  the 
boutique  drug-delivery-sys- 
tem outfit,  was  supposed  to 
be  swallowed  up  by  Abbott 
Laboratories  in  1999  but  was 
left  standing  at  the  altar  after 
the  merger  ran  into  regulatory 
problems.  Spurred  by  that  disappoint- 
ment, the  company  stepped  up  its  in- 
troduction of  new  products — including  a 
few  new  pharmaceuticals — that  helped 
vault  it  from  lowly  No. 280  on  our  list 
in  2000  to  No.  27  now.  By  developing 
such  products  as  Concerta — a  popular 
new     controlled-release     form     of 
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TOP  TEN  (ONE-YEAR) 
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BURLINGTON  RESOURCES  67400% 
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SPRINT  PCS  GROUP 

-$1868.0 
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CONSECO 
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AMERICAN  HOME  PRODUCTS 

-$901.0 
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-$766.0 

NEXTEL  COMMUNICATIONS 

-$711.0 

BROADCOM 

-$693.4 

Data:  Compustat,  provided  by  Standard  &  Poor's  Institutional  Market  Services 


methylphenidi 
the  drug  used  in  Ritali 
along  with  drug-delivery 
terns   such   as   the    NicoDe 
patch,  Alza  pushed  its  sales  up  2 
last  year  to  $989  million  and  has  rac 
up  a  110%  return  for  shareholders  o 
the  past  three  years. 
"FOCUSED  STRATEGY."  Home  run  pr 
ucts  can  drive  smaller  players  to  st 
dom.  Consider  Forest  Laboratories  I 
which  soared  to  No.  14  on  our  list  t 
year.   The   specialty   dr 
maker  boosted  its  sales 
41%  to  $1.1  billion,  chiefly 
the  strength  of  Celexa, 
antidepressant  that  is  giv 
megadrug  Prozac  some  c(| 
petition.     While     claiml 
Celexa  has  advantages  ol 
its  rivals,  such  as  a  lower  I 
cidence  of  sexual  dysful 
tion,    Forest   CEO    How; 
Solomon  also  priced  his  d] 
at  a  20%  discount  to  rival; 
a  persuasive  approach  in 
day's  managed-care  mil 
Says  Solomon:  "We  can't 
as   many    products   ;is 
largest  companies,  l>u t 


-$3470.0 
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The  new,  more  powerful  2001  GS430. 
A  little  faster  off  the  line.* 


THE  PASSIONATE  PURSUIT  OF  PERFECTION. 


«@ 


can  sell  them  just  as  effectively." 
Naturally,  it  helps  to  have  effective 
distribution.  That's  why  Cardinal  Health 
Inc.,  one  of  the  nation's  biggest  drug 
wholesalers,  has  thrived.  The  $34-bil- 
lion-a-year  company  rocketed  from 
No.  164  last  year  to  No.  25  this  year 
partly  by  bolstering  its  already  powerful 
hand  with  acquisitions,  such  as  the  re- 
cently finalized  $2.2-billion  purchase  of 
Bindley  Western  Industries  Inc.  The 
deal  plays  to  Cardinal's  knack  for  effi- 
ciently absorbing  other  outfits.  'We  have 
a  focused  strategy,"  argues  Cardinal 
Chairman  and  ceo  Robert  D.  Walter. 
"We  don't  wander  around." 

Indeed,  for  many  of  the  winners  on 
our  list,  focus  is  the  be-all  and  end-all. 
Consider  the  tech  outfits  that  survived 
to  join  this  exclusive  group.  True,  their 
glorious  ride  in  the  stock  market  has 
come  a  cropper  lately,  but  they  still 
managed  to  outperform.  EMC  slipped 
seven  notches  from  No.  5  on  last  year's 
BW50  list  and  it  has  lost  money  for 
shareholders  in  the  past  year,  but  it 
has  still  delivered  a  total  return  to  in- 
vestors of  some  336%  over  the  past 
three  years.  How  so?  Competitors  may 
try  to  make  everything  from  PCs  and 
computer  workstations  to  servers  and 
software,  says  ceo  Joseph  M.  Tucci, 
but  emc  makes  nothing  but  informa- 
tion-storage gear.  "If  you  looked  at 
what  is  our  secret  weapon,  I  think  it  is 
focus,"  says  Tucci.  "This  is  all  we  do." 
BASHING  RIVALS.  Sun  Microsystems, 
which  like  emc  has  never  missed  a 
year  on  the  BW50,  is  focused  on  a  larg- 
er goal:  to  sell  all  the  technologies  re- 
quired to  make  "WebTone"  as  ubiqui- 
tous as  "dial  tone."  Sun  raised  its  sales 
45%  to  $19.2  billion  last  year  by  churn- 
ing out  innovative  big-server  computers 
built  around  ceo  Scott  G.  McNealy's 
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finely  honed  vision 
that  software  and 
computing  will  be 
delivered  by  the 
Net  from  sprawling 
server  farms.  That 
single-minded  con- 
centration on  so- 
called  WebTone 
computing  enabled 
Sun  to  withstand 
recent  stumbles  by 
PC  makers,  which 
have  seen  so  much 
of  their  market 
suddenly  dry  up.  It 
helps,  too,  that  Mc- 
Nealy  balances  his 
public  visioneering 
about  the  Net  with  a  very  old-fash- 
ioned emphasis  on  execution.  As  Mc- 
Nealy  has  remarked:  "We  don't  com- 
pete. We  bash  our  competitors." 

Perhaps  even  more  important,  these 
BW50  repeat  performers  master  an- 
other difficult  skill.  They  anticipate  the 
market's  needs  and  meet  customer  de- 
mands precisely.  Tellabs  Inc.,  for  ex- 
ample, was  able  to  boost  its  sales  46% 
last  year  to  $3.4  billion  because  it  tai- 
lored its  complex  data-,  video-,  and 
voice-transmission  gear  precisely  to  the 
orders  laid  down  by  telecommunica- 
tions customers  such  as  Sprint  Corp. 
With  such  tight  customer  relations,  it 
was  no  surprise  last  summer  when 
Richard  Notebaert,  formerly  CEO  of 
longtime  customer  Ameritech  Corp., 
took  over  as  chief  of  Tellabs.  And  he 
has  taken  his  new  employer's  service 
sensibility  to  heart,  trying  to  meet  with 
at  least  two  customers  each  week.  He 
also  has  embraced  the  Tellabs  approach 
of  crafting  products  on  the  fly  to  meet 
customer  requirements.  "If  that's  what 
they  want,"  says 
Notebaert,  "then 
that's  what  we're 
going  to  do." 

Some  tech 
stars — especially 
those  that  earned 
their  exalted  spots 
by  doing  deals — 
must  now  prove 
their  financial  engi- 
neering was  worth- 
while, src  Commu- 
nications Inc. 
(No.  36)  climbed  on 
our  list  through  its 
purchase  of 
Ameritech,   while 
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Verizon  (No.  26)  is  the  product  of  a 
Atlantic-GTE  merger.  Will  they  r< 
pear  next  year?  If  so,  it  will  be 
cause  their  efforts  in  such  tough  r 
kets  as  long  distance  and  data  ser 
pay  off.  SBC  has  already  warned 
it  won't  see  the  same  growth  as 
year.  Yet  it's  preparing  for  bigger  ] 
term  gains  by  becoming  the  nati 
largest  supplier  of  digital  subscr 
lines — technology  that  will  be  dri 
by  the  growth  of  the  Net.  "We  bel 
strongly  that  high-speed  services 
fuel  our  business,"  says  Ross  K. 
land,  sbc's  senior  executive  vice-pi 
dent  for  technology.  At  the  same  t 
SBC  is  counting  on  an  Old  Econc 
mainstay — some  $30  billion  in  am 
revenue  from  its  core  voice  service- 
keep  the  coffers  filled. 

What  business  is  really  all  aboi 
meeting  customer  needs,  staying  ii 
vative,  and  producing  new  ways 
grow.  While  all  companies  set  out  tt 
this,  those  that  make  our  list  meet 
challenge  so  well  that  they  leave 
vals  in  the  dust.  Doing  so  will  be  h 
er  than  ever  if  the  economy  contir 
to  slacken.  To  make  the  BW50,  the 
is  always  high.  Clearing  it  become! 
the  more  difficult  when  the  eart 
shifting  under  your  feet. 

By  Joseph,  Weber  in  Chicago, 
Stephanie  Anderson- Forest  in  Dal 
William.    C.    Symonds    in    Bos 
Nanette  Byrnes  in  New  York,  and 
reau  reports 
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For  interactive  BW50  and  S&P  500 

scoreboards,  company  profiles,  videos 

additional  stories  and  much  more  go  t 

www.businessweek.com/bw50/ 
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LUE  MARTINI 


IT  PAYS  TO  TEST  THE  WATERS. 


Marketing  is  an  expensive  proposition,  so  many  companies  test  their  ideas  beforehand.  This  process  is 
valuable,  but  often  proves  to  be  expensive  and  time-consuming.  So  Blue  Martini  Software  developed 
its  new,  powerful  campaign  management  software.  With  it,  you  can  test  offers,  messages,  ad 
campaigns,  and  immediately  determine  which  is  the  most  impactful.  And  the  results  are  tracked  in  real 
time,  allowing  you  to  react  quickly  and  adjust  accordingly.  To  test  how  this  can  improve  your 
communication,  visit  www.bluemartini.com/test. 

BliH'  Martini  and  Ihe  Blue  Martini  Software  logo  are  trademarks  of  Blue  Martini  Software,  Inc.  ©  200)  Blue  Martin 


E  CHOSE  CENTRA. 


Live  eLearning  drives  our  global  business. 

It  allows  us  to  get  the  right  information  to  the  right  people.  Right  now. 

Centra  helps  us  accelerate  key  business  processes  by  empowering  our  employees,  customers  and 
partners  with  the  information,  skills  and  relationships  that  ensure  consistent  topline  results. 


Software  that  Redefines  Live  eLearning  and  Collaboration. 


Centra's  integrated  IP  audio,  application  sharing  and  collaboration  tools 
let  us  get  more  done  in  less  time,  at  significantly  lower  cost. 

With  hundreds  of  satisfied  customers  like  us.. .plus  partnerships  with  Microsoft,  Cisco, 
PricewaterhouseCoopers  and  others.. .Centra  is  the  leading  provider  of  software  and  ASP  services  for  secure 

virtual  classrooms,  Web  conferences,  and  eMeetings. 

www.centra.com 


Centra 


Powering  Today's  Most  Successful  Companies. 

Atlanta  Boston  Chicago  Dallas  Denver  LosAngeles  New  York  Philadelphia  San  Francisco  Washington 
London  Paris  Tokyo  Basel  Toronto 
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CLIMBTOTHETOP?  BEING 


IN  A  HOT  INDUSTRY  LIKE 


FUELOR  BANKING  HELPED. 


BUT  THE  REAL  STARS  MIXED 


A  SMART  OVERALL  STRATEGY 


WITH  AN  EYE  FOR  DETAIL 


Industry 

Manufacturing 

Sales 

$30.31  billion 

Net  Income 

$4.77  billion 


Kozlowski's  formula  for  hypergrowth  relies  on  steady  dealmaking  and 
holding  a  lean  team  to  fat  growth  targets.  The  Securities  &  Exchange 
Commission  dropped  its  investigation  into  his  accounting  practices  last 
summer.  He  got  back  to  business:  In  2000,  he  did  $9  billion  worth  of 
deals.  Tyco  generated  27%  sales  and  149%  earnings  growth,  even 
while  making  such  items  as  valves  and  disposable  medical  products. 
With  his  recent  deal  for  finance  company  CIT  Group  Inc.,  Kozlowski  is 
venturing  away  from  old-line  industries  for  the  first  time. 
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Industry 
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Sales 

$5.69  billion 
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$824  million    ;: 
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Robert  J. 
Allison  Jr.,  6h 

CEO  since  19851 

Houston-based 
Anadarko  is  the 
world's  largest  ii 
pendent  oil  expl 
ration  and 
tion  company,  a 
the  most  active 
driller  in  North 
America.  Allison 
steered  the  com 
through  a  series 
deft  acquisitions 
eluding  last  year 
$4.4  billion  pur 
chase  of  rival  U 
Pacific  Resource 
The  deal  helped 
double  Anadarkc 
2000  oil  and  gi 
production;  that 
plus  soaring  pric 
led  to  an  increa 
profits  of  1,816 
Allison  continue; 
focus  on  natural 
dedicating  most 
this  year's  $2.8 
lion  capital  sper 
budget  to  findin 
serves.  In  Febru 
he  bought  Cana< 
natural  gas  prod 
Berkley  Petroleu 
Corp.  for  $1  bil 
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Industry 

Service 

Industries 

Sales 

$29.44  billion 

Net  Income 

$501  million 


Chuck  Watson, 
51 

CEO  since  1989 

Dynegy  does  well  in 
times  of  volatile 
commodity  prices,  so 
you  know  it  has 
been  a  good  year  for 
the  company.  Profits 
jumped  230%,  to 
$500.5  million. 
Dynegy  buys  and 
sells  gas,  electricity, 
coal,  and  other  com- 
modities, plus  a  vari- 
ety of  financial  deriv- 
atives, to  serve 
utilities,  municipali- 
ties, and  other 
wholesale  customers. 
A  growing  number 
of  them  sought 
Dynegy's  help  in 
managing  supply  and 
delivery.  Watson 
makes  no  apologies 
for  profiting  from  the 
electricity  shortage, 
which  he  says  he 
saw  coming  five 
years  ago.  Now  he's 
buying  and  building 
power  generation 
and  other  such 
assets,  hoping  to 
capitalize  on  rising 
energy  prices  in 
years  ahead. 
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Industry 

Manufacturing 

Sales 

$10.57  billion 

Net  Income 

$2.29  billion 
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Industry 

Banks 

Sales 

$5.95  billion 

Net  Income 

$552  million 
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James  C. 
Morgan,  62 

CEO  since  1977 

Applied  Materials 
doesn't  get  as  much 
attention  as  some  of 
its  tech  brethren — 
not  surprising,  since 
it  makes  the  equip- 
ment that  makes  the 
chips  for  computers. 
But  sales  at  the  34- 
year-old  company, 
based  in  Santa 
Clara,  Calif.,  grew 
75%  in  2000,  to 
$10.57  billion,  its 
best  year  ever.  And 
thanks  to  top-notch 
operations,  it  lifted 
net  operating  mar- 
gins to  21.7% — 
remarkable  for  a 
manufacturer.  This 
year,  Morgan  expects 
chipmakers  to  cut 
capital  spending  by 
20%.  He  has  seen  it 
before.  By  investing 
in  R&D  and  sales 
during  previous 
slumps,  Morgan  has 
positioned  the  com- 
pany for  improved 
growth  and  profits  in 
the  upturns. 


Shailesh  J. 
Mehta,  51 

CEO  since  1988 

Providian  is  giving 
bad  credit  a  good 
name.  By  targeting 
high-risk  customers, 
the  nation's  fifth- 
largest  issuer  of 
credit  cards  boosted 
its  customer  growth 
an  impressive  31% 
in  2000.  Net  in- 
come for  the  year 
jumped  18%.  Under 
the  direction  of  the 
highly  analytical 
Mehta,  the  company 
uses  sophisticated 
models  to  effectively 
manage  its  customer 
base.  Mehta  has  oth- 
er initiatives  under 
way,  too.  He's  forged 
ahead  with  a  strong 
online  marketing 
program,  a  success- 
ful debt-collection 
business,  and  new 
businesses  in  Britain 
and  Argentina. 


Ray  R.  Irani, 
66 

CEO  since  1990 

Irani  has  turned  the 
once-unwieldy  con- 
glomerate into  a 
tightly  focused, 
highly  profitable  oil 
and  chemicals  pro- 
ducer. He  got  out  of 
businesses  such  as 
beef  processing,  sold 
off  a  slow-growing 
natural  gas  pipeline 
in  the  Midwest,  and 
shrunk  Oxy's  global 
operations.  This  has 
allowed  him  to  make 
major  oil  and  gas 
acquisitions  in  Cali- 
fornia and  Texas. 
While  many  rivals 
can  only  hope  their 
international  projects 
pan  out  one  day, 
Irani's  big  bet  on 
the  U.S.  is  paying 
off  now.  Oxy's  earn- 
ings more  than 
tripled,  to  $1.57  bil- 
lion, last  year.  High 
prices  helped,  but 
so  did  cost  reduc- 
tions. Oxy  claims  it 
now  has  the  highest 
profits  per  barrel  of 
any  large  energy 
company. 
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Raymond 
Plank,  78 

CEO  since  1966 

How  successful  was 
Apache  in  2000? 
Consider  this:  The 
Houston  oil  and  nat- 
ural gas  independent 
took  45  years  to 
reach  the  $1  billion 
sales  mark.  It  took 
just  one  more  year — 
2000— to  pass  the 
$2  billion  mark. 
Credit  Plank's  ag- 
gressive expansion. 
While  many  other  in- 
dependents sat  on 
the  sidelines  as  oil 
prices  fell  in  1998 
and  1999,  Plank 
sank  his  teeth  into 
one  buying  opportu- 
nity after  another. 
Those  acquisitions, 
along  with  several 
more  last  year,  al- 
lowed Apache  to 
take  advantage  of 
surging  oil  and  gas 
prices  by  increasing 
production  27%. 
Plank  expects 
production  to  climb 
an  additional  20% 
this  year. 
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Luke  R. 
Corbett,  54 

CEO  since  1997 

Kerr-McGee  is  an 
energy  and  inorganic 
chemical  company— 
and  it's  not  hard  to 
figure  out  which  of 
those  businesses 
fueled  most  of  its 
profits  in  2000.  A 
timely  merger  with 
Oryx  Energy  Co.  in 
1999  increased  the 
company's  worldwide 
oil  and  gas  ex- 
ploratory prospects, 
reserves,  and  pro- 
duction just  as  oil 
and  natural  gas 
prices  began  rising 
in  the  U.S.  The  Ok- 
lahoma City  compa- 
ny also  acquired  a 
major  producer  of  ti- 
tanium dioxide  pig- 
ment—a whitening 
agent  used  in  con- 
sumer goods— which 
made  it  the  world's 
third-largest  produc- 
er. Since  he  took 
over,  Corbett  has 
more  than  doubled 
Kerr-McGee's  assets, 
to  $7.7  billion. 
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Lawrence  J.  Ellison,  56 

CEO  since  1977 

' 

Industry 

Office  Equipment 

&  Computers 

Sales 

$10.75  billion 

Net  Income 

$6.8  billion 


Three  years  ago  the  market  for  e-business  software  was  heating  up,  and 
Ellison,  a  self-described  computer  programmer  who  would  rather  let  oth- 
er people  run  his  company,  decided  it  was  time  to  take  control.  Oracle 
proceeded  to  rebuild  its  software  so  it  was  Net-friendly  for  customers. 
And  it  began  taking  greater  advantage  of  the  Net  for  its  own  operations, 
turning  Oracle  into  the  lean  operation  that  fitness  buff  Ellison  always 
sought.  The  result:  Sales  and  operating  earnings  jumped  30%  last  year, 
and  operating  margins  nearly  doubled  in  two  years,  to  almost  33%. 
That  doesn't  count  a  one-time  sale  of  company  stock.  But  this  year  is 
proving  tougher  as  corporate  customers  cut  back.  His  biggest  challenge 
is  Oracle's  core  database  business,  which  still  accounts  for  nearly  70% 
of  the  company's  revenues  and  is  stuck  in  a  no-growth  mode. 
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$26.45  billion 

Net  Income 
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$1.78  billion 
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Richard  S. 
Fuld,  54 

CEO  since  1993, 
Chairman  since  1994 

Long  viewed  as 
strictly  a  fixed-in- 
come bond  house, 
Lehman  embarked  on 
an  aggressive  plan 
four  years  ago  to 
transform  itself  into  a 
full-service  invest- 
ment bank.  The  firm 
is  now  one  of  Wall 
Street's  best  growth 
stories.  Last  year  it 
produced  one  of  the 
industry's  highest  re- 
turns on  equity.  Its 
small  size  may  make 
it  difficult  to  stay  in- 
dependent in  the 
long  run.  Meanwhile, 
Lehman  is  using  its 
edge  as  one  of  the 
few  remaining  nimble 
players  to  woo  top 
talent  and  clients 
from  the  rapidly  con- 
solidating giants.  And 
it's  keeping  its  stars 
by  doling  out  its  in- 
creasingly valuable 
shares— 34%  of 
Lehman  is  now 
owned  by  its 
employees. 
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$8.87  billion 
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$6.69  biilion 

Net  income 
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Net  Income 

$1.78  billion 
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$648  million 
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Joseph  M. 
Tucci,  53 

CEO  since  January 


EMC  is  in  the  boom- 
ing market  for  large- 
capacity  data-storage 
devices  and  has  met 
or  beat  consensus 
Wall  Street  earnings' 
projections  for  20 
quarters  in  a  row. 
But  that  record  is  in 
jeopardy  as  the 
economy  slows  and 
corporate  informa- 
tion-technology man- 
agers get  tightf isted. 
And  skeptics  point 
out  that  the  compa- 
ny, based  outside  of 
Boston,  is  facing 
stiffer  competition. 
The  growing  ranks 
of  storage  makers 
include  the  likes  of 
Sun  Microsystems, 
Dell  Computer,  Com- 
paq, Hewlett- 
Packard,  and  Hitachi 
Data  Systems. 


Dennis  W. 
Bakke,  55 

CEO  since  1994 


i 


This  unusual  pov 
producer,  which 
ploys  an  almost 
management  stru 
ture,  more  than  i 
bled  its  sales  an 
net  income  last 
as  electricity  pric 
rose.  Regulators 
AES  may  have  o\ 
charged  for  powe 
California,  which 
company  denies. 
Most  of  its  dereg 
tion  efforts  were 
rected  elsewhere 
AES  also  was  qu 
to  grab  a  foothol 
overseas  markets 
Employees  at  the 
lington  (Va.)  com 
ny  are  organized 
regional  groups, 
ing  them  respon: 
ity  for  their  own 
planning,  budget 
and  financing.  0 
20  years  old,  AE 
now  owns  all  or 
of  160  power  pi 
in  23  countries. 
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Sales 

$22.61  billion 

Net  Income 

$3.42  billion 
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Terrence 
Murray,  60 

CEO  since  1989 


Fleet  excelled  in 
2000  following  an 
acquisition  spree  that 
included  its  largest 
New  England  com- 
petitor, BankBoston; 
investment  banker 
Robertson  Stephens; 
and  online  broker 
Quick  &  Reilly.  Profits 
got  a  boost  from 
credit  cards  and 
BankBoston's  Latin 
America  franchise. 
Fleet  was  also  aggres- 
sive in  minimizing 
problem-loan  losses. 
The  result:  Net  in- 
come grew  68%  last 
year.  This  year,  how- 
ever, might  not  be  as 
memorable.  Profits 
are  expected  to  grow 
8.0%,  behind  the 
8.6%  average  growth 
that  analysts  expect 
for  Fleet's  peer 
banks.  Two  of  its 
businesses,  invest- 
ment banking  and 
online  brokerage,  are 
not  expected  to  re- 
peat last  year's  stellar 
performance. 
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Sales 

$7.58  billion 

Net  Income 

$1.52  billion 
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Steven  R. 
Appleton,  40 

CEO  since  1994 


This  Boise  (Idaho) 
designer  and  maker 
of  semiconductors 
moved  last  year  into 
next-generation 
memory  chips  that 
were  snapped  up  in 
an  already  red-hot 
market.  Demand  was 
especially  strong  for 
flash-memory  chips 
used  in  electronic 
devices  such  as  cel- 
lular phones  and 
handheld  organizers, 
and,  in  the  first  half 
of  last  year,  for  a 
faster  type  of  com- 
puter memory— DDR 
(double  data  rate) 
memory.  But  with 
PC  sales  slowing  and 
chip  inventories  pil- 
ing up,  Micron's 
stock  slid  29.4%  in 
the  past  year.  The 
chipmaker  will  have 
difficulty  producing 
record  earnings 
again  this  year. 
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Electrical  & 

Electronics 

Sales 

$1.56  billion 

Net  Income 

$674  million 


Willem  P. 
Roelandts,  56 

CEO  since  1996 


San  Jose  (Calif .)- 
based  Xilinx  and 
other  semiconductor 
manufacturers  bene- 
fited from  telecoms 
racing  to  build  their 
fiber-optic  networks 
and  from  Internet 
companies  rushing 
to  expand  their  data- 
processing  capability. 
Xilinx,  founded  in 
1984,  designs  com- 
plex logic  chips  and 
integrated  circuits 
that  can  be  tailored 
in  the  field  to  spe- 
cific needs.  Two  of 
these  product  lines, 
the  Virtex  and  Spar- 
tan II  series,  helped 
boost  revenues  75% 
last  year.  But  the 
company's  stock  has 
tumbled  50%  over 
the  past  year  as 
many  technology 
companies  sharply 
slow  their  capital 
spending. 
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Fuel 
Sales 

$11.99  billion 
Net  Income 

«1.02  billion 


John  B.  Hess, 
45 

CEO  since  1996 


Higher  prices  will  do 
wonders  for  profits. 
Hess  produced  the 
same  volume  of  oil 
and  gas  in  the  last 
quarter  of  2000  as 
it  did  the  year  be- 
fore. But  its  fourth- 
quarter  net  profit 
was  214  times  its 
profit  the  year  be- 
fore. What  happened 
is  that  pump  prices 
at  Hess's  1,100  ser- 
vice stations  mainly 
in  the  New  York  area 
and  Florida  were 
soaring  even  higher 
than  refining  costs. 
But  the  quarter  was 
disappointing  in  one 
respect:  Hess  lost 
out  in  the  bidding 
for  British  oil  outfit 
Lasmo.  So  Hess  re- 
mains in  the  second 
rung  of  oil-and-gas 
companies,  and  a 
possible  target  at  a 
time  of  consolidation 
in  the  industry. 
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Sales 

$49.32  billion 

Net  Income 

$1.78  billion 
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Richard  B. 
Priory,  54 

CEO  since  1997 


Few  energy  execs 
have  embraced 
deregulation  as  ag- 
gressively as  Priory. 
In  1996,  as  the  heir 
apparent  to  the  then- 
CEO,  he  spent  $7.7 
billion  for  Houston's 
PanEnergy  Corp.  Wall 
Street  panned  the 
deal  as  too  risky,  but 
Charlotte  (N.C.J- 
based  Duke  kept  ex- 
panding. Since  then 
it  has  engineered  55 
deals  around  the 
globe  worth  $24  bil- 
lion. Sales  have 
soared  an  average  of 
42.4%  over  the  past 
three  years,  and  the 
stock  returned 
73.1%  last  year,  de- 
spite a  sizable  expo- 
sure to  the  California 
power  crisis.  Head- 
count  at  the  tightly 
run  outfit  still  stands 
at  roughly  20,000- 
the  same  as  in  the 
mid-1980s,  when 
Duke  was  a  sleepy 
regional  utility. 
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Richard  R. 
Roscitt,  49 

CEO  since  January 


ADC  owes  its  top- 
notch  performance 
to  its  dominance  in 
broadband  gear.  You 
might  not  recognize 
the  equipment  it 
makes,  but  its  com- 
ponents help  con- 
nect the  speedy 
pipelines  run  by 
telecoms.  Last  year 
these  companies 
spent  twice  as  much 
as  usual  on  digital 
equipment  like 
ADC's.  Another  boost 
for  the  Minnetonka 
(Minn.)  company  has 
been  a  series  of  pur- 
chases such  as  the 
acquisition  of  Broad- 
band Access  Sys- 
tems Inc.,  which 
helped  ADC  land  big 
business  with  cable 
giant  Cox  Communi- 
cations Inc.  ADC 
could  struggle  this 
year,  though,  as  cus- 
tomers ratchet  down 
spending  amid  a 
souring  economy. 


The  BusinessWeek  50  /  Spring  2001  27 


RANKING 


91 


CAPITAL  ONE     / 
FINANCIAL  CORP.    M 

H 

^1 

ji 

<f-' 

mm 

w 

M     ■          '       ' 

1 

i 

Richard  D 

.  Fairbank,  50 

CEO  since  1994 

Industry 

Nonbank  Financial 

Sales 

$5.42  billion 

Net  Income 

$470  million 


Capital  One,  a  credit-card  issuer  and  data- 
driven  marketer,  took  its  "information-based 
strategy"  on  the  Web,  on  the  road,  and  over- 
seas in  2000.  And  it  profited  handsomely. 
The  company,  which  pioneered  pricing  innova- 
tions based  on  precise  calibration  of  cus- 
tomers' borrowing  power,  averaged  35%  net- 
income  growth  over  the  past  three  years.  After 
two  years  of  experimentation,  Capital  One 
sharply  ramped  up  its  Internet  presence:  By 
yearend,  capitalone.com  was  the  Web's  most- 
visited  site  for  financial  services,  and  the 
company  was  servicing  2.5  million  of  its  34 
million  accounts  online.  Capital  One,  based  in 
Falls  Church,  Va.,  is  expanding  its  card  offer- 
ings in  Britain  and  South  Africa.  And  its  au- 
tomobile-lending arm,  while  still  small,  dou- 
bled its  loan  volume  in  2000. 
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$21.23  billion  Zj 

Net  Income  ^ 

$1.86  billion  o. 


J.J.  "Jim" 
Mulva,  54 

Chairman  &  CEO 
since  1999 


Mulva  has  built  a 
highly  profitable  oil 
exploration  and  pro- 
duction portfolio, 
with  a  concentration 
on  legacy  assets- 
large  oil  and  gas  re- 
sources that  can 
produce  revenue  for 
many  years  at  com- 
petitive operating 
costs.  Now  he's 
making  Phillips, 
based  in  Bartlesville, 
Okla.,  a  more  bal- 
anced company.  In 
February,  Mulva  an- 
nounced plans  to  ac- 
quire Tosco  Corp., 
the  nation's  top  in- 
dependent refiner,  in 
a  $7  billion  stock 
deal.  The  pact  will 
transform  Phillips 
into  a  stronger  inte- 
grated oil  concern 
and  will  make  it  the 
second-largest  refiner 
in  the  country. 
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$2.86  billion 

Net  Income 

$705  million 
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Jeraid  G. 
Fishman,  55 

CEO  &  President 
since  1996 


Analog  Devices  is  a 
specialty  chipmaker 
that  has  been  riding 
the  booming  markets 
for  wireless  phones, 
PCs,  and  digital  en- 
tertainment devices. 
One  of  the  biggest 
growth  markets  for 
the  company,  based 
in  Norwood,  Mass., 
has  been  in  digital 
signal  processors, 
which  are  rapidly 
working  their  way 
into  household  prod- 
ucts such  as  dish- 
washers. However, 
analysts  have  slashed 
estimates  for  growth 
of  phone  handsets, 
almost  ensuring  Ana- 
log won't  match  last 
year's  74%  sales 
growth.  Fishman  says 
that  with  $2.5  bil- 
lion in  cash,  he  can 
ride  out  a  slump: 
"Eventually  the  world 
changes  back,  and 
when  it  does,  we've 
got  to  be  ready  for 
that  next  cycle." 
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$397  million  ui 


Mark  G.  Papa, 
54 

Chairman  &  CEO 
since  1999 


The  former  explo- 
ration and  produc- 
tion arm  of  energy 
giant  Enron  Corp., 
EOG  is  now  one  of 
the  nation's  largest 
independent  oil  and 
gas  outfits.  But 
these  days,  Papa  is 
especially  bullish 
about  natural  gas, 
which  accounts  for 
more  than  85%  of 
the  Houston  compa- 
ny's total  production. 
Its  natural  gas  out- 
put increased  8%  in 
2000,  and  sharply 
higher  prices  for  gas 
helped  the  company 
ring  up  76%  higher 
sales.  As  the  second 
most  active  driller  in 
the  U.S.,  EOG  is 
well  positioned  to 
take  advantage  of 
the  likely  increase  in 
demand  for  natural 
gas,  Papa  believes — 
as  well  as  the 
pumped-up  prices  it 
will  command. 
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Sales 

$34.06  billion 

Net  Income 

$767  million 
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Robert  D. 
Walter,  55 

CEO  since  1971 


An  aging  populat 
that  is  swapping 
over-the-counter  t 
medication  for  e; 
pensive  new  proc 
ucts  helped  mak  r 
Dublin  (Ohio)-ba; 
Cardinal  Health 
one  of  America's 
largest  drug  disti 
tors  in  2000.  St 
it's  a  business  w 
razor-thin  margin 
which  has  promr. 
Walter  to  expand 
into  pharmacy  fr 
chising  and  man 
facturing  of  med 
devices.  Cardinal 
not  neglecting  it: 
core  drug  distrib 
tion  business, 
though:  Its  $2.2 
lion  acquisition  t 
wholesaler  Bindli 
Western  Industrii 
Inc.  in  February 
Cardinal  neck  ar 
neck  with  McKe: 
HBOC  Inc.  for  tl 
top  spot. 
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Health  Care 

Sales 

$988.5  million 

Net  Income 

$231  million 
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Sales 

$111.83  billion 

Net  Income 

$13.52  billion 
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Sales 

$19.18  billion 

Net  Income 

$2.16  billion 
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Ernst  Mario,  62 

CEO  since  1993 


Sometimes  staying 
single  pays  off.  Jilted 
by  Abbott  Laborato- 
ries in  1999,  ALZA, 
based  in  Mountain 
View,  Calif.,  has  since 
become  a  more  inte- 
grated and  substantial 
company  on  its  own. 
The  outfit,  which 
makes  products  that 
help  administer  med- 
ications, such  as  the 
antismoking  patch 
NicoDerm,  saw  three 
of  its  homegrown 
drugs  take  off  in 
2000.  The  upshot: 
impressive  revenue 
and  net-income 
growth  of  24%  and 
154%,  respectively. 
By  investing  heavily 
in  R&D  and  by  work- 
ing to  build  up 
ALZA's  sales  and 
marketing  force  over 
the  past  two  years, 
Mario  is  turning  the 
company  into  a  full- 
fledged  pharmaceuti- 
cal house. 


,1 
Sanford  I. 
Weill,  69 

CEO  since  1998 


The  world's  biggest  fi- 
nancial services  con- 
glomerate, Citigroup 
ended  2000  with 
record  net  income  of 
$13.5  billion,  up 
19%  for  the  year. 
Citi's  sheer  mass 
helps  insulate  it  from 
trouble  in  any  one 
business.  Last  year, 
investment  banking 
slowed,  but  consumer 
units  picked  up  the 
slack.  Citi  credit  cards 
and  Travelers  Life  & 
Annuity  helped  boost 
global  consumer  in- 
come 22%,  to  $5.3 
billion.  Weill  bet  big 
on  subprime  lending 
when  he  bought  Asso- 
ciates First  Capital, 
the  largest  such  U.S. 
lender.  A  federal  law- 
suit asking  Citi  to  re- 
fund the  huge  fees 
some  borrowers  paid 
may  hurt  profits.  Citi 
will  focus  on  cutting 
costs  and  further  ex- 
panding into  emerging 
markets  instead. 


Scott  McNealy, 
47 

CEO  since  1984 


There's  no  other  way 
to  put  it:  Sun  shone 
in  2000.  While  com- 
petitors stagnated, 
Sun's  sales  grew 
45%.  For  the  last 
three  quarters  of 
2000,  the  Palo  Alto 
(Calif.)  company  has 
outgrown  archrivals 
Microsoft,  Intel,  and 
Dell  combined.  How? 
The  company  has 
brilliantly  executed 
McNealy's  vision  of 
Webtone  computing: 
the  notion  that  most 
software  will  be  deliv- 
ered via  the  Net 
rather  than  run  on 
PCs.  Now,  Sun  has  to 
prove  it  can  succeed 
in  a  tougher  environ- 
ment. The  company 
has  cut  its  growth 
projection  for  this 
quarter  from  30%  to 
less  than  13%.  It 
also  has  to  manage  a 
transition  to  low-end 
servers— while  holding 
off  IBM  and  Hewlett- 
Packard  Co. 
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Industry 

Health  Care 

Sales 

$40.36  billion 

Net  Income 

$6.82  billion 


Raymond  V. 
Gilmartin,  60 

CEO  since  1994 


A  pharmaceutical 
company  can  have  a 
great  year  if  it  has 
one  great  drug.  In 
2000,  Merck's  was 
arthritis  pain  reliever 
Vioxx.  That  drug 
alone  posted  $2.16 
billion  in  sales  and 
is  expected  to  grow 
to  at  least  $3  billion 
this  year.  Gilmartin, 
facing  a  serious  loss 
of  revenue  as  two 
major  drugs  go  off 
patent  in  2001,  in- 
creased marketing 
and  administrative 
spending  19%  and 
research  13%  at  the 
No. 2  U.S.  drugmak- 
er,  based  in  White- 
house  Station,  N.J. 
That  helped  Vioxx,  a 
C0X-2  inhibitor  drug, 
win  half  that  market 
within  20  months  of 
its  launch. 
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$21.95  billion 
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$1.38  billion 

Net  Income 
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Net  Income 

$607  million 

UJ 

$497  million 

William  A. 
Wise,  55 

Chairman  &  CEO 
since  January 


Thanks  to  high  oil, 
gas,  and  power 
prices,  El  Paso  is 
hitting  on  all  cylin- 
ders. Houston-based 
El  Paso  is  the 
fourth-largest  U.S. 
energy  company, 
with  operations  that 
include  natural  gas 
pipe-lines,  wholesale 
power  and  gas  trad- 
ing, natural  gas  pro- 
duction, oil  refining, 
and  gasoline  retail- 
ing. Once  a  small 
regional  pipeline  in 
the  Southwest,  it 
now  handles  a  sig- 
nificant portion  of 
the  U.S.  natural  gas 
delivery  grid.  In  five 
years,  thanks  to  sev- 
eral acquisitions,  El 
Paso  has  grown  from 
$3  billion  in  annual 
sales  to  $21.95  bil- 
lion. In  January,  it 
made  its  biggest 
purchase  yet,  buying 
Coastal  Corp.  for 
$24  billion. 
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John  Daane,  37 

CEO  since 
November,  2000 


Daane  took  over  just 
as  the  specialized 
chipmaker  and  its  ri- 
vals began  to  feel 
the  effects  of  a  slow- 
ing economy.  Altera, 
based  in  San  Jose, 
Calif.,  produces  com- 
plex programmable 
logic  devices  and  in- 
tegrated circuits, 
which  can  be  manu- 
factured faster  than 
other  chips  and  at  a 
lower  cost.  Sizzling 
demand  for  these 
products  from  net- 
work equipment  mak- 
ers and  telecom 
companies  boosted 
sales  65%  and  more 
than  doubled  net  in- 
come in  2000.  Now, 
though,  Daane  has  to 
steer  Altera  through 
rougher  times  as 
communications  com- 
panies curtail  their 
buying.  Already,  Al- 
tera has  said  it  ex- 
pects first-quarter 
sales  to  drop  20% 
from  a  year  ago. 
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Mary  Rowan 

Fidelity  Investments 

Brokerage 

Representative 


September  14, 
9:20  AM 

Fidelity  Rep: 

Investor: 

Fidelity  Rep: 

Investor: 

Fidelity  Rep: 

Investor: 

Fidelity  Rep: 


2000 


Investor: 
Fidelity  Rep: 
Investor: 
Fidelity  Rep: 


So,  why  do  you  want  to  take  money  out  of  your  account? 

Well,  actually... I'm  ready  to  trade  online. 

Great.  We  can  do  that. 

Wait  a  minute.  Fidelity?  Trading  stocks? 

Yeah,  we  call  it  Powerstreet!M  Just  click  on  Fidelity.com 

and  you're  there. 

But  Fidelity?  That's  managing  mutual  funds. 
I  had  no  idea  I  could  trade. 

Sure — trade,  manage,  research — you  name  it. 
All  with  the  service  ranked  highest  in  investor 
satisfaction  with  online  trading  services  by 
J.D.  Power  and  Associates. 

Sounds  like  what  I've  been  looking  for. 

Oh  and  Mr.  Roberts... 

Yeah? 

When  you're  ready  to  try  wireless  trading... 
you  just  let  us  know. 


Fidelity 


Investments" 


1-800-FIDELITY    Fidelity.com 

m  availability  and  response  time  may  be  subject  to  market  conditions 

SZ^  "u*  be  rePresentatire  °f  act"aJ  individuals  or  the  experience  of  actual  customers.  Investment  results  may  vary 
*iuilTJZ    SerV'CeS  3re  avallable  to  Fidelity  customers.  J.D.  Power  and  Associates  2000  Online  Trading  Investor  Satisfaction 
Study  based  on  responses  from  2,079  investors  who  utilized  an  online  service  within  the  past  6  months,  www.idpowercom  J  D 
r  and  Associates  is  an  independent  company  and  is  not  affiliated  with  Fidelity.  Fidelity  Brokerage  Services   Member  NYSE  SpC 
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RANKING 


Industry 

Nonbank  Financial 

Sales 

$10.16  billion 

Net  Income 

$1.18  billion 


New  York-based  Marsh  &  McLennan  is  the 
world's  leading  insurance  broker,  but  it  has 
two  other  gems  in  its  portfolio:  Putnam  In- 
vestments Inc.  and  Mercer  Consulting  Group 
Inc.  Putnam  has  taken  some  knocks  as  the 
markets  have  tumbled,  but  it  is  still  a  key 
source  of  profits.  The  firm  supplied  32% 
of  Marsh  &  Mclennan's  revenues  in  2000 
and  nearly  45%  of  its  operating  income. 
Greenberg  is  credited  with  reinvigorating  the 
once-complacent  Marsh.  He  has  introduced 
the  demanding,  no-excuses  culture  he  was 
trained  in  at  American  International  Group 
under  his  father,  the  famously  tough  Maurice 
R.  Greenberg. 


CO 


Industry 

Nonbank 

Financial 

Sales 

$11.96  billion 

Net  Income 

$1.70  billion 
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William  F. 
Al dinger,  53 

CEO  since  1994 


This  Prospect 
Heights  (III.)  sub- 
prime  consumer 
lender  knows  how  to 
take  advantage  of  ri- 
vals' misfortunes.  As 
consumer-finance 
vendors  Money  Tree 
Inc.  and  ContiFinan- 
cial  Corp.  self-de- 
structed last  year, 
Household  moved  in 
to  grab  their  cus- 
tomers. Then  com- 
petitors such  as 
Bank  One  Corp.  and 
Providian  Financial 
Corp.  exited  the 
home-equity  busi- 
ness to  focus  on 
their  traditional 
banking  lines,  and 
Household  bought 
their  loan  portfolios. 
That  helped  push 
net  income  up  14% 
in  2000.  A  slowing 
economy  may  crimp 
growth,  but  unem- 
ployment is  still  too 
low  to  be  a  big 
concern. 
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Sales 
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Sales 

s 

$50.46  billion 

> 

$51.48  billion 

o 

Net  Income 

LU 

Net  Income 

o 

$5.19  billion 

X 

o 

$7.97  billion 

David  O'Reilly, 
54 

Chairman  &  CEO 
since  January 

Oil  giant  Chevron, 
like  many  of  its  ri- 
vals, posted  record 
profits  in  2000, 
thanks  to  rising  oil 
and  gasoline  prices. 
Net  income  grew 
150%.  But  the  com- 
pany also  strength- 
ened its  balance 
sheet  by  reducing  its 
$2.7  billion  debt 
and  repurchasing 
$1.4  billion  worth  of 
shares.  And  manage- 
ment boosted  the 
bottom  line  by  im- 
plementing O'Reilly's 
credo,  known  at  the 
San  Francisco  head- 
quarters as  the 
"Chevron  way."  It 
focuses  on  cost  con- 
tainment, operational 
efficiency,  and  capi- 
tal stewardship.  A 
hefty  $6  billion  cap- 
ital-expenditures pro- 
gram this  year 
should  keep  the 
black  gold  flowing 
as  Chevron  finalizes 
its  merger  with  Texa- 
co Inc. 
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Edward  E. 
Whitacre  Jr.,  59 

CEO  since  1990 


No  longer  a  sleepy 
local  telephone  mo- 
nopoly, San  Antonio- 
based  SBC  has 
emerged  as  a  full- 
service  telecom 
shop.  That's  mostly 
thanks  to  Whitacre, 
who  has  pushed  to 
develop  data,  wire- 
less, and  long-dis- 
tance services.  A 
$6  billion  invest- 
ment turned  SBC 
into  the  nation's  top 
supplier  of  digital 
subscriber  lines. 
SBC  also  benefited 
from  a  wireless  joint 
venture  with  Bell- 
South, Cingular 
Wireless,  that  is  now 
No.  2  in  the  nation. 
And  SBC  successful- 
ly entered  the  long- 
distance business  in 
mid-July.  By  2004, 
it  expects  to  reap 
more  than  $3  billion 
in  savings  from  its 
merger  with 
Amentech  Corp.  and 
its  efficient  new 
data  network. 


cr. 


Industry 

Office 

Equipment  & 

Computers 

Sales 

$307  million 

Net  Income 

$65  million 


Amnon  Landa 
42 

CEO  since  1997 


A  Web  site's  con 
stant,  nagging  slo 
downs  don't  usua 
lead  to  disaster,  t 
they  sure  drive  an 
customers.  Mercu 
Interactive  sells  s 
ware  to  diagnose 
problem:  It  tests 
how  well— or  bad 
a  Web  site  and  it 
software  are  runn 
The  Sunnyvale 
(Calif.)  company's 
revenues  grew  64 
in  2000,  and  Lar 
dan  expects  Merc 
to  rise  about  40°/ 
this  year,  to  at  le 
$420  million.  Th. 
may  be  overly  op 
mistic  considering 
the  tech  downtur 
But  then  Mercury 
software  isn't  jus! 
for  dot-coms;  it's 
also  used  by  blue 
chip  corporations 
working  out  kinks 
their  new  Net-cer 
software. 
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Industry 


Nonbank  - 

Financial  i— 

Sales  z 

$15.77  billion  x 

Net  Income  < 

$1.90  billion  5 
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Industry 

Aerospace  & 

Defense 

Sales 

$10.36  billion 

Net  Income 

$901  million 


^ 


Industry  gj 

Publishing  &  o 
o 

Broadcasting 

Sales  co 

$8.22  billion  o 

Net  Income  |j 

$2.05  billion  o 


Kerry  K. 
Killinger,  51 

CEO  since  1990 


The  eighth-largest 
banking  company 
and  largest  savings- 
and-loan  in  the 
U.S.,  Washington 
Mutual  has  carved 
out  a  niche  for  itself 
as  a  mortgage  lender 
to  middle-income 
homebuyers.  It's  a 
low-risk  strategy  that 
avoids  the  fierce 
competition  for  the 
top  10%  of  the  mar- 
ket. And  with  lots  of 
loans  in  the  high- 
population  West 
Coast  and  Sunbelt, 
the  Seattle-based 
company  has  been 
able  to  deliver  high- 
er earnings  growth 
than  most  of  its 
ilk-54%,  on  aver- 
age, over  the  past 
three  years.  The 
numbers  continue  to 
look  good  because 
as  the  Federal  Re- 
serve cuts  rates,  an- 
alysts say,  margins 
on  Washington  Mutu- 
al 's  loan  portfolio 
will  get  a  boost. 


Nicholas  D. 
Chabraja,  58 

CEO  since  1997 


What's  a  defense 
contractor  doing 
here?  Well,  General 
Dynamics  isn't  like 
its  peers.  More  im- 
portant, instead  of 
disappointing  in- 
vestors, it  regularly 
beats  profit  esti- 
mates. Indeed,  its 
Gulfstream  Aero- 
space unit  sold  a 
record  82  planes  in 
2000  and  increased 
its  profit  margin  by 
3  percentage  points, 
to  19.5%.  Acquisi- 
tions helped  the 
Falls  Church  (Va.) 
company  hike  sales 
at  a  35%  average 
annual  rate  over  the 
past  three  years. 
With  the  best  bal- 
ance sheet  in  the  in- 
dustry, Chabraja  will 
likely  continue  to 
shop  around. 


Brian  L. 
Roberts,  41 

CEO  since  1990 


Roberts  spent  much 
of  the  past  year 
building  up  the 
Philadelphia  cable 
business  begun  by 
his  father.  He  added 
two  companies  to  a 
stable  that  includes 
the  QVC  Inc.  home- 
shopping  channel 
and  E!  Entertain- 
ment Television,  and 
he  set  up  a  partner- 
ship with  AT&T 
Corp.  Those  deals 
bring  Comcast's  sub- 
scribers to  8.4  mil- 
lion, doubling  what 
it  had  in  1999  and 
making  it  the  third- 
largest  U.S.  cable 
company.  Net  in- 
come jumped  152% 
last  year.  Roberts 
also  relentlessly  en- 
courages executives 
to  expand  services. 
Comcast  now  offers 
digital  cable,  high- 
speed Internet  ser- 
vice, and  telephone 
service  for  small 
businesses.  Next: 
video  on  demand. 
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Industry  j 

Nonbank  < 

Financial  to 

Sales  z 

$45.41  billion  a 

Net  Income  o 

$5.45  billion  S 


W 
Philip  J. 
Purcell,  57 

Chairman  &  CEO 
since  1997 

Morgan  Stanley  Dean 
Witter  now  comprises 
everything  from  the 
Discover  credit-card 
business  to  a  preem- 
inent global  invest- 
ment-banking fran- 
chise, The  company 
has  surpassed  rivals 
by  racking  up  an  im- 
pressive return  on 
equity — 28.1%  last 
year,  by  Business- 
Week's  calculations. 
Much  of  that  came 
from  underwriting 
fees  earned  in  the 
dot-com  bull  market. 
Nowadays,  those 
kinds  of  returns 
aren't  likely.  Plus, 
the  firm  recently  lost 
several  senior  invest- 
ment bankers.  This 
will  be  the  year  that 
truly  tests  Purcell. 
He  has  to  extend 
globally  the  firm's 
edge  in  retail  asset- 
management  and 
credit-card  services. 


CO 


Industry 

Telecommuni-  ti 

cations  5 

Sales  co 

$3.39  billion  < 

Net  Income  Ij 

$750  million  i- 


Richard  C. 
Notebaert,  53 

CEO  and  President 
since  August,  2000 

Tellabs,  which  makes 
equipment  used  to 
transmit  data,  video, 
and  voice  signals 
across  the  globe,  is 
a  perennial  strong 
performer  for  two 
very  good  reasons:  It 
delivers  precisely  the 
kinds  of  products  its 
customers  want,  and 
it  generally  beats  ri- 
vals to  market.  Last 
summer,  Notebaert 
became  CEO  of  the 
Irving  (Tex.)  company 
after  running 
Ameritech  Corp.,  a 
longtime  Tellabs  cus- 
tomer. He  has  kept 
the  focus  on  high- 
quality  products- 
such  as  a  digital  de- 
vice that  helps 
connect  incoming 
and  outgoing  lines — 
and  strong  customer 
service.  It  also  helps 
that  Tellabs  doesn't 
skimp  on  innovation. 
Over  the  past  five 
years,  it  tripled  re- 
search-and-develop- 
ment  spending. 


Industry 

Fuel 
Sales 

$210.61  billion 
Net  Income 

$15.99  billion 
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Lee  R. 
Raymond,  62 

Chairman  &  CEO 
since  1993 

Exxon  Mobil,  the 
world's  largest  oil 
company,  is  a  rare 
combination  of  over- 
whelming size  and 
operational  precision. 
In  the  1990s,  an 
era  of  depressed  oil 
and  gas  prices, 
Exxon  downsized  and 
fine-tuned  its  way  to 
incremental  gains  in 
profitability.  When  oil 
prices  soared  in 
2000,  Exxon  reaped 
net  income  of 
$15.99  billion — a 
new  record  for  Amer- 
ican industry.  Ray- 
mond is  now  shifting 
into  growth  mode. 
The  Irving  (Tex.) 
company  will  in- 
crease 2001  capital 
spending  by  some 
15%  to  boost  its  oil 
and  gas  output  by  at 
least  3%  a  year 
through  2005.  If 
Raymond  proves 
adept  at  managing 
growth— no  sure 
thing— more  earnings 
records  could  follow. 
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SIEMENS 

A  whole  range  of  Next  Generation  Internet  solutions  from  Siemens  Information  and  Communi  I 


ks.  Get  tomorrow's  technology  today. 


www.icn.siemens.com/IPsolutions 


New  technology  obsoletes  everything 


The  marriage  of  voice  and  data  will  never  survive 


*  i 


• 


And  the  world  is  flat? 


IP  Convergence.  It's  the 
Next  Generation  Internet. 

Worried  that  bringing  the  benefits  of  IP  to  your 
customers  means  abandoning  your  business  ap- 
plications and  technology  investments?  Relax. 
Siemens  Information  and  Communication  Net- 
works understands  the  need  to  maintain  your 
current  applications  -  and  budget  -  as  you  make 
the  shift  to  next-generation  technologies. 
As  the  world's  largest  communication  solutions 
provider,  we  build  reliable  products  and  services  that 
bring  the  best  the  future  has  to  offer,  without  requiring 
you  to  forklift  the  investments  you've  made  in  the  past. 
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SCIENTIFIC- 


Industry 

Telecommunications 

Sales 

$2.22  billion 

Net  Income 

$281  million 


James  F. 
McDonald,  60 

CEO  since  1993 


Scientific-Atlanta 
may  never  unseat 
General  Instruments 
Corp.  as  king  of  the 
cable-w  set-top-box 
business.  But  each 
year  the  Norcross 
(Ga.)-based  company 
becomes  a  stronger 
No.  2.  With  its  latest 
digital  box,  Scientif- 
ic-Atlanta is  taking 
an  even  bigger  slice 
of  market  share  from 
its  longtime  rival,  Gl, 
now  owned  by  Mo- 
torola Inc.,  still  ac- 
counts for  nearly 
60%  of  the  market 
for  set-top  boxes. 
But  Scientific-Atlanta 
has  boosted  its 
share  to  an  all-time 
high  of  35%.  The 
company's  sales  in- 
creased 59%  last 
year,  and  net  income 
more  than  doubled. 


Industry  os 

Banks  8 

Sales  \ 

$7.00  billion*  «a 

Net  Income  vi 

$1.28  billion*  =i 


Jerry  A. 
Grundhofer,  56 

CEO  since  February 


Don't  be  fooled:  This 
is  the  old  Firstar 
Corp.,  a  Midwest 
powerhouse  in  tradi- 
tional banking  that 
acquired  Minneapo- 
lis' U.S.  Bancorp 
and  decided  it  liked 
the  name,  too.  The 
purchase  took  effect 
Feb.  27  and  made  it 
the  country's  ninth- 
largest  bank  holding 
company.  Through  a 
string  of  acquisi- 
tions, Firstar  has 
grown  rapidly  from 
its  Milwaukee  base 
while  earning  high 
marks  on  Wall  Street 
for  cutting  costs  and 
boosting  revenue 
growth.  The  chal- 
lenge for  Grundhofer 
is  to  continue  to 
goose  sales  growth 
while  shaping  his 
now  much-larger, 
Minneapolis-based 
bank  into  a  diversi- 
fied financial-services 
company. 

'Firstar  figures  only 


Industry 

Service 

Industries 

Sales 

$1.61  billion 

Net  Income 

$222  million 


B.  Thomas 
Golisano,  59 

CEO  since  1971 


Golisano  has  built 
Paychex  into  one  of 
the  most  predictable 
profit  machines  in 
Corporate  America. 
For  the  past  nine 
years,  net  income 
has  grown  by  36% 
annually  or  better. 
Paychex'  bread  and 
butter  is  processing 
payrolls  and  han- 
dling related  tasks 
for  small  and  mid- 
size businesses.  But 
while  Paychex  now 
serves  more  than 
350,000  companies, 
Golisano  is  fond  of 
noting  that  85%  of 
the  potential  market 
still  hasn't  been 
tapped  by  Paychex 
or  its  competitors. 
Golisano  has  focused 
Paychex  on  methodi- 
cally converting 
those  unserved  com- 
panies into  cus- 
tomers. His  well- 
honed  growth 
formula  has  paid  off 
so  far. 
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Industry   x 

Nonbank   z 

Financial   ^ 

Sales   -; 

$44.87  billion   5 

Net  Income   £; 

$3.78  billion   2 


David  H. 
Komansky,  61 

CEO  since  1996, 
Chairman  since  1997 


Merrill  Lynch  is  Wall 
Street's  strongest 
global  asset  gatherer. 
It  is  the  one  firm 
that  has  become  a 
sizable  player  in  in- 
vestment banking, 
retail  private-client 
services,  and  asset 
management  in  the 
U.S.  and  overseas. 
It  boasts  a  pretax 
profit  margin  of 
21.3%,  and  wants 
to  push  that  to  24% 
by  2003.  Most  ana- 
lysts call  that  realis- 
tic, The  firm  has 
very  good  growth 
prospects,  with  half 
of  its  investment 
banking  revenues 
and  40%  of  its  as- 
sets under  manage- 
ment outside  the 
U.S.  Merrill  has  also 
rolled  out  a  slew  of 
online  products  to 
win  back  clients 
from  rivals. 
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Industry 

Consumer 

Products 

Sales 

$2.24  billion 

Net  Income 

$156  million 
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Warren 
Eisenberg,  70 
Leonard 
Feinstein,  64 

Co-CEOs  since  1971 

Bed  Bath  &  Beyond 
succeeded  in  last 
year's  troubled  retail 
environment  by  ex- 
panding as  its  rivals 
were  cutting  back. 
The  superstore 
chain's  sales  of 
linens  and  other 
goods  for  the  home 
jumped  30%  in 
2000,  and  according 
to  the  company, 
more  than  three- 
quarters  of  that 
came  from  new-store 
sales.  The  retailer 
differentiates  itself 
from  the  competition 
with  a  decentralized 
management  style. 
And  by  offering  a 
more  fashion-con- 
scious blend  of  mer- 
chandise—and by  in- 
creasing its  coupon 
redemptions— the 
chain  has  been  able 
to  charge  more  per 
item  and  post  better 
same-store  sales 
numbers  than  its  ri- 
vals this  year. 


LC 


Industry 

Electrical  & 

Electronics 

Sales 

$11.88  billion 

Net  Income 

$3.09  billion 


Thomas  J. 
Engibous,  48 

CEO  since  1996 
Chairman  since 


Engibous  was  th 
surprise  pick  for 
CEO  in  1996.  T 
he  delivered  his 
surprise  by  shed 
almost  all  the  ui 
in  Tl's  empire.  T 
day,  Tl  concentr 
on  chips— espec 
for  wireless  phoi 
and  the  Internet 
gibous  is  betting 
farm  on  so-calle 
digital-signal  pro 
cessing;  he  belie 
dsp  chips  wi 
take  mtcroproce: 
because  they're 
ter  at  handling 
speech  and  pict 
Tl  had  been  inc 
ing  its  share  of 
$6.1  billion  DSI 
market,  reaching 
48%  in  1999, 
total  sales  grew 
22%  last  year.  I 
ever,  2001  may 
lot  tougher,  sine 
the  total  DSP  rr 
could  grow  only 
10%,  vs.  a  rate 
40%  in  2000. 
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Internet  Economy  Will 
Top  $1  Trillion  by  End  of  2001 


Total  to  increase  more  than  500%  from  $197  billion  in  2000. 


{Inside:  More  surprising  insights  that  will  change  the  way  you  work  and  live.} 


•  Consulting  •  Technology  •  Outsourcing  •  Alliances  •  Venture  Capital 
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{Now  it  gets 


Advertisement 


interesting.} 


What's  right  about  your  company? 
What  can  you  improve?  What  busi- 
ness demands  do  you  foresee  being 
made  of  your  customers  that  they 
haven't  thought  of  yet?  And  what 
should  you  be  doing  today  to  pre- 
pare for  the  next  big  opportunity? 

Accenture  aspires  to  become  a 
market  maker,  architect  and  builder 
of  the  new  economy,  delivering 
excellence  in  consulting,  tech- 
nology, outsourcing,  alliances  and 
venture  capital.  We  are  redefining 
the  marketplace  by  adding  inno- 
vative capabilities  to  better  serve 
the  needs  of  both  mature  and 
emerging  clients. 


Whether  you  are  a  new  company 
seeking  advice,  expertise  and  capital 
or  a  Fortune  500*  organization 
looking  to  create  or  refine  your  new 
economy  strategy -or  somewhere 
in  between  — Accenture  has  the 
capabilities  to  help  you  create 
your  future. 

Our  client  service  business  is  help- 
ing business  leaders  decide  what  to 
do  and  how  to  do  it  — even  when 
there  are  no  precedents  to  follow. 
We  bring  the  latest  technology  to 
deliver  a  solution  that  exceeds 
expectations  to  any  number  of 
business  challenges,  no  matter  how 
complex  or  risky -and  do  it  fast. 


At  Accenture,  our  experience  in 
netsourcing  and  outsourcing  brings 
both  business  and  technology  skills 
to  deliver  life  cycle  solutions  and 
bottom-line  results  to  hundreds 
of  organizations  around  the  world. 
And  our  alliances  and  venture 
capital  activities  assure  us  a 
position  at  the  cutting  edge  of 
technology  with  the  potential  to 
generate  the  next  big  round  of 
innovations;  working  with  the 
companies  that  are  reshaping 
the  business  and  technology 
landscape  worldwide. 

This  booklet  will  show  you  how 
Accenture  will  help  you  leverage 
coming  changes  in  the  way  you 
work  and  live. 


Advertisement 


Business  Consulting: 

Because  the  future  will  never  be  what  it  used  to  be. 


Products,  services  and  information 
have  become  plentiful  and  cheap. 
Attention  is  the  currency  of  the 
future:  How  can  you  get  and  hold 
the  attention  of  consumers, 
investors,  alliance  partners  and 
employees?  And  how  should  you 
portion  out  your  own  attention  in 
the  face  of  overwhelming  options? 
Accenture  can  help  you  do  both. 

Strategy  & 
Business  Architecture 

It  is  our  business  to  help  organi- 
zations compete  and  win  in  the 
digital  economy  by  working  with 
business  leaders  on  their  most 
critical  strategic  issues.  Applying 
our  latest  thinking  and  innovations, 
we  are  primarily  engaged  in  envi- 
sioning, planning  and  architecting 
new  marketplace  strategies,  busi- 
ness models  and  capabilities  to 
unlock  new  sources  of  value.  Our 
specialties  include  mergers  and 
acquisitions,  marketing  and  new 
technology  strategies.  Our  clients 
are  the  CEOs  of  large,  complex 
organizations  and  digital  economy 
spin-offs  and  start-ups. 

Human  Performance 

Accenture  is  helping  CEOs  master 
the  full  range  of  "people"  issues  - 
"how  do  we  win  the  war  for 


talent?"  to  "how  do  we  capitalize 
on  what  our  people  know?"  Our 
Human  Performance  Service  Line 
shows  clients  how  to  leverage  the 
full  potential  of  their  workforce. 

Customer  Relationship 
Management 

Accenture  has  a  unique  viewpoint 
on  the  future  standards  of  excel- 
lence for  the  analytic,  creative  and 
operational  disciplines  of  marketing 
and  customer  management. 
Through  our  own  capabilities  and 
those  of  our  network  of  business 
partners,  we  bring  the  full  suite  of 
skills  to  our  clients  to  help  them 
create  a  superior  experience  for 
customers  and  enhance  the  value 
of  their  customer  relationships. 

Finance  & 

Performance  Management 

Our  Finance  &  Performance 
Management  Service  Line  is  helping 
CFOs  lead  our  clients'  value  creation 
agenda,  from  efficient  financial 
operations  to  effective  capabilities, 
for  planning,  reporting  and 
performance  management.  We 
work  with  clients  on  the  financial 
and  reporting  challenges  of  the 
new  economy,  including  solutions 
to  Internet-enable  finance  trans- 
actions; a  focus  on  client  billing 


and  settlement  requirements;  and 
creating  trading  and  risk  manage- 
ment capabilities. 

Supply  Chain  Management 

By  combining  innovative  strategies 
with  practical  know-how,  our 
Supply  Chain  Management  Service 
Line  helps  organizations  plan  and 
implement  new  operating  models 
to  lower  costs,  increase  asset 
productivity  and  improve  customer 
relationships.  In  particular,  we  use 
our  leading-edge  approaches  in 
channel  integration,  public  and 
private  eMarketplaces,  eFulfillment, 
and  supply  chain  synchronization 
to  dramatically  improve  our  clients' 
overall  competitive  advantage. 

Business  Launch  Centres 

Offering  everything  needed  to  get 
a  successful  enterprise  up  and  run- 
ning, our  Business  Launch  Centres 
have  a  well-deserved  reputation 
working  with  funded  start-ups 
and  corporate  ventures.  Working 
with  more  than  350  new  economy 
clients,  we  have  developed  the 
best  practices  and  technologies 
for  rapidly  building,  launching  and 
scaling  fully  sustainable  businesses. 
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Technology  Business  Solutions: 

There's  a  lot  more  to  it  than  "plug  and  play." 


Accenture  structures  complete 
solutions  based  on  our  knowledge 
of  your  industry  and  its  needs. 
We  know  the  technologies 
available,  and  the  networks  and 
alliances  needed  to  make  them 
work.  And  we  understand  that 
changing  technology  means 
changing  the  way  your  people 
work  and  run  your  business  to 
create  future  opportunities. 

Solutions  Operations 

Combining  our  experience  and 
strengths  in  outsourcing,  net- 
sourcing  and  consulting,  our 
Solutions  Operations  Service  Line 
helps  clients  adopt  lean,  highly 


efficient  business  models.  By 
leasing  third-party  applications 
and  business  processes  and 
delivering  them  to  clients  over 
the  Internet,  we  are  launching  a 
transaction-based,  one-to-many 
business  model  that  already  is 
redefining  the  marketplace. 

Technology  Research 
&  Innovation 

The  Technology  Research  & 
Innovation  Service  Line  creates 
business  opportunities  from 
emerging  technologies.  From  early 
research  to  advanced  development, 
we  identify  and  domesticate  high- 
potential  new  technologies.  We 
apply  these  technologies  to  the 
invention  of  new  applications  and 


processes,  provide  our  clients 
with  "first  mover"  advantage  and 
enhance  our  market  position  as 
a  high-tech  innovator. 

Solutions  Engineering 

Solutions  Engineering  provides  our 
clients  with  technology-based 
business  solutions.  Exploiting  new 
technologies,  architectures,  business 
models  and  processes  to  help 
clients  boost  business  performance 
at  scale,  our  Solutions  Engineering 
Service  Line  is  transforming  the 
way  Accenture  designs  and  delivers 
business  applications  and  processes 
with  speed. 


EMPTY  DESK 
SYNDROME 

Virtual  services 

can  cost  50%  less  than 

your  own  employees. 


low  it  gets  interesting.} 
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Outsourcing  and  Netsourcing  Solutions: 

Soon,  it  will  be  as  unusual  to  have  your  own  data 

center  as  it  is  to  have  your  own  power  station. 


Outsourcing  changed  the  face 
of  business  in  the  1990s,  and  that 
evolution  shows  no  signs  of 
slowing.  As  competition  intensifies, 
and  as  pressure  increases  to  cut 
costs  and  boost  efficiencies, 
companies  must  continue  to  pare 
away  non-core  functions  so  they 
can  focus  more  keenly  on  speed, 
building  customer  relationships 
and  increasing  value. 

For  example,  Sainsbury's,  one  of 
the  world's  leading  retailers,  has 
entrusted  its  entire  supermarket 
information  technology  infra- 
structure to  Accenture.  This 
arrangement  allows  Accenture 


to  radically  improve  Sainsbury's 
business  efficiency  by  modernizing 
its  information  systems  while 
saving  costs.  Now  Sainsbury's  can 
concentrate  on  doing  what  it  does 
best  —  making  life  taste  better  for 
its  15  million  customers  each  week. 

Building  on  this  experience  and 
on  Internet  technology,  our  client 
service  business  is  expanding  the 
outsourcing  concept  into  a  new 
economic  model  —  netsourcing. 
Using  data  networks  and  a  suite 
of  powerful  online  applications, 
Accenture  can  help  clients  drama- 
tically cut  costs,  boost  productivity 
and  increase  flexibility  by  freeing 
up  key  personnel  to  focus  on  a 
company's  core  business. 


For  example,  our  alliance  with 
Jamcracker,  an  application  service 
provider  aggregator,  allows  com- 
panies to  employ  multiple  Web- 
based  applications  and  services 
through  a  one  stop  shop -one 
platform,  one  customer  support 
desk,  one  bill. 


Smarty  Pants 

By  2010,  countless  objects  in  our  daily  lives 

will  have  computer  chips  embedded  to  give  them 

a  mind  of  their  own. 


{Now  it  gets  interesting.} 
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Alliances  and  Venture  Capita 

A  bird's-eye  view  of  the  next  big  thing, 

Whatever.  Whenever.  Wherever. 


Alliances 

At  Accenture,  alliances  are  central 
to  our  own  strategy,  to  our  client 
service  business  and  to  the  skills  we 
provide  our  clients.  We  are  deliver- 
ing new  and  complex  technologies, 
processes  and  other  service  offer- 
ings far  faster  than  we  -  or  any 
other  company -could  do  alone. 
That  means  we  are  bringing  value- 
based  solutions  to  our  clients  more 
rapidly,  helping  them  achieve  and 
sustain  measurable  results  in  the 
short  time  frames  that  the  new 
economy  demands. 

Last  year,  for  example,  Accenture 
joined  with  Microsoft  to  form 
Avanade,  Inc.,  a  high-tech  venture 


that  will  deliver  future  generations 
of  enterprise  and  Internet-based 
technology  solutions  on  Microsoft's 
.Net  Enterprise  platform.  Leveraging 
the  experience,  intellectual  capital 
and  resources  of  both  Microsoft 
and  Accenture,  Avanade  is  launch- 
ing a  suite  of  innovative  technology 
solutions  to  help  clients  improve 
profitability,  gain  speed  to  market 
and  fuel  growth. 


Venture  Capital 

One  of  the  most  telling  develop- 
ments at  Accenture  is  our  emer- 
gence as  not  simply  an  expert  on 
the  new  economy,  but  an  active 
participant.  Through  Accenture 
Technology  Ventures,  we  have 


acquired  stakes  in  most  segments 
of  the  new  economy,  ranging  from 
emerging  enterprises  to  major 
joint  ventures. 

During  the  last  year  alone, 
Accenture  Technology  Ventures 
invested  in  more  than  50  com- 
panies that  are  creating  innovative 
business  models  and  key  compo- 
nents of  tomorrow's  infrastructure. 

Not  only  will  these  companies 
be  the  business  and  technology 
leaders  of  tomorrow,  but  many  are 
becoming  alliance  partners  with 
Accenture,  allowing  our  client 
teams  to  deliver  ground-breaking 
solutions  that  help  clients  reinvent 
themselves -and  their  markets. 
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WHENITCOMES 


TO  ACHIEVING 


ECONOMIC 


PROSPERITY, 


THERE'S  MORE 


THAN  ONE 


OADMAPTOTHE 


FUTURE.  FROM 


WALL  STREET  TO 


MAINSTREETTO 


SILICON  VALLEY, 


)URVISIONARIES 


POINT  THE  WAY 


OF  GROWTH 


PHOTOGRAPHS      BY      ERIC      MILLETTE 


RICH      SHAPERO 


ERTICAL 
FUTURE 


To  hear  Rich  Shapero  tell  it,  the  monumental 
changes  wrought  by  the  Internet  have  been 
a  mere  warm-up  act.  A  decade  from  now, 
says  the  53-year-old  managing  partner  of  Cross- 
point  Venture  Partners  in  Silicon  Valley,  the  wide- 
spread use  of  broadband  will  lead  to  a  veritable 
revolution.  "It  makes  the  [invention  of  the]  tele- 
phone look  like  child's  play,"  he  says.  Shapero 
and  his  partners  believe  in  the  revolution  so  much 
that  they  have  sunk  $350  million  into  14  Internet- 
based  vertical  service  providers  (vsps).  They  con- 


tend that  companies  will  be  able  to  ditch  their 
own  tech  staffs  and  systems  in  favor  of  outsourc- 
ing essential  services  to  vsps.  That  would  com- 
pletely redefine  the  role  of  the  computer  and 
communications  sectors.  It's  a  bold  gambit,  espe- 
cially in  light  of  the  tech  slowdown.  But  Cross- 
point  has  bet  big  before:  The  $3.5  million  it  in- 
vested in  software  upstart  Ariba  turned  into  $1.7 
billion.  Shapero  says  the  pay  off  from  vsps  could 
make  that  look  like  small  change. 

By  Linda  Himelstein  in  San  Mateo,  Calif. 
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E     O    R    G    E 


GILDER 


OPTICAL 

BEACON 


George  Gilder  has  seen  the  future,  and  it  is 
optics.  The  still-emerging  technology 
"promises  millionfold  advances  in  cost- 
effectiveness"  for  all  sorts  of  devices,  from  hand- 
helds  to  servers  to  the  Internet,  he  says.  Gilder, 
61,  believes  optics  are  increasing  computing  pow- 
er faster  than  Moore's  law,  which  says  that  com- 
puter processing  power  roughly  doubles,  while 
prices  drop  by  half,  every  18  months. 

One  of  his  favorites:  BlueArc,  a  privately  held 
company  that  uses  optics  to  speed  data  storage  by 
up  to  10  times,  while  increasing  the  amount  of  ac- 
cessible storage  space  by  as  much  as  30  times, 


Gilder  says.  Optics,  he  believes,  are  part  of  the 
"new  physics  of  the  21st  century"  that  will  unlock 
Internet  bottlenecks  and  improve  productivity. 
Expensive?  Sure.  But  Gilder  says  it's  one  tech- 
nological advance  that  companies  can't  afford  to 
pass  up,  "even  if  we're  in  the  middle  of  a  de- 
pression." The  former  Reagan  Administration 
speechwriter  and  conservative  political  pundit  be- 
gan pushing  the  power  of  optics  in  the  early 
1990s,  just  before  the  rush  to  install  fiber-optic  ca- 
ble around  the  globe.  Gilder — author,  guru,  geek — 
might  have  been  light-years  ahead  of  his  time. 

By  Geoffrey  Smith  in  Boston 


ENNIS       ARCHER 


URBAN 
RENEWER 


it's  hard  for  corporations  to  find  a  formula  for 
jowth  in  a  tough  economic  environment,  it's 
ven  harder  for  big  cities.  So  what  does  it 
for  downtowns  to  thrive?  It  takes  leaders 
are  able  to  think  beyond  their  own  borders 
;aking  a  much  broader  approach  to  urban 
ning,  according  to  Detroit  Mayor  Dennis  W. 
ler.  He  says  cities  need  to  think  of  economic 
'.lopment  as  a  regional  effort,  not  a  local  pork 
el.  "I  really  believe  the  time  spent  in  building 
;es  to  the  suburbs  has  paid  off,"  Archer  says, 
e  taking  office  in  1994,  he  has  brought  $17.6 
in  worth  of  new  investment  to  Detroit,  in- 
ing  two  sports  stadiums,  three  casinos,  $7.1 
•n  in  manufacturing  and  office  space,  and  $1.1 
•n  in  new  housing.  Archer  is  a  tireless  am- 
ador  to  the  suburbs  ringing  Detroit,  pressing 
ase  for  regional  cooperation  and  working  to 
ir  frayed  relations  at  town  meetings,  at  Ro- 
Clubs,  and  through  a  coalition  of  nearly  50 
mal  ceos.  In  the  end,  Archer  says,  a  suc- 
ul  city  ensures  a  successful  region:  "You  have 
ave  a  complete  city  that  has  a  strong,  vi- 
t,  safe  reputation — and  you  need  a  down- 
to  attract  people." 

By  Jeff  Green  in  Detroit 
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SHELLY    LAZARUS 


When  it  comes  to  squeezing  growth  out  of  com- 
panies in  a  slowing  economy,  Shelly  Lazarus 
believes  that  brand  is  everything.  And  the 
ceo  of  ad  agency  Ogilvy  &  Mather  says  catchy  30-sec- 
ond  spots  are  only  the  start  to  building  strong  brands. 
Companies  must  examine  every  facet  of  the  business 
to  make  sure  the  enterprise  is  speaking  with  a  single 
voice.  There's  a  welter  of  other  disciplines  that  help 
define  a  brand— from  Web  sites  and  telemarketing  to 
packaging  and  product  instructions.  Don't  laugh.  o&M 
even  has  an  in-house  architect  who  works  with  clients 
to  give  their  lobbies  the  same  "look"  as  their  ads. 
Says  Lazarus:  "Once  the  enterprise  understands  what 
the  brand  is  all  about,  it  gives  direction  to  the  whole 
enterprise."  That  includes  employees.  Lazarus  believes 
it's  just  as  important  to  convey  brand  values  to  them 
as  to  customers.  "They  are  absolutely  critical.  If  the 
people  who  work  in  a  company  don't  understand  what 
the  brand  is,  if  they  can't  articulate  what  the  brand's 
all  about,  then  who  can?"  A  good  campaign  can  even 
convince  workers  an  Old  Economy  brand  has  a  wired 
future.  In  a  stagnating  economy,  keeping  your  people 
motivated  is  half  the  battle. 
By  Gerry  Khermouch  in  New  York 


BRAND 
CONSCIOUS 
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GARY 


H      A      M      E      I 


RADICAL 
RETHINK 

How  will  companies  thrive  in  the  new  N< 
Economy?  By  forgoing  incremental  ii 
provements  and  embracing  radical,  bu 
ness-model-shattering  change.  So  says  Ga 
Hamel,  46,  chairman  of  Strategos,  a  consult! 
company  in  Menlo  Park,  Calif.  "Over  the  n< 
decade,  companies  that  want  to  be  wealth-creati 
superstars  are  really  going  to  have  to  come 
with  fundamentally  new  ideas,"  says  Hamel. 

What  kinds  of  ideas?  He  says  that  cnn's  i 
news  programming  and  Walt  Disney  Co.'s  cru 
business  are  examples  of  radical  innovation  t] 
broke  the  mold  for  their  industries.  In  the 
term,  Hamel  says,  he's  bullish  about  the  natio 
prospects  for  growth.  However,  he  says  the  for 
behind  the  1990s  boom — technology  spending  ;i| 
restructuring — have  reached  their  limits,  maki 
innovation  crucial.  The  bespectacled  strategy  gi 
has  been  shaking  up  complacent  businesses 
years  and  has  developed  an  almost  cultlike 
lowing  by  warning  companies  of  the  dangers 
downsizing  and  by  introducing  such  concepts 
"core  competencies."  Now  Hamel  is  preach 
the  gospel  of  innovation. 

By  Louis  Lavelle  in  New  Y( 


SURVIVAL 
MODE 


STEPHEN       ROAC 


' 


There  are  pessimists,  and  there  are  pes- 
simists. And  there's  no  mistaking  where 
Stephen  S.  Roach,  Morgan  Stanley  Dean 
Witter's  chief  economist,  falls.  "If  it  looks  like  a  re- 
cession, if  it  feels  like  a  recession ,"  he  says,  "why 
not  call  it  a  recession?"  If  Roach  is  right,  this 
year  will  test  the  mettle  of  companies  as  earnings 
growth  slows  and  the  gross  domestic  product 
contracts  in  the  first  half  of  the  year.  So  what's  a 
ceo  to  do?  The  key,  Roach  says,  will  be  striking  a 
balance  between  cost-cutting  and  investing  in 
larger  markets.  Companies  also  must  capitalize  on 
the  world's  aging  population,  globalization,  and 


technology.  "Managers  who  do  not  realize  th 
key  strategic  issues  are  putting  their  franchises 
risk,"  he  says.  This  doesn't  mean  plowing  m 
money  into  information  technology  indiscri 
nately — that  got  companies  into  trouble  in 
first  place.  The  answer,  Roach  says,  is  focusing 
vestments  on  mission-critical  businesses.  Exam 
an  investment  bank  buying  technology  to  impr 
its  higher-margin  mergers-and-acquisitions  prac 
rather  than  its  lower-margin  back-office  tr 
processing.  An  economic  upturn  is  inevitable, 
winners  will  be  those  who  spend  wisely. 

By  Emily  Thornton  in  Ncic  1 
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At  Dell™  Microsoft  and  Intel?  we  specialize  in 
solving  the  impossible.  Offering  customized  solutions 
that  scale  on  demand  with  the  reliability  and  interoper- 
ability you  need.  And  we  do  it  to  meet  your  timetable. 

One  call  to  Dell  and  we'll  consult,  design,  build 
and  service  an  Internet  solution  custom  fit  to  your 
needs.  Our  server  and  storage  systems  arrive 
custom-configured  and  ready  to  run  — 24x7.  We'll 
even  help  you  set  it  up.  With  our  rackable,  scalable 
servers  and  the  proven  performance  of  Microsoft" 
Windows ""  2000,  we  know  what  it  takes  for  your  com- 
pany to  grow  its  e-business.  We've  already  provided 
fast,  effective  solutions  to  a  growing  list  of  companies. 
And  we  can  do  the  same  for  yours. 

When  USATODAY.com  needed  a  reliable,  easy- 
to-use,  scalable  platform  to  drive  their  2000  Summer 
Games  Web  site,  we  had  the  site  up  and  running  in 
only  seven  weeks. 

Why  do  many  corporations  choose  Windows 
2000  running  on  Dell  PowerEdge™  servers  with  Intel® 
Pentium"' III  Xeon™  processors  to  power  their  e-business 
solutions?  Because  together  they  deliver  an  alternative 
to  UNIX®  that  is  highly  scalable,  highly  reliable  and 
easily  customized.  In  fact,  more  applications  have 
been  developed  for  the  Windows  platform  than  any 
other  platform  in  history.  Windows  2000  also  provides 
greater  interoperability,  and  significantly  reduces  the 
cost  of  ownership  over  previous  Windows  versions. 

Want  more  information  on  products  and  services 
for  your  e-business?  Get  answers  at  the  speed  of  Dell, 
Microsoft  and  Intel.  Log  on  to  www.dell.com/ebusiness. 
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WHAT  MAKES  A  TOP  CORPORATE  PERFORMER?  To  determine  ho 
the  companies  in  the  S&P  500  index  stack  up  against  one  anothe 
BusinessWeek  ranked  all  500  using  eight  key  criteria  of  financial  succes 
We  looked  at  growth  in  sales,  profits,  and  return  to  shareholders.  r 
reward  consistency,  we  measured  performance  over  both  one  year  ar 
three  years.  And  to  get  a  better  fix  on  which  companies  squeeze  the  most  out  of  oper 
tions,  we  analyzed  profit  margins  and  return  on  equity.  Using  those  rankings,  we  assigm 
grades  for  each  measure.  The  top  20%  received  an  A,  the  next  20%  got  a  B  and  so  o 
down  to  the  F's  in  the  bottom  quintile.  Finally,  we  combined  the  individual  category  ran 
ings  and  added  a  weighting  for  sales  volume  to  come  up  with  our  overall  ranking. 
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, 


a  Declaration  of 
Independence 

fo  r    y  o  u  r    STUFF. 

B  Now  you  can  combine  your  house,  your  laptop, 

your  sport-utility  vehicle,  your  cell  phone,  your  bass 

o      mk\  more-under  one  UNIQUE  insurance  policy. 


The  Encompass  Universal  Security  Policy.  Declare 
your  INDEPENDENCE  from  the  inconvenience  of 
separate  policies.  Ask  your  Independent  Agent  today. 
;  For  the  agent  nearest  you,  call  toll-free  1  -866-760*; 
6050  or  visit  eacornpassinsuranee.com. 

^ENCOMPASS 

i  INSURANCE 


Liberty,    J u 


s  t  i  c  e  ,     and    Really    Goo  d    I  n  s  u  r  a  n  <;  u  . 

t 


— -L 


©2001  Encompass  Holdings,  LLC.  Encompass  Holding  LLC  is  a  subsidiarv  nf  All.,  ,    I  r- 
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So  do  we. 
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CDowntown 


of  Europe 


Uptown 


'Introducing  Denver  and  Phoenix  service  March  25,  2001 
Also  introducing  Washington  -  Berlin  and  Los  Angeles- Munich  nonstop  service. 

pI^,n,LU,!LhanSaMr,  St3.r  .AUianCe  members'  Uni,ed  Airlines  or  Austrian  Airlines,  and  you  can  accrue  or  redeem  miles  in 

th  n,U    M  I5',  MS  &  M°rl  °r  Un"ed  MHea9e  RUS'  in  a^°^ance  with  the  terms  and  conditonso    he  programs 
througnh  «  20oT  m6mberS  6am  2'5°°  b°nUS  mi'eS  Wh6n  b0°kin9  'heir  Lu,thansa  "^  via  °"  weosHr Tave, 


To  achieve  your  goals,  you'll 
go  to  great  lengths.  And 
we're  here  to  take  you  there 
comfortably  and  hassle-free. 
We  fly  nonstop  from  14*  U.S. 
cities  to  Europe  where  we 
serve  over  100  destinations. 
And  with  our  Star  Alliance 
partner,  United  Airlines,  we 
can  take  you  there  from  almost 
anywhere  in  the  U.S.  In  fact, 
we  go  to  almost  everywhere  in 
the  world.  So  when  you  go  to 
the  end  of  the  earth  for  what 
you  believe  in,  go  with  the 
people  who  go  there  every 
day.  For  reservations  call  your 
travel  agent,  call  Lufthansa 
at  800  645-3880  or  visit 
www.lufthansa-usa.com. 


There's  no  better  way  to  fly. 


Lufthansa 


A  STAR  ALLIANCE  MEMBER   r*% 
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credible 


They  said  it  couldn't  be  done.  Having  an  intelligent 
real-time  view  of  your  overall  business.  But  Allstate, 
Microsoft,  and  Sony  thought  it  possible.  They  discovered 
WebFOCUS,  an  i-business  solution  from  Information 
Builders,  the  leader  in  Web  business  intelligence.  And 
now  everyone  is  saying  "WebFOCUS  is  incredible." 
Why?  Because  we  allow  them  to  immediately  integrate 
and  leverage  data  from  disparate  or  complex  systems 
and  deliver  it  as  useable  information  via  the  Web. 
You  can  finally  share  accurate  information  across  your 
organization,  with  all  employees,  business  partners,  and 
customers.  WebFOCUS  puts  the  intelligence  in 
e-business,  enabling  you  to  outperform  competitors 
and  become  a  market  leader.  Now  that's  incredible. 

i-business:  from  information  to  intelligence 


Information 
Builders 

www.informationbuilders.com 
1.800.969.INFO 


02000   Information  Bullae 


All  trademarks,  registered  marks  and 
ners.  All  rights  re 
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Steve  O'Leary,  Broadview  International  Managing  Director,  Boston  Office 
Working  with  the  team  on  a  $581  million  deal  for  SupplierMarket.com  with  Ariba  was  too 
exciting  to  miss.      Completing  the  "Circle  of  Death"  will  have  to  wait  until  next  year 

Broadview  is  a  global  mergers  and  acquisitions  advisor  and  private  equity  investor  serving  IT,  communications 
and  med.a  companies.  Call  1  -888-BROADVIEW  or  visit  www.broadview.com       -*  ^ .  «   . 
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Xircom 

has  agreed  to  be 
acquired  by 

Intel 


$748,000,000 

Pending 


Adexa 

has  agreed  to  be 
acquired  by 

FreeMarkets 


$340,000,000 

Pending 


F  i  nis  ar 


has  agreed  to  acquire 


meriow  Industrie©,   inc. 

$301,000,000 

Pending 


MicroTouch 


has  been  acquired  by 


3M 


$158,000,000 

February  2001 


WAVE 
OPTICS 

has  been  acquired  by 


FLEXTRONICS 


Confidential 

February  2001 


o 


^▼ielCom 

▼         Semiconductor,  Inc. 
has  been  acquired  by 

Microchip 

$333,000,000 

January  2001 


NETWORKS 


has  been  acquired  by 

NOKIA 


$136,000,000 

January  2001 


Janna 

SYSTEMS 


has  been  acquired  by 

SIEBEL. 

eBusiness 


$949,000,000 

November  2000 


* 

INTERWOVEN 

has  acquired 

m 

e  t  a  c  -9  d  e 

$150,000,000              , 
November  2000                  J 

BURR  -  BROWN' 

has  been  acquired  by 

^  Texas 
Instruments 


$7,600,000,000 

August  2000 


SupplierMarket.c3m 

has  been  acquired  by 


S&K 


A   R    I    B   A- 


$581,000,000 

August  2000 


Not  Pictured:  Your  merger  or  acquisition.  But  that  could  change.  •  Broadview 
is  a  global  mergers  and  acquisitions  advisor  and  private  equity  investor  serving 
IT,  communications  and   media  companies.   •  And   if,   like  these  companies 


companies, 


call  at  1-888-BROADVIEW.  Or  visit  us  at  www.broadview.com. 
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>,as    staying    there 


For  every  company 
that's  ever  reached  the  top, 
the  challenge  to  stay  there  has 
always  been  the  ultimate  test. 
And  after  nearly  a  century  of  lending 
and  leasing  to  businesses  and  consumers,  CIT 
stands  poised  with  new  and  expanded  resources  to 
help  our  customers  meet  each  challenge  that  lies  ahead. 
CIT  serves  a  myriad  of  industries  with  leadership 
positions  in  industries  ranging  from  Rail  and  Technology  to  Business 
Aircraft  and  Small  Business  lending. 

And  with  our  recent  growth,  CIT  has  invested  in  providing  customers 
with  a  level  of  service  that  fully  integrates  the  newest  technology  with  the  highest 
degree  of  dedication  and  expertise. 

So  though  we  take  understandable  pride  in  our  journey  to  the  top,  we  never 
forget  that  our  success  will  always  be  measured  by  an  unwavering  commitment  to 
the  success  of  our  customers. 

Discover  why  today's  business  leaders  put  their  trust  in  today's 
financing  leader. 


cnr 


CIT 
NYSE  ©2001  The  CIT  Group,  Inc. 
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How  to  make  yours  work  even  harder. 


$ 


, 


^ 


Get  more  for  your  investment  dollar 
with  American  Express  Brokerage. 

Smart  investors  look  tor  value.  And  they  find 
it  at  American  Express  Brokerage.  Simply  open 
an  account  and  you  can  qualify  for  free  online 
stock  trading*  Enjoy  fee-free  banking  features 
like  online  bill  payment,  ATM  withdrawals  and 
unlimited  check  writing!  in  addition  to  attractive 
money  market  rates*  Plus,  you  can  even  receive 
a  complimentary  American  Express®  Gold  Card 
valued  at  $75§  When  it  comes  to  online  trading, 
American  Express  gives  you  the  extras  to  help 
you— and  your  investment  dollar— do  more. 


trading               investments                 online  banking             1-800-297-8004  americanexpress.com 
i i i 

I  online  stock  buys  per  month  with  an  account  balance  of  $25,000  or  more.  Ten  free  online  stock  buys  and  sells  per  month  with  an  account  balance  of  $100,000  or  more.  For 

more  than  3,000  shares,  add  $0.03  per  share  above  3,000.  Online  market  orders  at  lower  asset  levels,  online  limit/stop  orders  and  all  online  orders  in  excess  of  allotted 

:ree  trades  are  $19.95.  Account  balance  (defined  as  cash,  money  market  funds,  mutual  funds,  stocks,  options,  and  bonds)  is  reviewed  periodically  to  determine  commission  rates. 

mmissions  do  not  apply  to  the  sale  of  restricted  stock.  Fees  and  commissions  are  subject  to  change.  'If  your  balance  falls  below  $5,000,  you  will  incur  a  monthly  service  fee  of  $5 

nin  check-writing  and  ATM/debit  card  features.  ATM  surcharge  reimbursements  are  available  for  a  limited  time  only  for  customers  with  less  than  $25,000  in  assets.  Accounts 

nces  below  $25,000  will  incur  a  monthly  service  fee  of  $6.95  for  our  online  bill  payment  service.  'An  investment  in  a  money  market  fund  is  not  guaranteed  by  the  Federal 

nsurance  Corporation  or  any  other  government  agency.  Although  the  fund  seeks  to  preserve  the  value  of  your  investment  at  $1 .00  per  share,  it  is  possible  to  lose  money  by 

in  the  fund.  Investments  are  not  insured  by  the  FDIC,  are  not  deposits  or  obligations  of  or  guaranteed  by  a  financial  institution,  involve  investment  risks  including  possible  loss  of 

All  deposit  products  and  services  are  offered  by  American  Express  Centurion  Bank,  a  federally  insured  financial  institution.  To  be  eligible  for  a  fee-waived  Gold  Card,  you  must 

ia,000  or  more  in  assets  in  your  account  or  on  deposit  with  American  Express  Centurion  Bank.  American  Express  Financial  Advisors  Inc.  Member  NASD  and  SIPC.  American 

Company  is  separate  from  American  Express  Financial  Advisors  Inc.  and  is  not  a  broker-dealer.  ©2001  American  Express  Financial  Corporation.  All  rights  reserved. 
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Leisure  Time  Industries 


Metals  &  Mining 


Electrical  &  Electronics 


Publishing  &  Broadcastii 


Manufacturing 


Containers  &  Packaging 


Containers  &  Packaging 


Consumer  Products 


Manufacturing 


Discount  &  Fashion  Ret 


Electrical  &  Electronics 


Leisure  Time  Industries 


Transportation 


Service  Industries 


Office  Equipment  &  Computet 


Consumer  Products 


Electrical  &  Electronics 


Consumer  Products 


Manufacturing 


Telecommunications 


Consumer  Products 


Telecommunications 


Service  Industries 


Office  Equlpm 


Containers  &  I' 


Electric.i 
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lb  be  in  the  right  place  at  the  right  time 
is  to  be  everywhere  at  once. 


bu  have  a  huge  portfolio  in  markets 
ind  the  globe. 

and  when  you  need  to  move  in  a 
y,  you  want  a  world  of  buyers  and 
rs  ready  to  trade  —  now. 
bu  want  Instinet. 

i  )ne  broker  who  gives  you  access  to 
e  of  the  deepest  pools  of  liquidity  in 
40  markets  —  trading  electronically 
'  thousands  of  institutions  as  well  as 
i  ugh  20  exchanges  worldwide. 


One  broker  who  has  the  technology 
to  handle  even  the  largest,  most  com- 
plex cross-border  orders  —  and  handle 
the  follow-up  automatically. 

One  broker  who's  neutral. 

Who  doesn't  trade  against  you  or 
reveal  your  strategy  —  so  that  the  best 
price  can  be  yours. 

If  that's  the  broker  you're  looking 
for,  call  toll  free  1-877-INSTINET  or 
visit  www.instinet.com 


lent  j  broker.  Instinct  does  not  come  between  its  clients  and  the  best  price  We  do  not  commit  capital,  make  markets  or  make  profits  on 
"32000  Instinet  Corporation,  all  rights  reserved.  INSTINCT  and  the  INSTINCT  marque  arc  registered  service  marks  in  the  United  States  and 
itmtrics  throughout  the  world.  Instinet  Corporation  is  member  NASO/S1PC,  and  Instinet  UK  IJmitcd  is  regulated  in  the  UK  by  the  SIA 


Instinet 


A  REUTERS  Company 

Nothing  comes  between  you 
and  the  best  price."" 


BusinessWeek 
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3ur  client  had  too  many  non-integrated  touch  points  with  their 
jstomers.  We  implemented  a  CRM  solution  that  consolidated  and 
Dordinated  all  of  them,  and  provided  a  360°  view.  Now  they  can  wrap 
■ieir  business  around  their  customers." 

—  Bill  Michaels,  Management  Solutions  &  Services 


cor  Management  Solutions  &  Services 

he  answer  is  the  people  of  Deloitte  &  Touche 


Deloitte 

& TOUChe     Assurance    &    advisory,    tax    services    and    consulting 
[www,  us.  deloitte.com/mss  I 


©2001  Deloitte  &  Touche  LLP  Deloitte  &  Touche  refers  to  Deloitte  &  Touche  LLP  and  related 
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WALT  DISNEY 


CONSOLIDATED  STORES 


TRICON  GLOBAL  RESTAURANTS 


PHELPS  DODGE 


RYDER  SYSTEM 


NIAGARA  MOHAWK  HOLDINGS 


SPRINT  PCS  GROUP 


MANOR  CARE 


APPLE  COMPUTER 


RATED  DEPARTMENT  STORES 


FIRST  UNION 


ALLEGHENY  TECHNOLOGIES 


CINCINNATI  FINANCIAL 


FORTUNE  BRANDS 


GLOBAL  CROSSING 


OFFICE  DEPOT 


WASTE  MANAGEMENT 


US  AIRWAYS  GROUP 


BMC  SOFTWARE 


CAMPBELL  SOUP 


HALLIBURTON 


LOCKHEED  MARTIN 


INTL.  FLAVORS  &  FRAGRANCES 


GOODYEAR  TIRE  &  RUBBER 
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Nonbank  Financial 


Publishing  &  Broadcasting 


Discount  &  Fashion  Retailing 


Telecommunications 


Leisure  Time  Industries 


Metals  &  Mining 


Publishing  &  Broadcasts 


Transportation 


Electrical  &  Electr 


Paper  &  Forest  Products 


Telecommunicatio 


Office  Equipment  &  Com 


Nonbank  Financia' 


Manufacturing 


Containers  &  Pack 


Telecommunicatic 


Discount  &  Fashion  Retail) 


Service  Industries 


Transportation 


Office  Equipment  &  Com 


Aerospace  &  Defense 


Nonbank  Financial 


Electrical  &  Electronics 


Office  Equipment  &  Computer 


Discounts  Fashion  Retailing  , 
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1 


The  transformation  of  sand  to  glass  to  fiber  optics  is 
iplete.  The  transformation  of  fiber  optics  into  the  multi- 

ftn  dollar  telecommunications  industry  has  just  begun. 
:  transformation  will  change  the  way  we  work,  the 
we  play,  the  way  we  think.  Of  course,  changing 
way  the  world  works  isn't  child's  play,  as  any 
communications  service  provider  can  tell  you.  The 
er  of  your  partnerships  is  critical  to  your  success, 
's  why  El  Paso  Global  Networks  offers  our  partners  a 
le  new  model  of  customer  service.  A  model  that 
ides  the  best  wholesale  data  telecommunications 

duct  suite  on  the   market,   seamless   end-to-end 

mectivity  provisioned  at  the  speed  of  light,  and 

Avative  product  development. 


takes  more  than  superior 
service  to  transform  an  industry.  It  takes  commitment 
and  insight.  At  El  Paso  Global  Networks,  we're  committed 
to  powering  the  transformation  through  our  Strategic 
Investment  Fund  to  help  you  speed  new  products  and 
services  to  market,  so  you  can  offer  your  customers  the 
latest  technology.  And  as  a  leader  in  bandwidth  trading,  we 
have  the  industry  insight  to  help  you  manage  risk,  analyze 
options,  and  shape  strategy.  Join  us  in  the  transformation 
and  raise  your  company  to  the  power  of  El  Paso. 

El  Paso  Global  Networks.  Bandwidth.  Raised  to  the 
power  of  El  Paso. 


©I PaSO  Networ' 
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S&P  5001 
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377 
472 
388 
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459 
356 
480 
398 
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477 
410 
53 
24 
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165 
479 
315 
413 
454 
350 
297 
491 
321 

114 
311 
486 
289 
354 

378 
283 

133 
462 
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AMERICAN  GREETINGS 


NORDSTROM 


SHERWIN-WILLIAMS 


WINN-DIXIE  STORES 


WORTHINGTON  INDUSTRIES 


PLACER  DOME 


CUMMINS  ENGINE 


J.C.  PENNEY 


PORT-McMORAN  COPPER  &  GOl 


NAVISTAR  INTERNATIONAL 


COMPUTER  ASSOCIATES  INTL. 


CONEXANT  SYSTEMS 


QUINTILES  TRANSNATIONAL 


USX-U.S. STEEL  GROUP 


LOUISIANA-PACIFIC 


McDERMOTT  INTERNATIONAL 


BARRICKGOLD 


THOMAS  &BETTS 


HOMESTAKE  MINING 


PARAMETRIC  TECHNOLOGY 


HARCOURT GENERAL 


NOVELLUS  SYSTEMS 


HILTON  HOTELS 


CITIZENS  COMMUNICATIONS 


fEST  COMMUNICATIONS  INTL. 


UNILEVER  NV 
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)iscount&  Fashion  Reta 


Leisure  Time  Indu 


Discounts  Fashion 


Office  Equipment  &  Com 


Housing&  Real  Estate 


letais  &  Mining 


Metals  &  Mining 


Manufacturin 


Discounts  Fashion  Re' 


Manufacturing 


Metals&Minin~ 


Office  Equipment  &  Cor, 


Office  Equipment  &  Coi 


Electrical  &  Elect 


Service  Industrie* 


NonbankFinanci 


Metals  &  Mining 


Paper  &  Forest  Products 


Containers  &  Packaging 


MetalsS  Mining 


Leisure  Time  Indu 


Office  Equipment  &  Co- 


Manufacturing 


Metals  &  Mining 


Electrical  &  Electronics 


Office  Equipment  &  Compute* 


Electrical  &  Electronics 


Metals  &  Mining 


Office  Equipment  &  Computei 


Publishing  &  Broadcasting 


Manufacturing 


Leisure  Time  Industries 


Nonbank  Financial 


Telecommunications 


Telecomn 


Service  Indusi 
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lember  how  you  were  told  you  could  achieve  whatever  you 
wanted  in  life?  That's  pretty  much  our  philosophy,  too. 


we  received  the  2007  Catalyst  Award  for  advan... 

st  prestigious  honors  in  American  business  (and  one  of  twenty  such  awards  we've  received),  it  acknowledges 
uth  we  have  always  recognized:  Human  talent  comes  in  many  forms,  and  you  can  never  have  too  much  of  it 


JPMorganChase 


s  a  marketing  name  for  J  P  Morgan  Cha 

se  &  Co.  and 

BusinessWeek 


INDUSTRY 
RANKINGS  of  the 


S&P  50C 


THE  S&P  500  represents  a  huge  universe,  accounting  for  some  70%  of  t: 
market  capitalization  of  all  U.S.  stocks.  To  find  out  how  each  of  the  com] 
nies  in  the  index  measures  up  against  its  peers,  we  ranked  them  wit 
industry  groups,  using  the  same  factors  that  go  into  the  overall  repc 
card  grades.  The  numbers  used  to  derive  those  grades  are  shown  in  th 
tables,  along  with  a  wealth  of  additional  financial  information.  Each  co 
pany's  rank  within  its  industry  is  listed  to  the  left  of  its  name,  followed  by  its  overall  ra 
Taken  together,  they  form  a  vivid  picture  of  how  well  each  company  harnesses 
resources,  given  the  unique  constraints  of  its  industry. 


GLOSSARY    F 


Companies  on  this  list  are  from  the  Standard 
&  Poor's  500.  Each  company  is  ranked  by 
eight  criteria:  one-year  total  return;  three-year 
total  return;  one-year  sales  growth;  three-year 
average  annual  sales  growth;  one-year  profit 
growth;  three-year  average  annual  profit 
growth;  net  profit  margins;  and  return  on  eq- 
uity, with  additional  weight  given  to  a  compa- 
ny's sales.  A  company's  composite  rank  is 
calculated  using  the  sum  of  all  of  its  ranks. 


MARKET  VALUE 

Share  price  on  Feb.  28,  2001,  multiplied  by 
the  latest  available  common  shares 
outstanding. 

ONE-YEAR  TOTAL  RETURN 

Annual  dividend  per  share,  reinvested,  plus 
Feb.  28,  2001,  price  per  share,  as  a  per- 
cent of  Feb.  29,  2000,  price  per  share. 

THREE-YEAR  TOTAL  RETURN 

Annual  dividend  per  share,  reinvested,  plus 
Feb.  28,  2001,  price  per  share,  as  a  per- 
cent of  Feb.  27,  1998,  price  per  share. 

SALES 

Latest  available  sales  through  the  most  re- 
cent 12  months  ending  Jan.  31,  2001.  In- 
cludes all  sales  and  other  operating  rev- 
enues. For  banks,  this  includes  all  operating 
revenues. 

THREE-YEAR  SALES  GROWTH 

Calculated  using  the  least  squares  method. 
Data  for  2000  and  1999  are  as  reported  by 
company  in  2000. 


PROFITS 

Latest  available  profits  through  the  most  re- 
cent 12  months  ending  Jan.  31,  2001.  Net 
income  from  continuing  operations  before 
extraordinary  items. 

THREE-YEAR  PROFITS  GROWTH 

Calculated  using  the  least  squares  method. 
Data  for  2000  and  1999  are  as  reported  by 
company  in  2000.  If  results  for  the  earliest 
year  are  negative,  the  average  is  for  two  years. 

NET  MARGINS 

Net  income  from  continuing  operations  be- 
fore extraordinary  items  as  a  percent  of 
sales. 

RETURN  ON  INVESTED  CAPITAL 

Net  income  available  for  shareholders  as  a 
percent  of  debt  and  equity  funds. 

RETURN  ON  EQUITY 

Net  income  available  for  shareholders  divid- 
ed by  total  equity. 

RECENT  SHARE  PRICE 

Price  for  a  single  share  of  a  company's  most 
widely  traded  issue  of  common  stock  as  of 
the  close  of  trading  Feb.  28,  2001. 

HIGH/LOW  PRICE 

Trading  range  for  the  company's  common 
stock,  Feb.  29,  2000,  to  Feb.  28,  2001. 

P-E  RATIO 

Price-earnings  ratio  based  on  latest  12  months' 
earnings  and  Feb.  28,  2001,  stock  price. 

DIVIDEND  YIELD 

Annual  dividend  rate  as  a  percent  of  the 
Feb.  28  stock  price. 


EARNINGS  PER  SHARE 

Diluted  earnings  per  share,  excluding  extra 
ordinary  profit  or  loss. 

EARNINGS  PER  SHARE  ESTIMATES 

Analysts'  consensus  estimates  for  2000  cor 
piled  as  of  Feb.  22,  2001  by  l/B/E/S  Intern; 
tional  Inc.,  a  division  of  Thomson  Financial 

(a)  Data  as  of  September,  2000. 

(b)  Data  as  of  October,  2000. 

(c)  Data  as  of  June  29,  2000. 

(d)  Data  as  of  Oct.  2,  2000. 

(e)  Total  return  as  of  June  26,  2000. 

(f)  Total  return  as  of  April  4,  2000. 

(g)  Total  return  as  of  Oct.  3,  2000. 
(h)  Total  return  as  of  March  2,  2000. 
(i)  Total  return  as  of  Dec.  1,  2000. 
(j)  Two-year  growth  rate. 

(x)  Sales  include  excise  taxes, 
(y)  Sales  include  other  income, 
(z)  Sales  include  excise  taxes  and  other  incoi 
NA=not  available.  NM=not  meaningful. 
NC=not  calculable.  INC=lncomplete. 
t  Because  BusinessWeek  is  owned  by  Mc 
Graw-Hill,  the  S&P  500  Scoreboard  does  not  i 
elude  a  forecast  of  the  company's  earnings. 

Note:  COMPUSTAT  provided  by  Standard 
Poor's  Institutional  Market  Services,  from 
sources  such  as  statistical  services,  registr. 
tion  statements,  and  company  reports  that 
S&P  IMS  believes  to  be  reliable  but  are  no 
guaranteed  by  S&P  IMS  or  BusinessWeek 
to  correctness  or  completeness.  This  materj 
al  is  not  an  offer  to  buy  or  sell  any  securit 

Additional  data:  l/B/E/S  International  Inc., 
division  of  Thomson  Financial. 
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1     AEROSPACE   cv    DEFENSE 


12 

CHANGE 

3  YEAR 

12 

CHANGE 

TOTAL 

TOTAL 

MONTHS 

FROM 

AVERAGE 

MONTHS 

FROM 

RETURN 

RETURN 

2000 

1999 

CHANGE 

2000 

1999 

(1  YEAR) 

(3  YEARS) 

$  MIL. 

% 

% 

$  MIL 

% 

INDUSTRY  AVERAGE 


GENERAL  DYNAMICS 


UNITED  TECHNOLOGIES 


B.F.  GOODRICH 


NORTHROP  GRUMMAN 


LOCKHEED  MARTIN 


20241.1 

13584.5 
36641.5 

4138.2 
53188.4 

6738.7 
11288.4 
16107.8 


2     AUTOMOTIVE 
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60.2 
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85.3 
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66.4 
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-10.5 
19.3 
-27.7 
-39.8 
-31.8 


20352.7 

10359.0 
26583. Oy 

4363.8 
51321.0 

7618.0 
16895.0 
25329.0 
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286.3 
2128.0 

625.0 

498.0 
-424.0 


INDUSTRY  AVERAGE 


FORD  MOTOR 


COOPER  TIRE  &  RUBBER 


GENERAL  MOTORS 


DELPHI  AUTOMOTIVE  SYSTEMS 


GOODYEAR  TIRE  &  RUBBER 


NAVISTAR  INTERNATIONAL 


10895.1 

51559.7 

969.1 

3547.7 

4980.5 

30145.6 
7854.0 
4018.8 
2503.3 
1886.4 
1486.2 


2.6 

26.7 
28.4 
12.9 
12.2 

-27.5 

-14.2 
17.7 

-15.6 
9.5c 

-23.6 


-19.0 

47.5 

-37.2 

-14.6 

-8.5 

2.1 

NA 

-59.0 

-64.6 

NA 

-17.6 


45750.1 

170064.0 

3472.4 

7919.4 

8309.0 

184632.0y 

29139.0 

14417.1 

12317. Oy 

19467.0 

7764.0 


4 

6 

58 

-12 

4 

5 

0 

8 

-6 

1 

-12 


5.7 

4.2 
23.5 
6.3 
4.8 
2.6 
1.2j 
3.6 
1.4 
4.7J 
5.3 


1252.4 

5410.0 

96.7 

441.8 

363.0 

4452.0 

1062.0 

40.3 

334.0 

270.0 

54.0 


3     BANKS 


INDUSTRY  AVERAGE 


PROVIDIAN  FINANCIAL 


FLEETBOSTON  FINANCIAL 


U.S.  BANCORP 


WELLS  FARGO 


FIFTH  THIRD  BANCORP 


NORTHERN  TRUST 


SYNOVUS  FINANCIAL 


STATE  STREET 


SUNTRUST  BANKS 


BANK  OF  NEW  YORK 


SOUTHTRUST 


J.P.MORGAN  CHASE 


OLD  KENT  FINANCIAL 


PNC  FINANCIAL  SERVICES  GROUP 


MELLON  FINANCIAL 


NATIONAL  CITY 


24821.1 

14297.9 
37329.6 
22056.9 
85115.0 
28006.6 
25057.7 
15806.3 

7905.9 
16243.9 
19473.6 
38313.4 

9989.5 

7153.0 
89983.8 
14373.6 

5553.1 
20155.0 
22540.9 
16569.9 


45.3 

55.0 
57.5 
34.1 
53.1 
45.2 
57.3 
26.8 
73.5 
38.7 
32.9 
57.9 
78.5 
90.5 
-9.8 
58.4 
63.6 
85.6 
57.1 
49.4 


20.2 

166.4 
14.3 
26.3 
28.7 
42.2 
59.4 
92.6 
24.7 
66.1 
-4.8 
85.1 
2.4 
12.3 
20.6 
25.1 
27.8 
37.6 
58.8 
-5.7 


11983 

5948 
22608 
6997 
27568 
7420 
4276 
3548 
1931 
5921 
8619 
7486 
4087 
3899 
60065 
5116 
2140 
7623 
5979 
9050 


12 

47 

13 

9 

15 

20 

18 

27 

19 

26 

14 

7 

21 

16 

16 

10 

12 

8 

0 

9 


20.6 

71.8 

42.6 

78.8 

39.2 

20.6 

19.6 

15.4 

16.9 

19.0 

21.2 

10.6 

8.4 

15.7 

28.6 

24.5 

18.0 

2.4 

5.0 

7.4 


1331.7 

651.8 

3420.0 

1283.6 

4026.0 

1208.5a 

862.9 

485.1 

262.6 

595.0 

1294.1 

1429.0 

749.3 

482.3 

5727.0 

626.4 

278.3 

1214.0 

1007.0 

1302.4 
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1      1       NET 
k         MARGIN 

1999 

1  RETURN  ON 
INVESTED 
CAPITAL 

RETURN  ON 

COMMON 
EQUITY 

RECENT 

SHARE 

PRICE 

% 

12-MONTH 

HIGH/LOW 
$ 

P-E       1 
RATIO 

DIVIDEND 
YIELD 

EARNINGS 

PER  SHARE 

2000 

ESTIMATED 

EARNINGS 

PER  SHARE 

2001 

4... 

10.2 

12.3 

.V> 

64/3 1 

18 

1.68 

3.20 

3.67 

9.8 

24.0 

25.2 

68 

79/36 

15    | 

1.53 

4.48 

4.50 

3.5 

14.7 

21.9 

78 

80/47 

22    | 

1.16 

3.55 

|    4.08 

3.2 

10.2 

23.3 

40 

43/23 

15 

2.72 

2.68 

3.41 

4.0 

11.1 

17.5 

62 

71/32 

25    | 

1.09 

2.44 

|    3.72 

6.2 

11.6 

15.9 

94 

97/43 

11 

1.70 

8.82 

|    6.95 

2.9 

2.5 

4.6 

33 

37/18 

23 

2.41 

1.46 

|    1.66 

2.9 

-2.6 

-5.9 

37 

38/17 

-36    1 

1.18 

-1.05 

1    1.38 

.{.8 

<>.() 

IK.I 

31 

43/24 

10 

3.20 

2.96 

2.16 

4.0 

3.0 

29.5 

28 

33/22 

8   | 

4.32 

3.59 

|    2.56 

6.2 

4.9 

10.2 

13 

15/9 

10 

3.14 

1.31 

|    1.45 

6.5 

6.9 

19.6 

46 

55/36 

8    | 

2.59 

5.73 

|    3.16 

7.5 

7.5 

15.1 

71 

87/58 

14    | 

2.47 

5.00 

|    5.05 

3.2 

2.5 

14.4 

53 

95/48 

8    | 

3.75 

6.68 

|    3.36 

3.7 

19.7 

28.2 

14 

21/11 

7    | 

2.00 

1.88 

1.15 

1.8 

0.6 

1.2 

26 

32/16 

102    | 

4.71 

0.25 

|    0.89 

3.9 

6.2 

12.7 

17 

32/13 

8    | 

7.32 

2.18 

0.97 

3.8 

5.5 

7.7 

14 

19/10 

7    | 

1.67 

2.08 

|    1.32 

6.3 

2.8 

4.2 

25 

41/18 

28    1 

0.00 

0.90 

1     1.72 

15.0 

8.3 

14.1 

45 

52/28 

19 

2.76 

2.34 

2.95 

|    13.6 

20.6 

32.1 

50 

67/30 

22    | 

0.24 

2.23 

|    3.40 

|    10.2 

7.6 

20.9 

41 

44/25 

11 

3.20 

3.68 

|    3.66 

|    13.6 

12.3 

19.7 

23 

28/15 

18 

2.80 

1.32 

1.76 

|    16.8 

6.7 

15.1 

50 

56/31 

21 

1.93 

2.33 

|    2.89 

|    15.3 

9.8 

19.0 

33 

40/21 

23 

1.10 

1.43 

|    1.85 

|    18.5 

9.2 

19.5 

54 

61/29 

29    | 

1.34 

1.83 

|    2.39 

|    14.4 

12.4 

19.5 

71 

92/51 

34    | 

0.87 

2.08 

|    2.34 

|    13.8 

12.6 

19.5 

28 

28/14 

30    | 

1.83 

0.92 

|    1.05 

|    13.2 

13.3 

18.2 

100 

137/62 

28    | 

0.76 

3.63 

|    4.06 

|    14.8 

7.5 

15.7 

66 

68/42 

15    | 

2.43 

4.30 

|    4.77 

|    25.0 

13.4 

23.2 

52 

59/30 

27    | 

1.39 

1.92 

|    2.17 

|    19.8 

6.1 

18.3 

64 

65/33 

14    | 

2.77 

4.63 

|    5.06 

|    13.2 

11.2 

15.1 

42 

45/21 

15 

2.65 

2.86 

|    3.10 

|    14.5 

6.2 

13.3 

47 

67/32 

16    | 

2.74 

2.86 

|    3.65 

|    15.2 

4.9 

14.4 

36 

38/22 

23    | 

2.55 

1.55 

2.45 

|    14.6 

13.5 

17.3 

40 

45/23 

20    | 

2.42 

2.00 

|    2.50 

|    17.1 

7.5 

18.0 

70 

76/36 

17    | 

2.76 

4.09 

|    4.64 

|    16.5 

11.6 

24.3 

46 

52/27 

23    | 

1.90 

2.03 

|    2.27 

|    16.9 

7.0 

19.2 

27 

30/16 

13 

4.19 

2.13 

2.28 

MONEY  MACHINES 

Last  year  was  boom 
time  for  bankers. 
A  surging  econo- 
my and  binging  borrowers 
boosted  the  results  of  fi- 
nancial giants.  Big  gains 
in  credit-card  business 
helped  Providian  Finan- 
cial Corp.,  No.  6,  in- 
crease net  income  by 
18%  in  the  past  year. 


After  a  string  of  acquisi- 
tions, FleetBoston  Finan- 
cial Corp.,  No.  15,  reaped 
the  benefits  of  merger  ef- 
ficiencies to  help  it  re- 
turn 57.5%  to  sharehold- 
ers. Alas,  loan  growth  is 
slowing,  and  problem 
loans  are  mounting  as 
the  economy  sputters. 
Next  year,  banks  may 
well  long  for  the  days  of 
double-digit  growth. 
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BusinessWeek 


S&P  500 


23     286 


1i1rlifliiiMii1M' 


BANK  OF  AMERICA 


UNION  PLANTERS 


HUNTINGTON  BANCSHARES 


AMSOUTH  BANCORPORATION 


FIRST  UNION 


FEB. 28 
2001 
SMIL. 

TOTAL 
RETURN 
(1  YEAR) 

6593.1 

55.3     | 

80600.9 

14.5    | 

12844.2 

14.9 

11004.6 

61.3    | 

5128.0 

48.0    | 

3747.2 

-17.5 

6511.7 

28.7    | 

40913.2 

41.7    | 

31721.4 

16.1 

TOTAL 
RETURN 
(3  YEARS) 


-16.4 
-18.8 
-12.9 
-15.9 
-28.5 
-38.7 
-22.3 
-30.5 
-29.5 


12 

MONTHS 
2000 
SMIL. 

CHANGE 
FROM 
1999 

% 

3835.5 

13     | 

57747.0 

12     | 

7276.6 

16     | 

8139. Oy 

6     | 

3087.1 

10     | 

2602.1 

4     | 

3811.5a 

1     | 

25168.0 

-3     | 

23589.0y 

7     1 

12.4 

4.7 

10.8 

7.5 

3.4 

3.7 

39.2 

21.6 

7.6 


12 
MONTHS 
2000 
SMIL. 

CHANGE 

FROM 

1999 

% 

1 

527.5 

0 

7517.0 

-5 

832.3 

-18 

1002.0 

-9 

409.3 

0 

328.4 

-22 

140.0a 

-74 

-511.0 

NM 

• 

138.0 

-96 

- 

4     CHEMICALS 


INDUSTRY  AVERAGE 


ROHM  &  HAAS 


EASTMAN  CHEMICAL 


DOW  CHEMICAL 


GREAT  LAKES  CHEMICAL 


AIR  PRODUCTS  &  CHEMICALS 


INTERNATIONAL  FLAVORS  &  FRAGRANCES 


5     CONGLOMERATES 


11178.6 

8073.3 
3956.5 
45369.5 
22259.8 
1665.4 
7073.7 
8700.4 
1513.2 
1995.6 


10.7 

-6.4 

49.0 

-10.8 

-5.6 

15.0 

34.2 

61.0 

-11.3 

-29.1 


-15.2 

15.4 
-12.3 
-23.0 

19.8 
-19.5 

-2.9 

2.7 

-67.6 

-50.1 


8809.0 

6879.0y 
5292.0y 
28268. Oy 
21870. Oy 
1670.5 
5043.0 
5644.0 
3152.0 
1462.8 


11 

28 
15 

5 
16 
11 

9 
13 
-5 

2 


8.1 

22.1 
4.0 
5.8 
3.0 
8.3 
1.5 
5.4 

22.2 
1.0 


600.5 

354.0 

303.0 

2314.0 

1513.0 

127.0 

363.0 

209.2 

98.0 

123.0 


73 

42 
531 
957 
14 
-9 
-18 
-44 
-42 
-24 


INDUSTRY  AVERAGE 


GENERAL  ELECTRIC 


HONEYWELL  INTERNATIONAL 


ALLEGHENY  TECHNOLOGIES 


85956.5 

461838.3 
37266.5 
2803.8 
4852.7 
7554.8 
1422.9 


1.1 

6.5 
-1.3 
19.4 
-15.9 
-10.9 


2.4 

86.2 
14.7 
19.6 
-22.5 
-25.1 
-58.5 


31483.8 

129853.0y 
25023.0 

1245.1 
17231.1 
13090.0y 

2460.4 


13 

16 
5 
5 
2 

10 
7 


10.4   2564.2 

13.4  12735.0 
1659.0 


23.3 

5.5 

19.1 

15.4 

-14.2 


143.4 
438.1 
277.0 
132.5 


6     CONSUMER   PRODUCTS 


14 

19 
8 
77 
-7 
-56 
19 


INDUSTRY  AVERAGE 


BED  BATH  &  BEYOND 


PHILIP  MORRIS 


ANHEUSER-BUSCH 


RADIOSHACK 


12     297 


AVON  PRODUCTS 


BROWN-FORMAN 


24188.0 

7036.5 

8509.8 

107463.3 

39419.3 
7974.6 
5331.0 

33790.6 

66539.5 
2468.3 
4698.2 

10101.9 
4347.1 


35.3 

73.6 
-25.0 
156.0 
38.7 
13.1 
50.4 
14.4 
45.3 
54.4 
63.8 
59.8 
36.3 


23.9 

128.1 
175.1 
30.7 
96.3 
95.7 
51.0 
50.6 
31.6 
122.6 
-0.1 
27.5 
21.5 


11165.1 

2243.8 

14179.6 

63276.0 

12261.8 

4794.7 

2264.3 

9357.9 

20438.0 

2414.4 

1547.6 

5673.7 

1912.6 


4 

30 
22 
2 
5 
16 
9 
3 
0 
8 
2 
7 
3 


6.0 

31.0 

21.9 

4.4 

3.5 

-4.8 

11.2 

1.2 

-1.6 

10.6 

4.4 

3.5 

5.4 


1004.0 

156.0 

370.0 

8510.0 

1551.6 

368.0 

208.6 

1063.8 

2183.0 

109.6 

441.9 

485.1 

230.9 


4 

33 
27 
11 
11 
24 
19 
13 
6 
19 
-6 
60 
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1       NET 
MARGIN 
1999 

RETURN  ON     1 
INVESTED 
CAPITAL 

15.5 

6.6      | 

15.3 

6.2    | 

16.1 

5.4     | 

14.5 

4.6 

14.6 

10.6    | 

16.9 

5.3 

14.3 

1.6    | 

|     13.4 

-0.9 

14.6 

0.3 

4.4 

4.6 
1.0 
0.8 
7.0 
9.3 
9.5 
7.5 
5.1 
11.3 


8.1 

9.6 
6.5 
6.8 
2.8 
5.3 
4.8 


9.0 

6.8 

2.5 

12.4 

12.0 

7.2 

8.5 

10.3 

10.1 

4.1 

31.0 

5.7 

11.5 


;s.:i 

5.1 

8.1 

11.4 

10.1 

7.9 

7.0 

3.7 

2.9 

18.6 


8.9 

9.9 
12.3 
14.3 
5.8 
2.5 
8.7 


20.8 

21.5 
22.5 
33.9 
16.5 
28.3 
21.0 
24.5 
22.7 
10.7 
57.6 
61.3 
19.9 


1     EARNINGS 
PER  SHARE 
2000 

ESTIMATED 

EARNINGS 

PER  SHARE 

2001 

2.38 

2.36 

4.52 

4.94 

4.07 

5.40 

2.30 

2.49 

3.00 

3.23 

1.32 

1.17 

0.36 

1.45 

-0.45 

2.70 

0.12 

2.60 

15.2 

9.6 
16.8 
17.4 
16.5 
14.3 
15.3 

7.2 
11.4 
19.5 


35 

37 
51 
44 
33 
33 
45 
41 
14 
20 


44/25 

49/24 
55/34 
64/38 
42/23 
39/27 
48/30 
42/23 
20/11 
38/15 


18 

23 
13 
20 
15 
14 
20 
42 
15 
16 


2.19 

2.18 
3.42 
3.20 
3.54 
0.97 
1.53 
1.87 
0.00 
2.97 


22.4 

25.2 
17.8 
19.3 
16.5 
6.4 
12.8 


38 

47 
47 
23 
39 
53 
18 


51/29 

61/42 
59/32 
26/18 
65/29 
66/41 
27/13 


20 

37 
23 
20 
11 
28 
11 


2.75 

1.38 
1.61 
2.97 
3.59 
2.45 
4.52 


32.9 

21.5 
22.8 
56.7 
37.9 
41.2 
27.6 
66.2 
31.7 
12.0 
194.4 
NM 
20.6 


41 

25 
41 
48 
44 
43 
42 
59 
46 
67 
29 
42 
64 


53/27 
28/11 
89/21 
49/19 
50/27 
73/37 
46/28 
66/41 
50/30 
82/37 
29/14 
50/26 
72/42 


20 

46 
23 
13 
26 
23 
27 
35 
31 
23 
11 
21 
19 


1.68 

0.00 
0.00 
4.40 
1.51 
0.51 
1.24 
1.07 
1.22 


1.98 

1.61 
3.94 
2.19 
2.22 
2.42 
2.25 
0.96 
0.91 
1.29 


1.92 

1.27 
2.05 
1.16 
3.51 
1.90 
1.60 


2.04 

0.54 
1.75 
3.75 
1.69 
1.84 
1.56 
1.70 
1.48 


2.16 

1.78 
3.71 
2.36 
1.64 
2.14 
3.17 
2.62 
0.63 
1.35 


2.41 

1.49 
3.07 
1.28 
2.49 
4.77 
1.38 


2.35 

0.72 
2.10 
4.07 
1.89 
2.19 
1.69 
1.91 
1.64 


1.11  1 

2.93 

3.39 

6.38    | 

2.70 

2.94 

1.79    | 

2.02 

2.10 

2.08    | 

3.37 

3.76 

COMFORT  ZONE 

While  blue-chip 
names  like 
Procter  & 
Gamble  and  Coca-Cola 
stumbled,  housewares  re- 
tailer Bed  Bath  &  Be- 
yond, No.  49,  maintained 
its  steady  performance. 
This  purveyor  of  clocks 
and  comforters  has 
plumped  up  sales  an  av- 


erage 31%  annually  over 
the  last  three  years,  as 
net  income  grew  at  a 
33%  annual  clip.  The 
superstore  chain  will  add 
80  stores  this  year  as  ri- 
vals retreat.  Falling  inter- 
est rates  may  send  more 
home  buyers  flocking  to 
its  aisles.  In  good  times 
and  bad,  Bed  Bath  & 
Beyond  warms  sharehold- 
ers with  its  consistency. 
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f~~^4         -l-"v     P^  y^v  /^v 

lu/UUvlZT  Ml 

FEB.  28 
2001 
$  MIL. 

Ll  UL 

TOTAL 
RETURN 
(3  YEARS) 

■.I 

12 
MONTHS 
2000 
SMIL. 

CHANGE 
FROM 
1999 

% 

3  YEAR 

AVERAGE 

CHANGE 

% 

12 

MONTHS 
2000 
$  MIL. 

l  i'i  i 

CHANGE 
FROM 
1999 

% 

S&P  500 

TOTAL 
RETURN 
(1  YEAR) 

8496.4 

-9.2 

-13.8 

4071.0y 

2 

7.3 

395.0 

68    | 

LIZ  CLAIBORNE 

2584.8 

31.5 

1.0 

3104.1 

11 

9.0 

184.6 

-4    | 

15     315 

PROCTER  &  GAMBLE 

91642.9 

-18.1 

-12.9 

39595.0 

1 

2.7 

3618.0 

-3    | 

16     322 

LEGGETT&PLATT 

3793.5 

17.8 

-18.4 

4276.3 

13 

13.5 

264.1 

-9    | 

10531.8 

38.9 

-8.2 

9269.8 

4 

-1.7 

601.0 

14    | 

COCA-COLA 

131482.2 

10.4 

-20.2 

20458.0 

3 

3.0 

2177.0 

-10    | 

! 

WHIRLPOOL 

3517.8 

0.3 

-14.5 

10325.0 

-2 

5.8 

367.0 

6    | 

COCA-COLA  ENTERPRISES 

9484.2 

-2.0 

-30.1 

14750.0 

2 

9.2 

236.0 

300    |    • 

21      366 

2576.8 

29.5 

-21.6 

4247.5 

-2 

7.5 

201.0 

-39    | 

REEBOK  INTERNATIONAL 

1460.3 

220.0 

-17.9 

2865.2 

-1 

-7.9 

80.9 

632    | 

23     392 

GILLETTE 

34233.0 

-5.9 

-37.1 

9295.0 

2 

-3.7 

821.0 

-34    | 

CIRCUIT  CITY  GROUP 

3115.9 

-62.4 

-20.8 

10757.1 

6 

12.0 

208.2 

-27    | 

• 

4099.8 

51.2 

-19.0 

5747.9 

4 

3.1 

267.1 

-27 

7     CONTAINERS    &   PA 

CKAG] 

[NG 

INDUSTRY  AVERAGE 

2038.9 

14.1 

-11.1 

3130.8 

8 

9.6 

133.8 

36 

WESTVACO 

2638.4 

-1,1 

-11.3 

3789.5 

28 

8.3 

237.7 

75 

TEMPLE-INLAND 

2340.1 

-4.3 

-14.1 

4286.0y 

13 

6.7 

195.0 

2    | 

BALL 

1194.2 

57.0 

33.1 

3664.7 

-1 

16.5 

68.2 

-35    | 

BEMIS 

1789.6 

17.8 

-18.2 

2164.6 

10 

5.0 

130.6 

14    | 

SEALED  AIR 

3269.7 

-21.2 

-41.8 

3067.7 

5 

18.5 

225.3 

7    1 

•! 

PACTIV 

2127.3 

61.8 

NA 

3134.0 

1 

6.0j 

113.0 

NM    | 

POTLATCH 

912.6 

-11.1 

-14.5 

1808.8 

0 

5.9 

-33.2 

NM 

\ 

8     DISCOUNT   &   FASH 

ION   RETAILING 

INDUSTRY  AVERAGE 

22440.3 

19.4 

30.9 

23752.5 

11 

11.7 

708.3 

-9 

KOHL'S 

21861.0 

73.9 

228.8 

5536.5b 

31 

24.8 

314.2b 

36    | 

LOWE'S 

21415.6 

17.2 

92.9 

18778.6 

18 

22.5 

809.9 

20 

HOME  DEPOT 

98517.7 

-26.2 

101.3 

45738.0 

19 

24.1 

2581.0 

11    | 

TJX 

8555.5 

93.2 

60.1 

9579.0 

9 

9.2 

538.1 

3    | 

WAL-MART  STORES 

223735.2 

2.9 

119.3 

191329.0 

16 

17.7 

6295.0 

13    | 

TIFFANY 

4537.9 

-2.4 

169.1 

1668.  ly 

13 

18.7 

190.6 

31    | 

TARGET 

34933.0 

33.2 

106.2 

35509.0b 

8 

9.7 

1234.0b 

11 

GAP 

23149.6 

-43.4 

38.5 

13673.5 

18 

28.1 

877.5 

-22    | 

COSTCO  WHOLESALE 

18702.4 

-15.9 

70.8 

32858.  ly 

16 

13.7 

631.6 

17    | 

STAPLES 

6945.2 

-44.9 

5.6 

10189.7b 

22 

25.0 

291.5b 

9 

ALBERTO-CULVER 

2258.6 

89.2 

35.6 

2314.9 

14 

9.0 

100.0 

6    | 

DOLLAR  GENERAL 

6149.3 

11.8 

0.0 

4551.5 

17 

20.2 

206.0 

-6    | 

MAY  DEPARTMENT  STORES 

11788.9 

56.1 

5.9 

14511.0y 

5 

4.5 

858.0 

-7    | 

AUTOZONE 

2874.4 

5.3 

-16.5 

4539.8 

8 

17.9 

265.3 

6    | 

SEARS,  ROEBUCK 

13821.5 

52.9 

-16.8 

40937.0 

4 

-0.8 

1343.0 

-8    | 

LIMITED 

7513.7 

5.4 

38.0 

10104.6 

3 

3.3 

427.9 

-7   | 

TOYS 'R' US 

4855.0 

98.8 

-6.3 

11560.0b 

-2 

2.8 

388.0b 

10    | 

CONSOLIDATED  STORES 

1729.8 

37.9 

-62.3 

3277.1 

12 

-9.5 

98.3 

6    | 

FEDERATED  DEPARTMENT  STORES 

9609.0 

31.8 

3.1 

18407.0y 

4 

6.1 

-184.0 

NM    | 
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1    1      NET 

MARGIN 
1999 

RETURN  ON 
INVESTED 
CAPITAL 

RETURN  ON 
COMMON 
EQUITY 

RECENT 

SHARE 

PRICE 

$ 

12-MONTH 

HIGH/LOW 
$ 

P-E 
RATIO 

DIVIDEND 
VIELD 

EARNINGS 

PER  SHARE 

2000 

ESTIMATED 

EARNINGS 

PER  SHARE 

2001 

5.9 

19.7 

24.4 

36 

49/28 

22 

2.34 

1.64 

1.74 

|      6.9 

14.3 

21.7 

49 

50/34 

14 

0.92 

3.43 

4.02 

9.5 

15.2 

26.9 

71 

90/53 

28 

1.99 

2.54 

3.15 

7.7 

9.5 

14.7 

19 

23/14 

15 

2.48 

1.32 

1.36 

5.9 

15.7 

17.9 

39 

60/26 

18 

1.23 

2.19 

2.69 

|    12.3 

20.3 

22.1 

53 

64/43 

60 

1.36 

0.88 

1.70 

3.3 

14.0 

21.8 

53 

68/32 

10 

2.57 

5.20 

5.41 

0.4 

1.8 

8.2 

23 

24/14 

42 

0.71 

0.54 

0.58 

7.6 

19.4 

90.7 

34 

42/25 

14 

2.15 

2.44 

2.66 

0.4 

9.5 

13.5 

26 

32/8 

18 

0.00 

1.40 

1.69 

|    13.6 

22.5 

41.1 

33 

42/27 

42 

2.00 

0.77 

1.25 

2.8 

9.2 

9.4 

15 

65/9 

15 

0.46 

1.01 

0.91 

6.6 

8.4 

11.8 

36 

37/21 

16 

2.55 

2.31 

3.21 

3.4 

4.2 

8.5 

33 

43/24 

19 

2.27 

1.75 

2.13 

4.6 

4.7 

10.1 

26 

35/24 

11 

3.36 

2.36 

2.56 

5.0 

3.4 

10.9 

48 

58/35 

12 

2.69 

3.83 

3.01 

2.8 

3.9 

9.6 

41 

49/26 

19 

1.45 

2.14 

3.97 

5.8 

10.5 

16.4 

34 

39/23 

14 

2.94 

2.44 

2.60 

7.2 

5.2 

7.3 

39 

60/26 

20 

0.00 

1.93 

2.16 

|    -3.6 

3.6 

7.3 

13 

14/8 

19 

0.00 

0.70 

1.03 

2.3 

-2.0 

-4.0 

32 

45/29 

-28 

5.42 

-1.16 

-0.40 

3.7 

10.4 

14.  9 

31 

39/19 

28 

0.70 

1.10 

1.65 

5.5 

11.1 

15.6 

66 

72/37 

71 

0.00 

0.93 

1.31 

4.2 

9.9 

14.7 

56 

67/34 

26 

0.25 

2.13 

2.43 

6.0 

15.6 

17.2 

43 

70/35 

39 

0.38 

1.10 

1.25 

5.9 

35.0 

44.2 

31 

34/15 

16 

0.52 

1.86 

2.11 

3.4 

13.1 

20.2 

50 

65/41 

36 

0.48 

1.40 

1.58 

|      9.9 

17.3 

20.6 

31 

45/27 

25 

0.51 

1.26 

1.40 

3.4 

11.4 

20.7 

39 

40/22 

29 

0.56 

1.34 

1.55 

9.7 

24.2 

30.0 

27 

53/19 

27 

0.33 

1.00 

1.19 

1.9 

12.0 

14.6 

42 

61/26 

31 

0.00 

1.35 

1.42 

3.2 

11.0 

15.7 

15 

27/10 

24 

0.00 

0.61 

0.71 

4.6 

10.0 

15.0 

40 

44/19 

23 

0.82 

1.76 

1.90 

5.6 

16.0 

19.2 

19 

23/13 

30 

0.69 

0.62 

0.74 

6.7 

9.9 

21.4 

40 

40/19 

15 

2.37 

2.62 

2.90 

|      5.9 

11.5 

30.2 

25 

30/21 

12 

0.00 

2.08 

2.25 

3.7 

7.5 

20.9 

41 

44/26 

11 

2.24 

3.88 

4.82 

4.7 

16.5 

20.5 

18 

28/14 

18 

1.70 

0.96 

1.05 

3.0 

8.9 

12.3 

25 

27/11 

15 

0.00 

1.68 

1.63 

3.2 

6.9 

10.6 

16 

16/8 

18 

0.00 

0.87 

0.99 

4.5 

-1.8 

-3.2 

48 

49/21 

-54 

0.00 

-0.90 

4.03 

NO  GREAT 
BARGAIN 


Discounters  remain 
the  leaders  of  the 
retail  pack.  But 
with  shoppers  pinched  by 
high  fuel  prices  and 
weary  of  me-too  fashions, 
not  a  single  industry 
player  managed  to  make 
the  BW50  this  year.  Go- 
liaths  such  as  Home  De- 
pot, Gap,  and  Costco  all 


saw  their  total  return  to 
shareholders  fall  last 
year.  Kohl's  Corp.  just 
missed  the  list,  bucking 
the  trend  by  selling  low- 
priced,  name-brand  mer- 
chandise in  convenient 
strip-mall  locations.  Its 
earnings  climbed  36%  in 
the  past  year.  Do  it  right, 
and  bargain-hunting  nev- 
er goes  out  of  style. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  82; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE   110 
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BJMIJ'.IUIH 


S&P  500 


'IflHrHiil 


<)     ELECTRICAL    &    ELECTR 


2727.8 

-24.5 

4519.7 

6.1 

1654.2 

9.6 

2472.3 

-11.7 

4239.2 

8.8 

:  C  T  R  0  N  I  c 

15345.0 

-30.0 

20292.5 

-29.4 

12828.4 

-51.3 

13350.6 

-52.6 

9167.4 

-42.0 

51182.1 

-64.4 

5472.1 

-64.1 

9134.6 

1.9 

13191.8 

-31.0 

12522.7 

-24.3 

6594.3 

-54.1 

1384.5 

8.4 

17590.7 

-16.8 

192222.3 

-49.4 

2424.2 

-0.8 

3436.4 

-76.0 

6935.9 

9.9 

9009.3 

55.6 

14571.8 

-34.0 

4289.4 

-35.3 

28702.5 

50.2 

3515.1 

14.1 

16425.4 

-65.3 

7093.4 

-18.6 

5139.3 

-74.8 

4013.2 

47.5 

7124.7 

-62.0 

8364.7 

4.1 

33136.8 

-73.1 

3557.8 

-72.8 

2372.5 

-64.1 

1220.8 

-39.4 

26004.7 

-79.7 

7929.3 

-61.1 

2338.7 

-14.9 

992.3 

24.5 

40980.2 

-61.5 

TOTAL  TOTAL 
RETURN  RETURN 
(HEAR)     (3  YEARS) 


-49.9 
-29.4 
-45.9 
-33.0 
-73.1 


CHANGE    I      3  YEAR 
FROM  AVERAGE 

1999  CHANGE 


11569.7 

13 

36496.0b 

4 

8754.5b 

-1 

5528.5y 

7 

32649.0 

0 

5264.6 

24 

7584.2 

67 

1558.9 

73 

2859.5 

74 

1376.8 

65 

11875.0 

22 

3043.9 

70 

4538.2 

74 

1073.3 

56 

886.7 

53 

2002.7 

91 

511.0 

115 

16998.4 

66 

33726.0 

15 

953.8 

24 

318.0 

70 

4644.2 

63 

3777.8 

18 

1534.5 

18 

3997.5 

64 

15921.0 

11 

1695.3 

24 

11368.0 

29 

2437.5 

28 

2737.7 

31 

4459.9 

15 

517.5 

67 

6598.0 

1 

37564.0 

17 

2380.0 

21 

1483.6 

10 

1066.1 

32 

2630.2 

291 

371.5 

158 

1181.9 

4 

2589.9 

12 

2760.7 

-33 

12.8  49.3 

4.6  -81.0b 
10.3  71.9b 

3.3  101.9 

2.7  -409.0 


INDUSTRY  AVERAGE 


MICRON  TECHNOLOGY 


63 


MAXIM  INTEGRATED  PRODUCTS 


LINEAR  TECHNOLOGY 


KLA-TENCOR 


POWER-ONE 


APPLIED  BIOSYSTEMS  GROUP 


JABIL  CIRCUIT 


EMERSON  ELECTRIC 


PERKINELMER 


AGILENT  TECHNOLOGIES 


256 


32     380 


34     413 


COOPER  INDUSTRIES 


VITESSE  SEMICONDUCTOR 


ROCKWELL  INTERNATIONAL 


NATIONAL  SEMICONDUCTOR 


AMERICAN  POWER  CONVERSION 


JDS  UNIPHASE 


APPLIED  MICRO  CIRCUITS 


NATIONAL  SERVICE  INDUSTRIES 


143.5 

106.2 

254.4 

130.9 

114.5 

105.6 

32.4 

199.3 

128.5 

110.9 

54.9 

208.7 

125.3 

28.0 

44.2 

645.1 

83.0 

77.1 

283.6 

70.9 

12.1 

183.7 

NA 

51.0 

36.0 

-15.4 

210.7 

-3.2 

-16.6 

-14.5 

-15.9 

-45.7 

434.1 

1041.2 

14.5 

-50.7 

780.0 


31.1 

29.5 
37.2 
31.5 
29.5 

7.6 
32.5 
90.2 
28.4 
26.6 
19.0 
81.3 
61.6 
10.5 

8.1 
61.7 
24.0 
13.8 
11.6 
55.3 

7.7 

9.6 
21. 3j 
14.7 
29.4 

9.0 
62.8 

1.9 

8.1 
-5.1 
19.3 

5.7 

166.3 

71.6 

-17.9 

9.1 


569.9 

1515.1 

673.7 

704.5 

496.9 

3087.0 

517.8 

265.2 

350.0 

381.4 

380.2 

43.9 

578.0 

10535.0 

119.2 

57.0 

1006.1 

324.2 

219.8 

166.9 

1454.9 

86.1 

805.0 

255.2 

236.6 

357.4 

36.1 

548.0 

1318.0 

732.6 

165.6 

83.8 

-2571.7 

-221.8 

78.9 

92.0 

135.5 
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NET         I  RETURN  ON     I    RETURN  ON 
IARGIN  INVESTED  COMMON 

1999  CAPITAL  EQUITY 


2.5 

2.1 

1.6 

-0.8 

2.4 

1.2 

3.9 

4.5 

1.0 

-3.6 

'»..{ 

12.2 

7.0 

19.1 

24.0 

35.3 

15.8 

18.8 

26.8 

39.8 

14.9 

22.4 

10.7 

29.8 

6.1 

8.9 

32.4 

28.0 

39.2 

25.0 

12.9 

21.2 

4.9 

6.8 

3.8 

5.8 

24.9 

27.7 

8.3 

19.7 

24.2 

11.8 

-3.1 

23.0 

8.2 

12.2 

13.3 

21.1 

3.8 

12.4 

9.3 

16.3 

2.1 

6.8 

6.5 

14.5 

10.2 

14.3 

7.6 

9.9 

8.6 

11.1 

21.9 

1.9 

8.1 

15.1 

2.8 

5.6 

-33.7 

39.2 

15.3 

15.0 

3.0 

13.0 

-63.4 

-11.0 

21.8 

-4.2 

2.4 

6.8 

5.3 

8.7 

8.0 

2.7 

3.1  9 

-1.4  9 

2.6  19 

8.4  18 

-6.4  16 


13.1  34 

20.2  34 

35.3  39 

27.7  37 

39.8  23 
24.5  30 

30.3  31 

14.5  30 
28.0  46 
25.0  40 
21.2  36 

6.9  18 

11.2  27 

28.2  29 

39.0  53 

11.8  37 

31.7  22 

16.7  63 

21.8  69 

12.6  22 
22.2  67 

12.7  73 
14.5  36 
14.5  36 

9.5  16 

19.4  43 
3.1  39 

20.2  46 

7.1  15 

40.0  20 

15.0  12 

14.7  15 

-11.0  27 

-4.2  27 

7.8  25 

13.7  24 

2.7  55 


15/6 
10/5 
19/9 
35/14 
20/9 


90/27 
98/28 
98/35 

103/37 
67/20 

100/28 

115/23 
61/21 
90/42 
75/39 
98/26 
90/14 
53/25 
76/28 
77/43 

203/34 
49/14 
70/36 

160/43 
68/19 
80/41 

121/49 

162/36 
64/34 
90/16 
48/30 

116/36 
49/28 
62/15 
86/17 
49/10 
42/15 

153/25 

110/27 
44/22 
27/18 

163/50 


58 

434 

25 

24 

-10 


32 

13 
20 
20 
19 
17 
11 
37 
42 
34 
18 
32 
30 
19 
21 
59 
7 
28 
69 
26 
20 
43 
21 
28 
23 
11 

208 
16 
26 
5 
15 
15 
-9 

-34 
31 
11 

422 


0.00 
0.00 
0.85 
1.95 
3.09 


0.16 
-0.07 
0.76 
0.78 
-1.68 


o.r>7 

0.00 
0.00 
0.00 
0.00 
0.29 
0.00 
0.00 
0.00 
0.30 
0.00 
0.00 
0.00 
0.28 
0.84 
0.00 
0.00 
0.13 
0.25 
0.00 
2.29 
0.77 
0.00 
0.28 
0.00 
3.26 
0.00 
2.22 
1.06 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
5.46 
0.00 


1.05 

2.54 
1.92 
1.84 
1.19 
1.73 
2.86 
0.81 
1.09 
1.15 
1.96 
0.56 
0.91 
1.51 
2.53 
0.63 
2.95 
2.23 
1.00 
0.87 
3.38 
1.70 
1.74 
1.29 
0.70 
3.80 
0.19 
2.91 
0.58 
3.75 
0.83 
1.03 
-2.86 
-0.78 
0.80 
2.25 
0.13 


0.77 
0.59 
1.22 
1.18 
0.62 


1.54 

1.41 
1.39 
1.84 
0.95 
1.01 
1.91 
1.43 
1.26 
1.39 
2.10 
0.97 
1.25 
1.05 
2.81 
1.44 
1.87 
2.58 
1.06 
1.01 
3.68 
3.04 
1.65 
1.39 
1.08 
4.12 
1.14 
3.19 
0.78 
1.50 
1.00 
1.17 
0.73 
0.79 
1.55 
2.44 
1.27 


LOOKING 
CHIPPER 


A  seemingly  insa- 
tiable appetite 
for  cell  phones, 
handheld  organizers,  and 
communications  equip- 
ment drove  demand  last 
year  for  chips  made  by 
No.  16,  Micron  Technolo- 
gy, No.  17,  Xilinx,  and 
No.  23,  Analog  Devices. 
Micron's  sales  rose  67%, 


while  profits  soared 
376%.  Xilinx  posted  an 
industry-best  margin  of 
43.2%,  helped  by  out- 
sourcing all  manufactur- 
ing of  its  complex  logic 
chips.  But  pc  makers  and 
other  customers  have 
slammed  on  the  brakes, 
and  chip  stocks  are  tum- 
bling. It  will  be  hard  to 
stay  on  top  now  that  the 
sizzle  has  fizzled. 
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TMimnni 


S&P  500 


FEB.  28  TOTAL  TOTAL 

2001  RETURN  RETURN 

SMIL.  (HEAR)  (3  YEARS) 


CHANGE     I      3  YEAR 
FROM  AVERAGE 

1999  CHANGE 


457 
39     477 

488 
490 


THERMO  ELECTRON 


CONEXANT  SYSTEMS 


THOMAS  &BETTS 


5011.7 
11583.7 
2975.2 
3957.3 
1106.4 


1  0 


001) 


78.6 
-75.0 
-87.5 
-38.8d 

-9.9 


-32.0 

NA 

NA 

NA 

-62.5 


2280.5 
1132.1 
2004.0 
7620.0 
1789.5a 


-1 

117 

21 

-7 

-10 


-16.9  62.0 

204.8  -693.4 

15.7  -449.6 

-1.1  -428.0 

-6.9  -140.6a 


INDUSTRY  AVERAGE 

80 
120 
141 


40.3 

68.0 
62.3 
40.8 
35.6 
83.5 
40.2 
21.8 
56.1 
38.4 
40.1 

9.2 
48.9 
49.9 
-15.6 
25.2 
59.7 

8.9 
68.0 
25.6 


14.1 

141.0 

14.7 

55.7 

140.8 

90.8 

28.3 

-34.3 

38.8 

-17.0 

36.1 

-31.4 

1.5 

-17.6 

-35.7 

-27.9 

-18.8 

-42.2 

-46.6 

-8.0 


15533, 

20645. 

47549 

31976 

2309 

5041 

2145. 

37117 

2766 

9332 

6879 

6954 

4221 

17850 

23249 

26270 

15811 

6318 

13156 

NA 


5 

13 

5 

11 

28 

7 

4 

0 

1 

1 

6 

0 

6 

3 

22 

5 

0 

-2 

-7 

NA 


6.5 

11.9 

25.7 

13.0 

29.7 

-0.1 

3.4 

35.3 

-17.1 

0.3 

5.9 

0.9 

-1.7 

-4.4 

11.1 

3.0 

1.9 

-1.9 

-0.3 

NA 


511.0 

529.4 
772.4b 

1091.9 
108.8 
360.6 
328.9 
809.0b 
382.8 
659.0b 
623.8 
587.7 
334.5 
931.0 
246.9 
571.7 
396.7 
673.0 

-210.6 
NA 


11     FUEL 


INDUSTRY  AVER AGE 


22 


ANAOARKO  PETROLEUM 


OCCIDENTAL  PETROLEUM 


KERR-McGEE 


AMERADA  HESS 


PHILLIPS  PETROLEUM 


EOG RESOURCES 


27680.3 

15691.3 
8861.3 
7257.4 
6097.4 
6377.4 

15096.7 
5088.7 

54978.0 
281729.8 

17943.7 
125076.8 
5795.0 
7332.4 
8565.9 
9687.7 


44.6 

104.0 
56.3 
61.5 
49.8 
43.7 
43.5 

187.1 
18.2 
9.9 
50.4 
13.1 
51.1 
53.6 
35.1 
64.9 


27.7 
96.7 

7.7 
76.4 

6.7 
25.7 
18.6 
107.5 
15.9 
35.9 

NA 
16.3 
11.6 
69.7 

0.4 

4.7 


24093.3 

5686.0 

13574.0 

2283.9 

4121.2 

11993.0 

21227. Oy 

1481.5 

50459.0 

210607.0y 

39287.0y 

89487. 6x 

24545.2 

2784. ly 

8881.0y 

3147.0 


39 

221 
74 
99 
50 
70 
53 
76 
42 
29 
44 
42 
71 

118 
52 
36 


20.8 

112.8 
19.1 
25.2 
41.7 
12.7 
12.5 
23.2 
15.0 
19.8 
26.4 
5.9 
22.4 

117.0 
16.4 
16.2 


1761.6 

824.0 

1569.0 

720.6 

842.0 

1023.0 

1862.0 

396.9 

5185.0 

15990.0 

1902.0 

7631.4 

529.4 

730.3 

723.0 

675.0 


no 

1816 

176 

259 

476 

134 

206 

-30 

150 

102 

156 

48 

20 

NM 

540 

l,  MIX) 
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MET 
MARGIN 
1999 

RETURN  ON 
INVESTED 
CAPITAL 

RETURN  ON 
COMMON 
EQUITY 

RECENT 

SHARE 

PRICE 

$ 

12-MONTH 

HIGH/LOW 

$ 

P-E 
RATIO 

DIVIDEND 
YIELD 

EARNINGS 

PER  SHARE 

2000 

ESTIMATED 

EARNINGS 

PER  SHARE 

2001 

1.6 

1.5 

2.4 

28 

31/15 

78 

0.00 

0.36 

0.75 

13.9 

-12.7 

-12.7 

49 

275/48 

-16 

0.00 

-3.15 

1.35 

7.3 

-12.3 

-15.3 

12 

106/12 

-6 

0.00 

-2.01 

-0.57 

3.1 

-22.6 

-35.5 

14 

26/10 

-9 

0.00 

-1.61 

1.29 

7.5 

-8.4 

-14.0 

19           32/13 

-s 

5.87 

-2.43 

1.04 

16.4 

3.2 

25.2 

38 

42/24 

28 

2.13 

i  .;?r> 

1.83 

2.2 

18.2 

28.8 

27 

30/13 

35 

1.03 

0.79 

0.84 

1.4 

7.3 

27.1 

24 

28/14 

27 

0.00 

0.91 

1.57 

3.4 

10.3 

22.0 

54 

63/34 

25 

0.00 

2.13 

2.61 

6.1 

8.8 

8.9 

48 

51/28 

85 

0.00 

0.56 

0.92 

9.6 

34.3 

100.5 

98 

99/46 

37 

1.17 

2.61 

3.74 

14.9 

29.0 

29.0 

47 

48/30 

32 

1.63 

1.45 

1.60 

1.0 

7.2 

14.3 

29 

39/20 

15 

2.62 

1.91 

2.14 

16.0 

21.1 

67.5 

31 

32/17 

24 

0.90 

1.32 

1.22 

7.0 

20.0 

44.5 

43 

48/31 

23 

3.69 

1.86 

3.00 

9.2 

33.4 

NM 

45 

45/30 

21 

2.45 

2.12 

2.03 

4.8 

36.6 

65.5 

27 

32/22 

18 

3.80 

1.45 

1.23 

11.6 

16.3 

28.5 

64 

66/39 

26 

1.75 

2.42 

2.72 

6.4 

1.2 

17.2 

59.7 

22 

25/13 

21 

2.67 

1.04 

1.37 

6.3 

13.0 

14 

23/12 

8 

3.92 

1.83 

1.95 

1.3 

6.5 

14.1 

20 

26/15 

17 

4.57 

1.15 

1.68 

1.2 

4.1 

6.2 

15 

16/8 

24 

1.33 

0.62 

0.78 

11.7 

43.4 

NM 

30 

35/24 

19 

3.01 

1.58 

1.63 

0.8 

-24.8 

-25.8 

26 

27/13 

-17 

3.99 

-1.48 

0.75 

NA 

NA 

NA 

56 

65/39 

NA 

1.98 

NA 

2.93 

4.K 

11.6 

21.9 

50 

58/35 

13 

1 .63 

3.81 

4.02 

2.4 

7.9 

13.0 

63 

76/30 

15 

0.32 

4.25 

5.55 

7.3 

11.9 

34.7 

24 

26/16 

6 

4.17 

4.26 

2.99 

17.5 

11.7 

18.7 

59 

74/34 

10 

0.95 

5.73 

6.95 

5.3 

17.7 

32.0 

65 

71/44 

8 

2.79 

8.37 

7.31 

6.2 

18.7 

28.9 

72 

76/51 

6 

0.83 

11.38 

9.32 

4.4 

13.7 

34.3 

53 

70/37 

7 

2.55 

7.26 

6.38 

67.5 

17.6 

30.9 

44 

57/15 

13 

0.37 

3.24 

4.06 

5.8 

21.4 

27.4 

86 

95/73 

11 

3.04 

7.97 

6.76 

4.8 

21.1 

23.5 

81 

95/72 

18 

2.17 

4.54 

4.45 

2.7 

19.6 

37.2 

29 

30/19 

10 

2.64 

3.00 

2.79 

8.1 

22.2 

25.3 

58 

66/51 

16 

2.01 

3.56 

3.28 

3.1 

10.8 

21.6 

40 

43/26 

12 

0.80 

3.47 

3.81 

|  -11.7 

13.5 

22.0 

57 

65/37 

10 

0.35 

5.50 

6.36 

1.9 

11.7 

27.9 

35 

40/26 

12 

2.27 

2.93 

2.96 

|      0.0 

11.2 

18.0 

45 

54/27 

14 

1.22 

3.12 

3.61 

RAW  POWER 


It  doesn't  get  any 
better  than  this  for 
the  nation's  energy 
companies.  Surging  de- 
mand and  short  supplies 
fueled  the  fortunes  of 
producers  large  and 
small.  Anadarko  Petrole- 
um Corp.,  No.  2,  pumped 
out  a  104%  return  to 
shareholders.  Apache 


Corp.,  No.  8,  boosted 
profits  by  259%.  Indeed, 
throughout  the  oil  patch, 
triple-digit  gains  were  the 
norm.  But  as  these  play- 
ers sink  some  of  that 
wealth  into  more  explo- 
ration and  production 
amid  a  slowing  economy, 
supply  is  likely  to  catch 
demand.  That  should 
bring  energy  prices — and 
oil  stocks — back  to  earth. 
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■  I'liiiUimu 


S&P  500 


NABORS  INDUSTRIES 


NOBLE  DRILLING 


USX-MARATHON  GROUP 


TRANSOCEANSEDCO FOREX 


HALLIBURTON 


TOTAL  TOTAL 
RETURN  RETURN 
(HEAR)     (3  YEARS) 


147.9 
26.5 
-8.2 
64.1 

-12.1 
12.1 

-19.9 

-2.7 

0.5 

1.3 

-10.9 


12     HEALTH   CARE 


8295.0 

58.0  | 

35264.4 

39.4  | 

2826.1 

39.2  | 

6251.2 

29.3  | 

8622.0 

32.0  | 

10141.7 

22.4 

2700.3 

35.7 

36500.2 

-12.8 

13015.3 

53.4 

2693.6 

14.8 

17799.5 

5.5 

38533.0 

59.2 

12238.9 

103.6 

28457.2 

143.1 

9360.9 

115.6 

184277.6 

32.5 

61416.0 

6.0 

10977.3 

92.3 

10585.5 

-33.7 

9233.4 

-34.0 

44943.7 

72.4 

283906.8 

41.3 

18887.1 

131.8 

89573.2 

35.5 

23931.6 

75.1 

11393.9 

73.5 

135323.3 

37.0 

6935.2 

77.0 

60088.2 

18.8 

74440.0 

5.7 

27050.2 

78.3 

6154.5 

46.4 

75735.3 

51.0 

15678.4 

-24.3 

124191.1 

12.8 

5700.0 

38.8 

7841.6 

44.4 

4757.3 

115.8 

66674.9 

34.1 

14599.9 

163.7 

9228.7 

17.6 

6683.3 

-9.6 

1327.1 

108 

51130. Oy 

43 

12426. Oy 

50 

882.6 

25 

34474.0 

46 

1229.5 

90 

7957.0 

13 

9611.5 

14 

5233.8 

6 

646.0 

40 

11944.0y 

-3 

10232.7 

11 

1108.5y 

41 

34059. 9y 

25 

988.5 

24 

40363.2 

23 

5466. 2y 

16 

2289.4 

9 

926.5 

17 

540.5 

41 

21997.9 

18 

29574.0 

8 

21122.0y 

8 

10862.2 

9 

20087.5 

11 

1625.5 

12 

29139.0 

6 

956.8 

10 

9815.0 

8 

3629.4 

9 

6896.0 

8 

9229.0y 

23 

13745.9 

4 

2548.7 

8 

18216.0 

8 

811.5 

15 

620.2 

21 

1178.8 

6 

18144.0 

10 

11569.0 

1 

3602.4 

3 

2664.0 

-6 

CHANGE  I  3VEAR 
FROM  AVERAGE 
1999     CHANGE 


17.1] 

5.3 
12.7 

5.4 
38.0 

4.9 
-6.7 
-8.5 

3.4] 

-6.3 

-11.9 


135.5 
2542.0 
411.0 
165.6 
432.0 
107.1 
310.0 
734.6 
102.3 
70.2 
188.0 


INDUSTRY  AVERAGE 


FOREST  LABORATORIES 


CARDINAL  HEALTH 


MEDIMMUNE 


JOHNSON  &  JOHNSON 


26     201 


BAXTER  INTERNATIONAL 


WELLPOINT  HEALTH  NETWORKS 


ABBOTT  LABORATORIES 


BRISTOL-MYERS  SQUIBB 


WATSON  PHARMACEUTICALS 


KING  PHARMACEUTICALS 


ST.  JUDE  MEDICAL 


PHARMACIA 


TENET  HEALTHCARE 


BECTON,  DICKINSON 


BOSTON  SCIENTIFIC 


83.9 

344.6 

86.8 

110.4 

31.9 

94.9 

175.9 

224.4 

405.3 

145.2 

56.4 

95.5 

25.4 

67.3 

412.8 

34.3 

97.5 

11.6 

442.6 

78.4 

68.8 

37.4 

39.8 

32.5 

54.7 

NA 

53.8 

2.4 

23.7 

16.8 

-44.8 


20.6 

46.1 
28.5 
28.1 
19.7 
21.3 
37.6 
32.1 
88.6 
16.9 
44.1 
20.5 

8.4 
14.0 
12.2 

9.5 
16.6 
13.1 
15.6 

4.7 
17.6 

5.0 
24.2 

1.8 

32.2 

141.7 

6.2 
41,4 

7.8 

8.3 
14.6 


940.9 

173.8 
766.6 
230.7 

6821.7 

1218.3 
221.0 
333.6 
145.0 
807.5 

3718.0 
736.0 

3057.8 
746.0 
215.1 

4800.0 
194.0 

2423.0 

1138.5 
738.0 
342.3 

2786.0 
374.3 

4096.0 
170.7 
104.6 
129.1 
984.0 
406.0 
378.2 
373.0 
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4.3 

5.1 

3.3 

12.4 

1.2 

16.4 

13.5 

7.4 

2.8 

4.4 

9.0 

2.0 

4.8 

8.0 

3.9 

5.9 

0.7 

1.8 

-2.1 

4.9 

1.4 

3.3 

9.3 

14.<> 

15.7 

15.2 

2.0 

12.1 

11.4 

8.8 

18.0 

31.0 

19.6 

24.5 

0.9 

12.8 

27.7 

30.1 

24.4 

17.0 

3.5 

18.2 

18.2 

21.3 

2.9 

17.0 

25.5 

34.6 

3.5 

15.1 

13.0 

14.7 

15.2 

23.0 

15.3 

17.4 

23.1 

41.7 

32.8 

25.1 

12.2 

14.2 

4.0 

16.7 

18.6 

28.9 

14.6 

23.8 

22.4 

39.1 

25.9 

8.3 

19.6 

9.6 

2.2 

10.4 

8.0 

5.5 

2.2 

4.2 

7.8 

13.4 

13.1 

14.9 

7.5 

18.8 

26.1 

10.7 

8.2 

2.7 

15.6 

8.9 

3.3 

6.7 

4.0 


57 
64 
33 
47 
28 
48 
39 
64 
39 
29 
40 


23.1 

15.2 
17.7 
14.8 
50.5 
24.5 
25.9 
30.2 
17.2 
18.2 
23.0 
20.0 
50.4 
17.0 
24.6 
26.0 
18.9 
41.7 
26.4 
25.1 
20.8 
32.5 
32.7 
44.7 
10.9 
10.6 
13.7 
8.0 
8.9 
18.5 
19.3 


->4 
70 
102 
40 
80 
51 
56 
72 
44 
44 
45 
59 
79 
61 
87 
97 
39 
41 
72 
92 
99 
49 
51 
63 
56 
46 
56 
52 
46 
36 
16 


63/34 
66/40 
36/24 
54/27 
30/21 
66/34 
40/30 
89/60 
45/25 
34/19 
55/32 


64/31 

72/32 
105/37 
47/17 
97/52 
62/45 
58/24 
119/47 
86/36 
46/22 
49/30 
64/23 
109/54 
64/28 
101/45 
106/66 
42/18 
60/31 
80/50 
93/52 
122/57 
56/30 
75/44 
75/42 
72/34 
56/20 
65/24 
64/35 
47/17 
39/24 
29/12 


ESTIMATE!) 
EARNINGS         EARNINGS 
PER  SHARE        PER  SHARE 
2000  2001 


2.14 
4.29 
3.85 
2.22 
3.64 
1.52 
4.32 
1.94 
1.19 
1.70 
1.21 


64 

0.00 

0.89 

14 

2.81 

4.65 

7 

3.01 

4.70 

38 

0.00 

1.22 

20 

3.33 

1.39 

96 

0.25 

0.50 

9 

2.83 

4.40 

50 

1.18 

1.27 

126 

1.17 

0.31 

39 

0.00 

0.74 

95 

1.26 

0.42 

38 

0.60 

1.42 

73 

0.00 

0.96 

38 

0.12 

2.70 

41 

0.00 

0.97 

28 

1.70 

2.90 

52 

0.39 

0.99 

51 

0.14 

1.10 

33 

0.00 

2.16 

66 

0.00 

0.66 

57 

0.32 

0.78 

76 

0.98 

0.59 

27 

0.05 

2.19 

28 

1.41 

2.79 

33 

0.38 

1.83 

54 

0.41 

1.61 

29 

1.32 

3.40 

36 

0.41 

1.08 

25 

1.36 

1.64 

69 

0.00 

1.05 

37 

1.26 

2.47 

19 

0.00 

5.29 

28 

1.72 

1.78 

42 

0.00 

1.21 

31 

1.74 

2.05 

32 

0.00 

1.75 

73 

0.00 

0.63 

37 

0.00 

1.51 

69 

0.93 

0.75 

37 

0.00 

1.26 

25 

1.06 

1.43 

18 

0.00 

0.91 

1.93 

1.51 
3.10 
0.99 
3.21 
1.26 
1.32 
1.93 
0.84 
0.87 
1.30 
2.52 
2.82 
2.11 
1.91 
3.84 
1.36 
1.64 
1.22 
3.45 
6.05 
1.89 
1.80 
2.55 
2.22 
1.13 
2.15 
1.76 
2.51 
1.64 
1.00 


PICTURE  OF  HEALTH 

After  falling  out  of 
favor  with  in- 
vestors in  1999, 
the  health-care  industry 
was  back  in  the  pink  last 
year.  Blockbuster  drugs 
and  some  savvy  market- 
ing lifted  Forest  Labora- 
tories Inc.,  No.  14,  and 
Merck  &  Co.,  No. 30. 
Forest  Laboratories  rode 


the  success  of  its  antide- 
pressant Celexa,  selling  it 
at  a  deep  discount  to 
Prozac,  and  boosted  prof- 
its 41%  last  year.  Merck 
pumped  up  sales  of  its 
arthritis  pain  reliever 
Vioxx  to  $2.16  billion  in 
2000,  which  contributed 
to  a  23%  increase  in 
overall  sales.  In  this  in- 
dustry, size  is  always  an 
advantage. 
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■  FnfTTTYTni 


S&P  500 


.1 

363 


375 


SIGMA-ALDRICH 


McKESSON  HBOC 


HCA-THE  HEALTHCARE  CO. 


HEALTHSOUTH 


LONGS  DRUG  STORES 


BAUSCH  &  LOMB 


AMERICAN  HOME  PRODUCTS 


MANOR  CARE 


FEB.  28 
2001 
$  MIL. 

TOTAL 
RETURN 
(1  VEAR) 

3367.2 

84.5      | 

8283.8 

51.6      | 

21502.5 

105.5    | 

2255.0 

14.4    | 

6150.2 

226.6    | 

8580.6 

-6.4    | 

2262.4 

98.2    | 

1042.9 

54.5    | 

2866.1 

4.1    | 

80776.3 

44.3    | 

2502.4 

186.9    1 

TOTAL 
RETURN 
(3  YEARS) 


13.1 

-42.8 

55.6 

34.1 

-41.2 

144.0 

-46.9 

-6.2 

27.2 

38.8 

-44.4 


12 
MONTHS 
2000 
$  MIL. 

CHANGE 

FROM 

1999 

% 

1096.3 

3     | 

39937. 5y 

12     | 

16670.0 

0    | 

1098.8 

6     | 

4118.7a 

0     | 

887.9 

30 

10514.0y 

4     | 

4027.1 

10     | 

1769.9 

1     | 

13262.8 

12 

2380.6 

11     1 

3  YEAR 
AVERAGE 
CHANGE 


-2.0 
27.5 
-4.7 
-4.1 
11.7 
21.5 

8.8 
11.0 
-1.4 
-3.2 

1.7 


12 

MONTHS 
2000 
J  MIL 

CHANGE 
FROM 
1999 

% 

139.1 

-6    | 

44.6 

-79    | 

219.0 

-67    | 

106.9 

-9    | 

58.5a 

127 

16.1 

-87 

90.0 

NM    | 

44.9 

-35    | 

91.7 

-11    | 

901.0 

NM    | 

39.1 

NM    1 

13     HOUSING   &   REAL   ESTATE 


INDUSTRY  AVERAGE 


VULCAN  MATERIALS 


PPG  INDUSTRIES 


SHERWIN-WILLIAMS 


4588.9 

1397.7 
955.0 
2433.6 
10429.5 
4274.6 
8596.2 
4035,9 


49.6 

105.5 

48.0 

110.3 

33.9 

7.9 

7.2 

34.4 


10.1 

53.9 
11.8 
14.4 
-9.1 
33.5 
-13.9 
-20.1 


5436.0 

4159. ly 

3930.9 

6386. 7y 

7243.0 

2491.7 

8629.0 

5211.6 


9 

11 

2 

11 

15 

6 


16.6 

19.3 
30.5 
19.3 
23.9 
15.8 
5.5 
2.1 


305.1 

218.4 
210.0 
245.8 
591.7 
233.6 
620.0 
16.0 


14     LEISURE   TIME   INDUSTRIES 


-6 

22 
42 
-4 

4 
-3 

9 
-95 


INDUSTRY  AVERACE 


HARLEY-DAVIDSON 


MARRIOTT  INTERNATIONAL 


DARDEN  RESTAURANTS 


STARWOOD  HOTELS  &  RESORTS 


MCDONALD'S 


EASTMAN  KODAK 


WENDY'S  INTERNATIONAL 


BRUNSWICK 


HARRAH'S  ENTERTAINMENT 


HILTON  HOTELS 


12993.3 

13136.7 

10242.5 

2610.6 

7049.8 

19486.2 

38552.2 

13507.6 

2803.7 

75310.4 

1859.6 

3621.0 

7196.1 

5621.0 

830.7 

2116.1 

3948.1 


29.6 

27.6 
55.9 
65.4 
59.1 
17.7 
-6.4 

-18.7 
58.9 

-10.9 
23.6 
62.2 
80.4 
44.6 

-20.2 

-20.7 
54.7 


14.3 

201.9 

35.3 

63.0 

-32.3 

17.5 

9.5 

-25.3 

17.9 

107.1 

-27.9 

47.3 

-57.8 

35.1 

-68.1 

-47.3 

-46.5 


6514.4 

2943. 5y 

10017.0 

3873.8 

4345.0 

3778.5 

14243.0 

13994.0 

2236.9 

20043.7 

3811.9 

3471.2 

4669.9 

7093.0 

2470.9 

3787.2 

3451.0 


9 

19 
15 

9 
13 

8 

7 
-1 

8 
56 

8 
15 

2 

-9 

14 

-11 

NA 


8.5 

18.4 
11.3 

6.6 
12.9 
15.6 

7.6 
-0.6 

3.5 
23.0 

0.2 
31.0 
-3.0 
-9.7 

3.2 

7.9 

NA 


410.2 

347.7 
479.0 
191.4 
401.0 
965.5 

1977.3 

1407.0 
169.6 

-363.8 
202.2 
-11.3 
170.2 
413.0 
86.6 

-144.6 
272.0 


15     MANUFACTURING 


INDUSTRY  AVERAGE 


TYCO  INTERNATIONAL 


APPLIED  MATERIALS 


12310.2 

95527.8 
34326.5 


20.1  12.6 

44.4    |    116.7 
-53.8    I    129.5 


7800.6  8 

30313.4    |     27 
10573.4    I     76 


7.8  634.4 

20.8       4772.1 
35.7       2294.6 


-17 

30 

20 

19 

32 

-6 

2 

1 

2 

NM 

41 

NM 

57 

-34 

-10 

NM 

NA 


56 

149 
132 
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NET 
MARGIN 
1999 

RETURN  ON     ; 

INVESTED 

CAPITAL 

14.0 

14.3      | 

0.6 

0.9 

3.9 

2.1     | 

11.4 

13.1    | 

0.6 

0.9    | 

18.8 

0.8    | 

-3.8 

6.8    | 

1.9 

5.0    | 

5.8 

4.5    | 

-10.2 

-9.2    | 

-2.6 

2.4    1 

6..r> 

4.8 
3.8 
4.4 
9.0 
10.2 
7.1 
6.1 


8.3 

10.8 
4.6 
4.5 
7.9 
29.4 
14.7 
9.9 
8.1 
2.9 
4.0 
7.3 
2.4 
8.0 
4.5 
4.5 
NA 


K.4 
11.3 

9.3 

5.0 
10.2 
10.3 
12.3 

0.7 


9.7 

19.7 

9.1 
13.3 

4.9 
13.3 
12.5 
29.0 
11.1 
-0.5 
12.2 
-0.3 

6.4 
21.3 

5.4 
-5.8 

3.6 


RETURN  ON 
COMMON 

EQUITY 


16.2 
1.2 
5.0 

17.4 
1.7 
0.8 
6.6 
6.6 
8.7 
-14.2 
3.9 


16.0 

17.5 
32.1 
15.4 
16.8 
15.7 
20.0 
0.9 


7.7 
24.7 
14.7 
19.2 
10.3 
16.7 
20.5 
37.2 
15.7 
-0.8 
19.4 
-0.8 
12.1 
NM 
7.4 
-10.9 
19.2 


44 
29 
40 
44 
16 
47 
14 
28 
54 
62 
24 


44/20 
37/16 
45/19 
53/35 

18/5 
71/33 

16/5 
29/16 
81/34 
65/41 

25/6 


26 

116 

102 

21 

106 

669 

25 

23 

32 

-90 

64 


0.76 
0.83 
0.20 
1.89 
0.00 
0.00 
0.00 
2.01 
1.94 
1.49 
0.00 


EARNINGS 

PER  SHARE 

2000 

tSliMATlli 

EARNINGS 

PER  SHARE 

2001 

1.66 

1.94 

0.25 

1.29 

0.39 

1.83 

2.09 

2.75 

0.15 

0.81 

0.07 

0.85 

0.54 

0.68 

1.19 

1.62 

1.67 

2.35 

-0.69 

2.19 

0.38 

1.01 

35 

34 
28 
41 
23 
42 
51 
25 


42/22 

45/15 
38/17 
46/18 
27/15 
49/37 
58/36 
28/18 


II 

7 
5 
10 
18 
18 
14 
251 


1.70 

0.47 
1.07 
0.39 
2.23 
2.13 
3.29 
2.31 


3.11 

5.18 
5.24 
4.08 
1.31 
2.29 
3.57 
0.10 


29 

43 
43 
22 
35 
33 
29 
45 
25 
50 
21 
31 
17 
39 
13 
12 
11 


36/20 

51/33 

48/26 

27/12 

40/20 

35/18 

40/26 

66/35 

27/14 

76/44 

22/15 

33/17 

18/9 

39/24 

24/8 

19/8 

13/6 


21 

38 
23 
14 
18 
21 
20 
10 
17 

-166 
9 

-310 
42 
14 
10 
-15 
15 


1.16 

0.23 
0.56 
0.37 
2.29 
1.26 
0.73 
3.91 
0.97 
0.00 
2.35 
0.00 
NA 
0.00 
3.06 
0.98 
0.75 


1.37 
1.13 

1.89 
1.52 
1.96 
1.60 
1.46 
4.59 
1.44 

-0.30 
2.28 

-0.10 
0.40 
2.77 
1.34 

-0.82 
0.73 


3.61 

5.44 
4.75 
5.20 
1.36 
2.83 
3.65 
2.03 


5.7 

11.8 

18.5 

43 

56/30 

18 

1.91 

2.43        : 

8.0 

14.1 

23.4 

55 

63/37 

20   | 

0.09    | 

2.77    |    ; 

16.5 

28.4    | 

30.5 

42 

115/34 

16    | 

0.00   | 

2.67    |    ] 

1.78 

1.30 
2.17 
1.80 
2.27 
1.75 
1.61 
4.55 
1.71 
0.29 
2.35 
2.07 
0.81 
3.18 
1.47 
0.43 
0.78 


2.81 

2.75 
1.61 


GRAND 
TOURISM 


Pity  the  travelers 
who  suffered  last 
year's  packed  air- 
ports and  crowded  vaca- 
tion spots.  But  their  pain 
was  the  hotel  industry's 
gain.  Flourishing  in  the 
travel  boom  were  Marriott 
International  Inc.  and 
Starwood  Hotels  &  Re- 
sorts Worldwide  Inc., 


both  of  which  racked  up 
double-digit  profit  gains. 
Shareholders  made  out 
as  well,  with  Starwood's 
stock  returning  59.1%; 
Marriott's,  55.9%;  and 
Hilton  Hotels  Corp.'s, 
54.7%.  Modest  growth  in 
hotel  capacity  and  rising 
rates  helped  boost  re- 
sults. But  2001  is  shap- 
ing up  to  be  anything 
but  a  vacation. 
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■  rnrnmYraa 


S&P  500 


CHANGE     I      3  YEAR 
FROM  AVERAGE 

1999  CHANGE 


3    i: 


ILLINOIS  TOOL  WORKS 


ITT  INDUSTRIES 


MINNESOTA  MINING  &  MFG. 


AVERY  OENNISON 


INGERSOLL-RAND 


STANLEY  WORKS 


CATERPILLAR 


BLACK  &  DECKER 


TUPPERWARE 


BRIGGS  &  STRATTON 


FORTUNE  BRANDS 


CUMMINS  ENGINE 


McDERMOTT  INTERNATIONAL 


NOVELLUS  SYSTEMS 


18293.5 
3565.0 

44658.6 
7790.7 
5723.2 
5010.9 
7013.7 

23923.9 
5167.5 
6958.4 
2991.4 
9546.4 

14300.1 

3335.0 

1363.0 

2338.5 

1646.7 

854.5 

5185.2 

1415.2 

960.3 

781.2 

5077.2 


16     METALS   &   MINING 


18.7 
69.5 
31.0 
0.6 
27.3 
20.8 
17.2 
-56.6 
-11.3 
14.9 
56.6 
16.5 
22.9 
27.6 
43.9 
58.9 
34.3 
22.0 
59.6 
14.8 
16.9 
39.7 
-34.9 


4.3 

24.4 

42.8 

2.9 

26.4 

-2.9 

-38.1 

106.1 

10.7 

-5.1 

-20.5 

-22.5 

-17.1 

-15.0 

0.9 

6.1 

-27.0 

-3.1 

-6.8 

-30.4 

-44.1 

-66.1 

141.7 


9983 
4828 

16724 
5400 

17290 
5811 
6934 
7266 
3893 
8617 
2748 

13478 

20175 
4560 
1073 
3925 
2213 
1418 
5491 
6597 
2643 
1877 
1173 


7 
5 
6 

21 
4 

16 
3 

52 
3 

12 
0 

16 
2 
1 
1 

-8 

10 

-13 

6 

-1 

6 

-29 

NA 


27.7 

4.5 

3.7 

6.5 

15.6 

9.4 

25.6 

27.7 

5.6 

6.4 

1.0 

-0.9 

1.3 

-2.5 

-4.2 

-2.7 

8.4 

3.2 

7.5 

5.5 

-0.4 

-18.8 

NA 


958.0 
264.5 

1857.0 
533.2 
475.9 
423.0 
421.6 
409.5 
283.5 
546.2 
194.4 
504.0 

1053.0 

282.0 

74.9 

177.3 

123.1 

83.3 

-137.7 

8.0 

45.9 

-22.1 

235.7 


INDUSTRY  AVERAGE 


PHELPS  DODGE 


WORTHINGTON  INDUSTRIES 


PLACER  DOME 


FREEPORT-McMORAN  COPPER  &  GOLD 


USX-U.S. STEEL  GROUP 


483 
487 
491 


NEWMONT  MINING 


BARRICKGOLD 


HOMESTAKE  MINING 


5386.0 

30931.0 
3030.3 
3252.2 
7664.4 
3441.7 
3620.2 
840.9 
3069.8 
2086.2 
1352.8 
2834.2 
6415.2 
1478.8 


1.8 

6.1 

79.8 

2.2 

13.8 

-9.6 

1.9 

-20.8 

8.9 

2.2 

-26.1 

-23.4 

0.6 

-13.1 


-5.1 

105.3 

41.0 

1.5 

26.3 

-10.9 

-18.3 

-33.8 

-24.5 

-5.8 

-50.2 

-40.9 

-13.2 

-42.6 


4965.0 

22936.0 
5542. 6y 
2917. Oy 
9148.0 
4586.1 
4525.1 
1968.0 
1413.0 
1868.6 
6090.0 
1554.9 
1330.0 
665. 7y 


26 

41 
23 
38 
25 
14 
45 
6 
22 
-1 
10 
11 
-6 
-1 


3.6 

18.4 

14.4 

8.4 

4.3 

2.4 

4.6 

3.6 

4.9 

-1.3 

-4.5 

-0.7 

2.1 

-10.0 


168.9 

1489.0 

168.3 

400.0 

618.0 

310.9 

29.0 

64.5 

-75.0 

77.0 

-21.0 

-10.5 

-766.0 

-89.1 


17     NONBANK    FINANCIAL 


INDUSTRY  AVERAGE 


21 


LEHMAN  BROTHERS  HOLDINGS 


CAPITAL  ONE  FINANCIAL 


25347.8 

16491.4 

10869.1 

246991.8 


57.1 

90.2 
50.4 
27.8 


32.2  14933.2 

120.7  26447.0 

148.6  5424.3 

82.7  111826.0 


18 

39 
37 
18 


15.4  I37.r>.d 

13.9  1775.0 

45.5  469.6 
16.4  13519.0 
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I      NET 
MARGIN 
1999 

RETURN  ON 
INVESTED 
CAPITAL 

RETURN  ON 

COMMON 
EQUITY 

RECENT 

SHARE 

PRICE 

1 

12-MONTH 

HIGH/LOW 
$ 

P-E 

RATIO 

DIVIDEND 
YIELD 

EARNINGS 

PER  SHARE 

2000 

ESTIMATED 

EARNINGS 

PER  SHARE 

2001 

9.0 

13.8 

17.7 

61 

67/50 

19 

1.32 

3.15 

3.30 

5.0 

16.9 

22.9 

41 

44/23 

14 

1.48 

2.94 

3.28 

|    11.2 

23.7 

28.4 

113 

123/78 

24 

2.13 

4.64 

5.08 

9.1 

18.1 

23.0 

38 

54/34 

15 

1.30 

2.61 

2.54 

2.6 

11.2 

17.6 

66 

69/46 

13 

1.87 

5.13 

5.01 

6.3 

12.3 

17.2 

43 

48/31 

12 

1.67 

3.73 

3.38 

1.4 

8.5 

17.7 

26 

29/18 

17 

3.19 

1.57 

1.71 

|    10.7 

2.8 

3.8 

27 

113/27 

59 

0.89 

0.46 

1.40 

5.7 

17.7 

34.2 

53 

71/41 

19 

2.26 

2.84 

2.95 

7.3 

9.8 

16.1 

43 

51/30 

13 

1.57 

3.36 

3.69 

5.5 

19.7 

26.4 

35 

37/18 

16 

2.64 

2.22 

2.41 

2.0 

7.0 

11.7 

41 

50/30 

19 

2.16 

2.13 

2.41 

4.8 

6.2 

18.8 

42 

50/30 

14 

3.27 

3.02 

2.81 

6.6 

18.9 

40.7 

42 

47/28 

12 

1.16 

3.34 

3.60 

7.4 

16.6 

55.8 

24 

25/15 

18 

3.73 

1.29 

1.95 

5.1 

10.5 

24.4 

77 

78/46 

14 

0.00 

5.62 

6.76 

6.3 

9.3 

14.6 

28 

32/21 

13 

3.39 

2.10 

2.66 

8.8 

16.7 

20.8 

40 

48/30 

11 

3.13 

3.71 

3.30 

|  -17.2 

-4.2 

-6.5 

34 

35/19 

-38 

2.84 

-0.88 

2.56 

2.4 

0.3 

0.6 

37 

40/27 

185 

3.25 

0.20 

1.34 

2.5 

3.5 

4.6 

16 

22/13 

21 

4.50 

0.76 

1.04 

|    -0.9 

-2.0 

-2.8 

13 

17/7 

-35 

0.00 

-0.37 

0.60 

NA 

15.6 

15.6 

39 

70/25 

22 

0.00 

1.75 

2.14 

4.7 

1.4 

5.1 

22 

27/16 

30 

2.10 

0.76 

1.07 

6.5 

8.2 

13.0 

36 

38/23 

20 

1.68 

1.81 

2.24 

4.4 

15.0 

19.2 

24 

25/13 

18 

1.67 

1.31 

1.76 

0.8 

6.2 

7.8 

18 

19/14 

9 

0.00 

1.97 

1.70 

6.3 

4.9 

6.7 

37 

39/28 

15 

1.63 

2.45 

3.04 

6.1 

11.3 

15.0 

44 

53/30 

12 

1.36 

3.80 

2.95 

|    -8.2 

0.6 

0.9 

46 

57/36 

124 

4.35 

0.37 

0.84 

5.2 

6.3 

9.7 

10 

14/6 

13 

6.50 

0.74 

0.95 

3.9 

-3.2 

-5.0 

9 

11/7 

-41 

1.07 

-0.23 

0.39 

7.2 

1.5 

7.7 

14 

14/7 

54 

0.00 

0.26 

1.03 

0.9 

-1.0 

-1.4 

15 

27/13 

-46 

6.56 

-0.33 

-2.18 

1.8 

-0.4 

-0.7 

17 

28/13 

-281 

0.71 

-0.06 

0.37 

j    23.3 

-20.7 

-25.3 

16 

20/12 

-8 

1.36 

-1.93 

0.73 

1.4 

-10.6 

-14.6 

6 

8/4 

-17 

0.45 

-0.34 

0.05 

9.4 

4.0 

17.1 

53 

65/31 

17 

1.32 

3.16 

3.60 

6.0 

3.8 

22.3 

69 

86/35 

11 

0.41 

6.38 

6.39 

9.2 

5.3 

23.9 

55 

73/34 

25 

0.19 

2.24 

2.91 

|    12.0 

8.5 

25.0 

49 

59/36 

19 

1.14 

2.62 

3.09 

FULL  STEAM 


Call  it  the  revenge 
of  the  Old  Econo- 
my. Dennis  Koz- 
lowski  steered  industrial 
conglomerate  Tyco  Inter- 
national to  the  No.  1 
spot,  posting  27%  sales 
growth  and  149%  earn- 
ings growth  with  a 
hodgepodge  of  business- 
es. Now,  a  slowing  econ- 


omy has  Kozlowski  on 
the  prowl  for  companies 
he  can  snap  up  at  bar- 
gain prices.  Meanwhile, 
Applied  Materials,  the 
biggest  maker  of  gear  for 
producing  computer 
chips,  jumped  to  No.  5, 
with  a  hefty  76%  climb 
in  sales  and  a  healthy 
30.5%  return  on  equity. 
Who  said  widgets  were 
boring? 
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■  rniirmvm: 


S&P  500 


marsh  &  Mclennan 


HOUSEHOLD  INTERNATIONAL 


WASHINGTON  MUTUAL 


MORGAN  STANLEY  DEAN  WITTER 


MERRILL  LYNCH 


FREDDIE  MAC 


STILWELL  FINANCIAL 


FANNIE  MAE 


AMERICAN  INTERNATIONAL  GROUP 


CHARLES  SCHWAB 


GOLDEN  WEST  FINANCIAL 


CHARTER  ONE  FINANCIAL 


AMBAC  FINANCIAL  GROUP 


USA  EDUCATION 


AMERICAN  EXPRESS 


T.  ROWE  PRICE  GROUP 


LINCOLN  NATIONAL 


MGIC  INVESTMENT 


BEAR  STEARNS 


TORCHMARK 


304 


FRANKLIN  RESOURCES 


PROGRESSIVE 


FEB.  28 
2001 

SMIL, 

TOTAL 
RETURN 
(1  YEAR) 

29377.6 

40.7  | 

27337.4 

84.3 

27732.4 

140.0 

72116.5 

-6.6 

48335.6 

18.1  | 

45554.9 

59.9  | 

7098.1 

-19. 2e  | 

79397.1 

53.1  | 

189412.4 

39.0  | 

28909.5 

-25.0 

5778.0 

67.8 

8688.8 

93.3 

5947.0 

96.0 

5953.1 

93.9  | 

4502.4 

15.8  | 

15951.9 

65.5  | 

10716.4 

147.6 

11905.4 

136.1 

58184.9 

-1.3  | 

4369.6 

9.7  | 

8404.8 

63.3  | 

10105.1 

112.4  | 

6958.7 

32.5  | 

7470.1 

100.7 

6170.9 

55.3 

5570.6 

34.3  | 

4391.0 

77.8  | 

4077.6 

44.9  | 

16834.6 

50.5  | 

5095.4 

79.4  | 

19197.2 

49.8  | 

8776.4 

67.0 

14449.3 

106.6 

23662.0 

118. If 

6303.3 

100.7  | 

29297.1 

106.8  | 

12549.1 

48.5  | 

10189.9 

54.6  | 

7276.5 

66.9  | 

4377.0 

-4.9g 

5921.9 

25.9 

2775.3 

10.2 

4560.8 

-3.2  | 

5309.7 

9.1  | 

TOTAL 
RETURN 
(3  YEARS) 


97.4 
40.1 

24.9 

92.4 

73.5 

44.2 

NA 

31.3 

92.7 

150.8 

-26.1 

87.5 

18.1 

62.5 

12.7 

99.9 

12.7 

83.3 

49.3 

11.5 

12.8 

13.9 

28.4 

8.1 

-20.9 

28.2 

-10.7 

-12.6 

79.9 

2.5 

41.0 

-7.8 

36.5 

NA 

-46.3 

-9.4 

-4.7 

-16.6 

-13.9 

NA 

-13.4 

-52.3 

-68.6 

NA 


12 
MONTHS 
2000 
SMIL. 

CHANGE 
FROM 
1999 
% 

10157.0 

11   | 

11960.9 

26 

15766. 6y 

16 

45413.0 

30 

44872.0 

27  | 

29969.0 

23  | 

2248.1 

85  | 

44088.9 

19  | 

45971. 6y 

13  | 

7139.5 

33  | 

6160.4 

111 

3957.4y 

33  | 

2640. Oy 

12  | 

619.0 

18  | 

2910.9 

43  | 

9720.0 

13  | 

20669. 9y 

-1  | 

4166.3 

28 

23675.0 

11 

1212. 3y 

17 

6851. 5y 

1  | 

8607.6 

14  | 

3237. 5y 

26  | 

1057.5 

10  | 

1110.3 

11  | 

10276.6 

21  | 

2521. 2y 

8  | 

1965.9 

11  | 

19994.0y 

7  | 

3761.3 

37  | 

11063.0y 

4 

7375.0 

4 

14703.0 

9  | 

32337. Oy 

27 

9446. 9y 

2 

29134.0 

8 

7103. 6a 

8 

2338. 5y 

3 

6771.0 

11 

602.3 

7 

2331.0 

10 

7140. ly 

4 

8296.4 

0  | 

26818. 9y 

21  | 

3  YEAR 
AVERAGE 
CHANGE 


19.9 

12.4 

25.9 

18.1 

10.4 

28.3 

83.1] 

16.7 

18.6 

38.0 

42.2 

9.2 

14.2 

18.0 

35.9 

12.6 

1.6 

4.4 

7.4 

17.1 

11.8 

-3.5 

6.9 

10.8 

7.8 

12.6 

6.9 

12.5 

0.7 

15.8 

7.3 

8.7 

1.6 

9.2j 

33.2 

5.2 

4.4 

-1.3 

14.0 

8.3j 

6.0 

14.0 

6.7 

NA 


J 
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12 
MONTHS 
2000 
$  MIL. 

CHANGE 
FROM 
1999 

% 

1181.0 

63  | 

1700.7 

14  | 

1898.6 

4  | 

5456.0 

14 

3784.0 

41  | 

2539.0 

14  | 

663.7 

112  | 

4416.1 

13  |. 

5636.1 

11  | 

718.1 

8  | 

611.6 

57 

545.8 

14 

434.0 

29  | 

366.2 

19  | 

245.0 

17  | 

687.0 

20  | 

1876.7 

260  | 

465.0 

-7  | 

2810.0 

14  | 

269.0 

12  | 

621.4 

35  | 

1012.8 

24  | 

512.1 

9  | 

528.6 

65  | 

542.0 

15  | 

773.2 

-7  | 

362.0 

40  | 

228.0 

6  | 

987.0 

41  | 

369.7 

-10 

1003.0 

-11  | 

481.0 

37  | 

974.0 

13  | 

953.0 

54  | 

564.2 

NM  | 

2211.0 

-19  | 

709.8a 

15  | 

574.0 

16  | 

46.1 

-84  | 

158.5 

2  | 

118.4 

54  | 

114.6 

55  | 

-1130.9 

NM  | 

-127.4 

NM  | 

1    1    «" 

1     i    MARGIN 
1999 

RETURN  ON 
INVESTED 
CAPITAL 

RETURN  ON 

COMMON 
EQUITY 

RECENT 

SHARE 

PRICE 

1 

12  MONTH 

HIGH/LOW 

% 

P-E 
RATIO 

DIVIDEND 
YIELD 

EARNINGS 

PER  SHARE 

2000 

ESTIMATED 

EARNINGS 

PER  SHARE 

2001 

7.9 

16.1 

23.6 

107 

136/71 

26 

1.87 

4.10 

4.69 

j    15.6 

3.3 

20.8 

58 

61/31 

16 

1.31 

3.55 

4.06 

|    13.4 

2.4 

18.7 

51 

56/22 

15 

2.41 

3.54 

4.34 

|    13.7 

10.8 

28.1 

65 

110/61 

14 

1.41 

4.73 

4.84 

7.6 

4.3 

21.8 

60 

80/42 

15 

1.07 

4.11 

4.27 

9.1 

1.0 

15.9 

66 

70/37 

19 

1.03 

3.39 

3.90 

|    25.8 

56.9 

60.2 

32 

55/29 

11 

0.13 

2.90 

2.62 

|    10.6 

1.1 

20.6 

80 

89/48 

19 

1.51 

4.26 

4.90 

|    12.4 

7.9 

15.4 

82 

104/52 

34 

0.18 

2.41 

2.82 

|    12.4 

14.9 

17.8 

21 

45/19 

41 

0.21 

0.51 

0.65 

|    13.4 

1.7 

10.2 

23 

24/13 

10 

1.73 

2.33 

2.52 

|    16.2 

13.0 

15.6 

55 

71/27 

16 

0.46 

3.41 

4.24 

|    14.2 

5.0 

17.7 

29 

30/15 

14 

2.52 

2.00 

2.31 

58.9 

12.1 

14.1 

56 

61/26 

17 

0.57 

3.41 

4.00 

|    10.3 

14.6 

29.8 

49 

50/27 

20 

2.43 

2.41 

3.24 

6.6 

13.7 

16.7 

60 

75/34 

24 

0.67 

2.52 

2.74 

2.5 

10.0 

17.7 

109 

109/38 

6 

1.10 

18.88 

13.42 

|    15.4 

2.7 

32.0 

73 

75/28 

26 

0.97 

2.76 

3.54 

|    11.6 

17.2 

25.1 

44 

63/40 

21 

0.73 

2.07 

2.32 

|    23.1 

20.6 

27.1 

36 

50/30 

17 

1.68 

2.08 

1.99 

6.8 

10.4 

12.5 

44 

56/23 

14 

2.78 

3.19 

3.88 

|    10.8 

11.1 

14.0 

46 

57/21 

11 

2.42 

4.32 

3.22 

|    18.3 

14.8 

17.0 

68 

76/50 

14 

2.44 

4.93 

4.74 

|    33.2 

5.4 

12.5 

76 

78/37 

14 

1.08 

5.33 

5.78 

|    47.2 

18.9 

22.0 

58 

72/32 

11 

0.17 

5.05 

5.73 

9.8 

3.0 

14.9 

52 

73/37 

10 

1.15 

5.35 

5.90 

11.1 

13.5 

17.2 

35 

41/19 

12 

1.04 

2.82 

3.15 

|    12.2 

15.7 

74.3 

30 

37/20 

18 

1.22 

1.68 

1.82 

3.7 

14.7 

18.4 

110 

137/61 

18 

1.17 

6.08 

7.59 

15.0 

2.7 

11.5 

44 

52/22 

14 

0.90 

3.16 

3.53 

|    10.6 

6.4 

12.8 

38 

42/23 

19 

2.52 

1.98 

2.89 

5.0 

8.2 

14.8 

34 

42/21 

19 

2.57 

1.82 

2.31 

6.4 

9.7 

14.4 

64 

80/29 

15 

1.57 

4.34 

4.70 

2.4 

5.0 

5.8 

31 

37/14 

25 

0.65 

1.21 

2.24 

|    -2.0 

8.5 

10.9 

26 

30/12 

11 

2.25 

2.33 

2.64 

|    10.1 

10.7 

13.2 

40 

45/17 

14 

1.91 

2.95 

3.01 

9.3 

9.5 

10.6 

72 

90/43 

18 

1.84 

3.99 

4.65 

|    21.9 

16.1 

18.6 

42 

48/25 

18 

0.62 

2.35 

2.33 

4.8 

1.2 

1.6 

99 

111/45 

159 

0.28 

0.62 

3.33 

27.6 

-241.6 

NM 

27 

29/23 

28 

0.67 

0.97 

1.05 

12.0 

1.9 

2.2 

37 

43/26 

50 

2.28 

0.73 

1.68 

3.7 

1.9 

2.7 

22 

36/18 

24 

3.40 

0.90 

1.07 

7.1 

-4.2 

-26.1 

14 

19/5 

-4 

0.00 

-3.51 

1.00 

1.8 

-0.9 

-1.3 

37 

74/33 

-41 

NA 

-0.90 

1.25 

HIGH  FINANCE 


If  money  makes  the 
world  go  round,  the 
finance  outfits  atop 
our  list  made  it  spin  a 
little  faster  last  year. 
Whether  pushing  humble 
home-equity  loans  or  so- 
phisticated merger  ad- 
vice, this  crowd  soared 
by  being  nimble  and  in- 
novative. Lehman  Broth- 


ers Holdings  Inc.,  No.  11, 
reaped  the  payoff  of  its 
buildup  in  M&A  and  eq- 
uities, and  rapid  expan- 
sion in  Europe.  Profits 
jumped  57%  last  year. 
But  for  longevity,  it's 
hard  to  beat  Wall  Street's 
most  diversified  player, 
Morgan  Stanley  Dean 
Witter.  It's  a  five-time 
winner,  though  it  slipped 
from  No.  7  to  No.  42. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  82; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  110 
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BUsmessweeK 


S&P  500 


'.  1  I  '  1 
TOTAL 

TOTAL 

RETURN 

RETURN 

(1  YEAR) 

(3  YEARS) 

CHANGE 

3  YEAR 

1  1 , 1 1 1  1  1 1:\ 
12 

II  1  1 
CHANGE 

FROM 

AVERAGE 

MONTHS 

FROM 

1999 

CHANGE 

2000 

1999 

% 

% 

$  MIL. 

%                  II 

18     OFFICE   EQUIPMENT   &   COMPUTERS 


I NIHJSTKY  AVERAGE 


SUN  MICROSYSTEMS 


MERCURY  INTERACTIVE 


AOL  TIME  WARNER 


CISCO  SYSTEMS 


DELL  COMPUTER 


SIEBEL  SYSTEMS 


NETWORK  APPLIANCE 


AUTOMATIC  DATA  PROCESSING 


ADOBE  SYSTEMS 


INTERNATIONAL  BUSINESS  MACHINES 


ELECTRONIC  DATA  SYSTEMS 


CITRIX  SYSTEMS 


LEXMARK  INTERNATIONAL 


PEOPLESOFT 


COMPUTER  SCIENCES 


HEWLETT-PACKARD 


SABRE  HOLDINGS 


PITNEY  BOWES 


COMPAQ  COMPUTER 


CABLETRON  SYSTEMS 


VERITAS  SOFTWARE 


BROADVISION 


SYMBOL  TECHNOLOGIES 


APPLE  COMPUTER 


BMC  SOFTWARE 


COMPUWARE 


COMPUTER  ASSOCIATES  INTL. 


32955.6 

106038.7 

86995.6 

64789.9 

5091.2 

102704.8 

170316.7 

56656.3 

16921.5 

313939.0 

9545.1 

37485.9 
7002.4 
1555.3 

24457.0 

8509.3 

177260.6 

29811.2 
4835.9 
6606.4 
9136.4 

13297.2 
9841.4 

10063.5 

56180.0 
2150.3 
1764.2 
5567.4 
8585.3 
4237.2 

34117.8 
2486.0 

26536.8 
5558.2 
1942.8 
6929.3 
2946.2 
6301.9 
7339.4 
3768.0 
5166.9 

17974.1 


-36.7 

-48.8 
-30.8 
-58.3 
-34.7 
-25.4 
-64.2 
-46.4 
-44.8 
-34.0 
-68.5 

36.3 
-43.0 
-64.0 

37.5 
-21.7 

-2.3 

0.0 

-75.3 

-56.4 

55.9 
-85.1 
-54. 3h 
-24.2 
-46.1 
-13.9 

37.3 

7.5 

-28.9 

16.0 
-19.2 
-72.6 
-50.8 
-75.0 
-91.4 
-26.9 
2.1 
-68.2 
-34.5 
-53.4 
-45.2 
-51.3 


122.0 

363.0 
336.2 
233.9 
575.9 
480.4 
115.8 

25.1 
397.5 

39.2 
706.7 

97.3 
165.2 

29.8 

82.8 
165.3 

94.3 

51.1 
147.3 
143.3 
-26.6 
160.3 
NA 

14.1 

10.1 

-17.5 

3.9 

47.6 
-22.2 

40.8 
-36.4 
-13.2 
670.7 
-21.8 
416.8 
207.0 
-13.1 

54.5 
-21.2 
-51.0 

-8.4 
-33.6 


9691.6 

10745.1 
8872.8 

19182.0 

307.0 

7703.0 

23920.0 

31888.0 
1795.4 

23845.0 
980.4 
6714.  ly 
1266.4 
503.3 
5705. 2y 
1136.5 

88396.0 

19226.8 
470.4 
3807.0 
1736.5 
1110.2 
1545.7 

10202.1 

49057.0 
936.3 
1262.7 
2617. 4y 
3880.9 
5959.0 

42383.0 
1167.2 
1207.3 
9600.6 
413.9 
1449.5 
1175.7 
6647.0 
1557.6 
2077.6 
6885.0 
5372.0 


12 

15 
32 
45 
64 
35 
59 
26 

121 
9 

109 

15 

25 

82 

4 

10 

1 

3 

17 

10 

22 

88 

110 
13 
12 
10 
-7 
8 
2 
-4 
10 

-18 

103 
7 

258 
27 
4 
-2 
-4 
-3 
-9 
-5 


31.3 

19.2 
46.8 
27.4 
58.4 
49.2 
48.7 
37.4 

105.5 

22.6 

89.1 

14.3 

11.8 

76.3 

3.3 

27.1 

4.3 

8.3 

56.6 

15.1 

26.5 

153.1 

93. 3j 

17.6 

4.5 

12.2 

-14.8 
12.7 
-1.0 
-3.4 
20.3 
-5.9 

121.2 
15.6 

145.9 

22.6 

2.4 

1.6 

30.6 

27.8 

1.5 

6.9 


1016.1 

6799.1 

1782.1 

2161.0 

64.7 

1152.0 

3109.0 

2236.0 

221.9 

9999.0 

98.9 

875.9 

287.8 

47.0 

929.6 

292.7 

8093.0 

1143.3 

94.5 

285.4 

145.7 

70.8 

60.9 

413.4 

3072.0 

93.2 

169.4 

144.1 

563.1 

178.0 

595.0 

250.0 

-619.8 

253.3 

-159.2 

-68.9 

79.5 

396.0 

117.4 

119.0 

244.8 

211.0 
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II). 0 

14. «> 

|  15.5 

130.1  | 

15.0 

23.4 

9.7 

20.1  | 

|  17.7 

8.2  | 

|  17.9 

14.0  | 

|  16.4 

10.5 

6.6 

36.5  | 

|  13.5 

7.8 

|  40.0 

21.5 

|  12.8 

12.5 

|  13.1 

16.9 

|  23.4 

38.2 

|  10.9 

9.0 

|  21.9 

17.3 

|  31.9 

14.0 

8.8 

20.7  | 

2.2 

14.8 

|  29.0 

10.0 

9.2 

30.8 

|  -12.4 

13.3 

8.1 

3.7 

4.9 

5.5  | 

4.2 

9.5  | 

6.9 

17.9  | 

1.2 

19.7  | 

|  15.0 

62.1 

|  13.6 

12.7 

|  14.8 

16.2  | 

5.4 

10.1 

1.5 

4.7  | 

1.4 

19.6 

|  -84.4 

-18.2  | 

4.8 

10.3  | 

|  16.3 

-15.7  | 

|  10.2 

-4.6 

9.3 

5.3  | 

9.3 

9.8  | 

15.1 

6.6  | 

|  20.0 

7.5 

6.9 

9.0 

|  13.5 

2.1  | 

20.4 

138.0 
21.8 
20.1 
22.3 
17.5 
10.5 
39.8 

9.6 
21.5 
12.5 
17.3 
38.2 

9.0 
26.6 
13.2 
39.1 
22.2 
15.5 
36.7 
14.2 

3.7 

5.5 
12.5 
21.7 
20.3 
64.5 
19.6 
43.8 
10.1 

4.9 

19.7 

-20.8 

10.3 

-15.8 

-5.7 

8.5 
10.7 

6.6 

9.1 
11.2 

3.4 


33 

19 
40 
20 
63 
44 
24 
22 
38 
59 
30 
59 
29 
13 
62 
41 
100 
64 
26 
52 
32 
24 
17 
60 
29 
38 
24 
43 
34 
44 
20 
13 
65 
17 
7 
46 
20 
18 
30 
10 
16 
31 


K0/24 

46/19 

105/34 

65/19 

163/45 

75/32 

82/23 

60/16 

120/38 

115/40 

153/28 

70/43 

87/27 

75/9 

64/37 

69/26 

135/80 

75/38 

122/14 

136/29 

54/12 

206/23 

165/16 

100/52 

78/28 

56/19 

28/19 

54/22 

54/24 

54/32 

35/14 

53/11 

174/55 

73/15 

93/7 

69/26 

29/14 

75/14 

57/13 

28/6 

33/9 

68/18 


37 

0.40 

0.90 

17 

0.00 

1.13  | 

50 

0.00 

0.79 

32 

0.00 

0.63 

90 

0.00 

0.70 

98 

0.00 

0.45 

58 

0.00 

0.41 

27 

0.00 

0.81 

159 

0.00 

0.24  | 

33 

0.00 

1.80  | 

106 

0.00 

0.28  | 

43 

0.70 

1.36  | 

26 

0.17 

1.13  | 

37 

0.00 

0.35  | 

27 

0.13 

2.25 

30 

0.00 

1.37  | 

23 

0.52 

4.44  | 

27 

0.94 

2.40  ] 

55 

0.00 

0.47 

24 

0.00 

2.13  | 

67 

0.00 

0.48 

|  198 

0.00 

0.12 

|  158 

0.00 

0.11 

25 

0.00 

2.42 

19 

1.11 

1.50  | 

24 

0.63 

1.59  | 

10 

6.08 

2.34  | 

39 

0.00 

1.11  | 

16 

3.41 

2.18  | 

24 

0.00 

1.82  | 

59 

0.50 

0.34  | 

12 

0.00 

1.14  | 

|  -42 

0.00 

-1.55  | 

23 

0.00 

0.76  | 

-12 

0.00 

-0.61  | 

|  -93 

0.04 

-0.50  | 

37 

0.00 

0.54 

17 

0.00 

1.05  | 

64 

0.00 

0.47  | 

32 

0.00 

0.32  | 

21 

0.00 

0.77 

80 

0.26 

0.39  | 

1.30 

0.62 
1.01 
0.67 
0.92 
NA 
0.65 
0.81 
0.73 
1.81 
0.57 
1.53 
1.29 
0.47 
2.47 
0.83 
5.01 
2.66 
0.76 
2.72 
0.58 
0.38 
0.23 
3.28 
1.59 
2.25 
2.52 
2.37 
2.47 
2.76 
1.17 
0.58 
0.90 
1.33 
0.17 
1.32 
0.78 
-0.28 
1.12 
0.70 
1.27 
2.01 


TROUBLE  AT 
THE  OFFICE 


Computing  giants 
Microsoft,  Cisco, 
and  Dell  vanished 
from  the  top  50  altogeth- 
er, while  stalwarts  Oracle, 
EMC,  and  Sun  Microsys- 
tems all  slipped  but 
stayed  on  the  list.  The 
difference?  Speed  and 
adaptability.  Sun,  No.  29, 
aggressively  courted  Net 


service  providers  and 
telecommunications  com- 
panies. As  a  result,  Sun 
has  boosted  its  share  of 
big  server  computers 
used  in  e-commerce  to 
44%  from  25%  since 
1999.  With  its  Net-fo- 
cused strategy  and  heavy 
investment  in  research 
and  development,  this  is 
one  tech  powerhouse 
with  staying  power. 
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irniiixyivmi 

I 

>500 

S&F 

'  MARKET  Vi 

FEB.  28 
2001 
$  MIL. 

TOTAL 
RETURN 
{1  VEAR) 

TOTAL 
RETURN 
(3  YEARS) 

12 
MONTHS 
2000 
S  MIL. 

CHANGE 
FROM 
1999 

% 

3  YEAR 
AVERAGE 
CHANGE 

% 

PROFITABILITY 

12                CHANGE 
MONTHS              FROM 
2000                 1999 
$  MIL.                  % 

42     476 

1078.1 

-73.3 

-58.6 

768.2 

-2 

-8.6 

100.6 

-44 

1 

XEROX 

4028.7 

-71.0 

-85.3 

18632.0 

-5 

0.9 

-384.0 

NM 

r 

NOVELL 

1945.4 

-82.0 

-43.5 

1090.7 

-16 

8.1 

7.9 

-96 

1 

45     492 

PARAMETRIC  TECHNOLOGY 

-    - ■ 

3538.2 

-56.1 

-56.0 

924.3 

-12 

-3.7 

-2.1 

NM 

f 

1 ')     PAPER    6c    FOREST   PRODUCTS 


INDUS  IK  Y  AVERAGE 


KIMBERLY-CLARK 


WEYERHAEUSER 


WILLAMETTE  INDUSTRIES 


INTERNATIONAL  PAPER 


GEORGIA-PACIFIC  GROUP 


BOISE  CASCADE 


LOUISIANA-PACIFIC 


10493.7 
38138.1 

11775.2 
5085.7 

18129.5 
5124.3 
1839.2 
2755.7 
1102.2 


10.2 

41.4 
8.3 

40.3 

5.3 

-12.0 

9.8 

-6.2 

-5.1 


3.1 

36.1 

18.0 

33.9 

-13.0 

7.2 

2.4 

-14.6 

-45.3 


12499.7 

13982.0 

15980.0 

4651.8 

28200.0 

22076.0 

7806.7 

4368.1 

2932.8 


15 

7 
25 

9 
15 
20 

9 

9 
-5 


10.9 

3.9 
13.1 
10.5 
11.0 
21.3 
12.8 
5.3 
9.3 


503.1 

-1 

1800.6 

8 

840.0 

36 

344.9 

32 

368.0 

85 

343.0 

-52 

178.6 

-11 

163.6 

-21 

-13.8 

NM 

20     PUBLISHING   &   BROADCASTING 


INDUSTRY  AVERAGE 


CLEAR  CHANNEL  COMMUNICATIONS 


UNIVISION  COMMUNICATIONS 


NEW  YORK  TIMES 


McGRAW-HILL 


345 


KNIGHT-RIDDER 


WALT  DISNEY 


HARCOURT GENERAL 


17367.5 

39103.0 

33418.9 

6779.1 

7176.9 

11520.8 

17440.6 

12160.4 

5390.7 

4405.3 

65118.8 

1795.8 

4099.2 


8.3 

1.9 

-14.2 

-35.2 

5.9 

17.9 

2.9 

5.4 

0.3 

29.7 

-6.9 

26.9 

65.5 


35.3 

148.1 

26.3 

72.0 

39.8 

64.3 

6.4 

29.6 

26.4 

11.7 

-15.4 

-14.0 

28.3 


5678.5 

8218.6 
5345.3 
863.5 
3489.5 
4281.0 
6222.3 
4910.4 
2202.6 
3211.8 
25903.0 
1081.5 
2412.3 


19 

26 

100 

25 

11 

7 

22 

70 

10 

6 

9 

2 

12 


17.1 

19.5 

97.3 

23.1 

6.8 

6.6 

8.5 

19.0 

-5.3 

3.2 

4.5 

5.1 

NA 


508.0 

2045.1 
248.8 
116.9 
397.5 
471.9 
971.9 
310.4 
136.3 
314.4 
847.0 
68.1 
167.5 


21     SERVICE   INDUSTRIES 


4 

162 

190 

40 

28 

11 

6 

-79 

-50 

-8 

-15 

-23 

40 


INDUSTRY  AVERAGE 


ROBERT  HALF  INTERNATIONAL 


CONVERGYS 


INTERPUBLIC  GROUP 


ALLIED  WASTE  INDUSTRIES 


R.R.  DONNELLEY 


9980.8 

14649.0 

14893.3 

16057.6 

51138.7 

6077.2 

4279.2 

6515.0 

11560.9 

3178.4 

3618.5 


32.8 

101.9 
20.5 
-2.9 
0.3 
35.9 
13.9 
10.0 
-5.5 

187.1 
60.7 


40.2 

324.4 
166.8 
103.5 
202.6 

29.0 
6.3 
NA 

41.8 
-24.9 
-18.1 


11576.3 

29444.9 
1612.5 
6154.2 
100789.0 
2039.8 
2699.3 
2162.5 
5625.8 
5707.5 
5764.3 


70 

91 
27 
20 
151 
13 
30 
23 
13 
71 
6 


2 1  .<> 

27.7 
22.8 
24.9 
65.9 
26.1 
26.3 
29.0 
18.5 
66.5 
5.8 


274.5 

500.5 
221.9 
498.8 
979.0 
209.3 
186.1 
194.7 
358.7 
137.7 
266.9 


56 

230 
36 
37 
-4 
40 
32 
42 
8 

NM 
14 
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1    «T 

MARGIN 
1999 

RETURN  ON 
INVESTED 
CAPITAL 

RETURN  ON 
COMMON 
EQUITY 

RECENT 

SHARE 

PRICE 

$ 

12-MONTH 

HIGH/LOW 
$ 

P-E       1 
RATIO 

DIVIDEND 
YIELD 

EARNINGS 

PER  SHARE 

2000 

ESTIMATED 

EARNINGS 

PER  SHARE 

2001 

|    23.1 

10.4 

13.6 

11 

48/8 

11 

0.00 

0.97 

1.42 

7.3 

-2.3 

-9.5 

6 

29/4 

-10    | 

3.31 

-0.63 

0.01 

|    15.9 

0.7 

0.7 

6 

35/5 

297    | 

0.00 

0.02 

0.16 

9.5 

-0.4 

-0.4 

13 

33/7 

NM 

0.00 

0.00 

0.38 

4.7 

<>.<> 

11.0 

3«> 

46/25 

18 

2.56 

2.14 

1.84 

|    12.8 

22.9 

32.7 

72 

73/42 

22   | 

1.57 

3.31 

3.67 

4.8 

7.4 

12.2 

54 

65/36 

14 

2.98 

3.72 

3.64 

6.1 

8.8 

14.5 

46 

51/26 

15 

1.98 

3.12 

2.99 

0.8 

1.3 

3.1 

38 

46/26 

46 

2.66 

0.82 

1.43 

3.9 

3.8 

8.3 

30 

45/19 

15    | 

1.67 

1.94 

0.95 

2.8 

4.6 

9.5 

32 

38/22 

12    | 

1.87 

2.73 

1.68 

5.2 

4.4 

6.8 

27 

38/21 

17 

2.48 

1.60 

0.88 

7.1 

-0.6 

-1.1 

11 

16/7 

-81 

5.29 

-0.13 

-0.50 

10.3 

9.8 

7.0 

49 

59/35 

27 

0.96 

1.82 

1.86 

|    12.0 

8.2 

14.3 

43 

46/28 

20   | 

0.00 

2.16 

-0.57 

3.2 

0.6 

0.8 

57 

86/44 

97 

0.00 

0.59 

-0.58 

|    12.1 

10.8 

17.6 

33 

63/24 

67    | 

0.00 

0.49 

0.60 

9.8 

20.7 

31.0 

44 

46/33 

19 

1.04 

2.32 

2.30 

|    10.7 

16.6 

25.0 

59 

68/42 

24    | 

1.66 

2.41 

t 

|    18.0 

9.1 

20.2 

66 

74/48 

18 

1.33 

3.63 

3.83 

|    50.3 

2.4 

4.7 

41 

47/28 

41 

1.08 

0.99 

1.55 

|    13.6 

20.6 

26.7 

62 

77/51 

40 

1.62 

1.54 

3.33 

|    11.2 

9.5 

19.3 

60 

61/44 

17 

1.67 

3.53 

3.98 

4.2 

2.6 

3.6 

31 

44/26 

77 

0.68 

0.40 

0.99 

8.4 

7.7 

15.5 

36 

38/22 

27 

0.95 

1.32 

1.66 

5.5 

8.3 

22.3 

56 

63/33 

22    1 

1.50 

2.50 

2.52 

2.6 

12.5 

12.0 

36 

46/25 

31 

0.97 

1.16 

1.58 

1.0 

6.4 

16.0 

47 

60/24 

32    | 

0.64 

1.48 

1.84 

|    12.8 

33.4 

33.4 

40 

61/29 

67    | 

0.90 

0.59 

0.84 

7.1 

15.3 

39.8 

91 

101/68 

33    | 

0.77 

2.73 

2.77 

2.6 

3.6 

7.9 

69 

91/63 

61    | 

0.73 

1.12 

1.71 

8.3 

15.1 

18.2 

36 

54/25 

29    | 

0.61 

1.24 

1.59 

6.8 

25.8 

25.9 

24 

39/19 

24    | 

0.00 

1.00 

1.13 

7.8 

13.9 

17.5 

42 

55/31 

34    | 

0.00 

1.23 

1.52 

6.7 

10.0 

19.2 

38 

49/33 

33    | 

1.01 

1.15 

1.74 

|    -6.6 

0.6 

4.0 

16 

17/5 

73    | 

0.00 

0.22 

0.98 

5.8 

13.7 

22.3 

30 

31/19 

14    | 

3.10 

2.17 

2.30 

A  POWER  SURGE 
FOR  COMCAST 

Microsoft  Corp.'s 
William  H. 
Gates  took  a 
leap  of  faith  and  invest- 
ed $1  billion  in  Comcast 
Corp.  three  years  ago. 
Now  it's  easy  to  see  why: 
Acquisitions  and  new 
products,  such  as  digital 
cable  and  high-speed  In- 
ternet service,  have 


boosted  net  income 
42.5%  annually  in  the 
past  three  years.  Com- 
cast, the  third-largest  ca- 
ble company,  which  owns 
the  qvc  home-shopping 
channel,  posted  a  healthy 
margin  of  24.9%.  As  a 
result,  Comcast  vaulted 
to  No.  41  this  year  from 
No.  201.  Forget  the  cubic 
zirconia.  That's  a  real 
gem  of  a  performance. 
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S&P500 


11      324 


TOTAL  TOTAL 
RETURN  RETURN 
(HEAR)     (3  YEARS) 


32.7 


CHANGE     I      3  YEAR 
FROM  AVERAGE 

1999  CHANGE 


INC       INC 


22     TELECOMMUNICATIONS 


-18.2 

-65.1 
-11.2 
-24.2 
-39.0 
-63.2 
NA 


1424.4 
8369.9 
3930.0 
1491.2 
4977.0 
12944.1a 
1659.9 
NA 


2 

5 

-13 

-4 

7 
-1 

3 
NA 


11.1 
12.5 
-3.4 
-9.0 

6.4 
10.8 
25.5 

NA 


116.1 
385.3 
576.0 
123.7 
192.9 
-247.8a 
-34.2 
NA 


INDUSTRY  AVERAGE 


36 
43 
45 


ADC  TELECOMMUNICATIONS 


VERIZON  COMMUNICATIONS 


SBC  COMMUNICATION 


SCIENTIFIC-ATLANTA 


COMVERSE  TECHNOLOGY 


371 
374 
384 


424 
432 
445 


m 


INC 


CENTURYTEL 


LUCENT  TECHNOLOGIES 


NORTEL  NETWORKS 


NEXTEL  COMMUNICATIONS 


SPRINT  FON  GROUP 


SPRINT  PCS  GROUP 


GLOBAL  CROSSING 


CITIZENS  COMMUNICATIONS 


QWEST  COMMUNICATIONS  INTL. 


42612.1 

8686.4 

133605.3 

161463.1 

17882.9 

7561.2 
12417.3 
16807.2 
78549.1 
47822.4 

4053.3 
39307.4 
55498.1 
18335.2 
17823.2 
86333.8 
23427.5 
14327.4 

4100.2 
61629.0 


-31.5 

-50.4 

4.0 

28.0 

-9.2 

-8.6 

-23.9 

-5.3 

5.2 

-62.7 

-13.8 

-78.9 

-66.9 

-64.8 

-62.8 

-52.5 

-51.3 

-65.2 

1.4 

-20.1 


70.7 

72.4 
19.9 
34.1 
44.3 

438.9 

380.9 
25.2 
45.2 

-34.7 
8.0 

-53.4 
40.4 
62.8 

-20.7 

-40.0 

NA 

NA 

68.6 

110.5 


21421.5 

3498.8 

64707.0 

51476.0 

3387.4 

2222.0 

1119.1b 

7067.0 

26151.0 

39090.0 

1845.9 

33813.0a 

30275.0a 

5714.0 

17688.0 

65981.0 

6341.0 

3789.2 

NA 

NA 


12 

53 

11 

4 

46 

59 

32 

9 

4 

9 

10 

10 

42 

51 

3 

5 

88 

154 

NA 

NA 


47.3 

44.0 

33.4 

28.6 

40.7 

22.1 

35.4 

15.7 

8.3 

77.0 

24.7 

7.5 

27.0 

98.5 

6.1 

9.4 

127.5] 

198.9J 

NA 

NA 


1779.2 

817.2 

10810.0 

7967.0 

760.0 

281.3 

222.8b 

1965.4 

4220.0 

4174.0 

231.5 

1681.0a 

-3470.0a 

-711.0 

1292.0 

3181.0 

-1868.0 

-1307.8 

NA 

NA 


23     TRANSPORTATION 


INDUSTRY  AVERAGE 


SOUTHWEST  AIRLINES 


7 

8 


402 
410 
428 


URLINGTON  NORTHERN  SANTA  FE 


DELTA  AIR  LINES 


NORFOLK  SOUTHERN 


RYDER  SYSTEM 


US  AIRWAYS  GROUP 


a  11 7.3 

14066.1 

11642.3 

15181.1 

5010.4 

11910.2 

5178.7 

6934.2 

7256.3 

1225.2 

2768.6 


42.9 

51.5 
17.2 
47.4 
31.9 
55.1 
-7.5 
39.0 
57.9 
15.2 
121.0 


-0.7 

119.7 

28.5 

13.3 

10.2 

-5.0 

-25.1 

-41.6 

-33.2 

-39.2 

-34.8 


11117.3 

5649.6 

19040.5 

11878.0 

19703.0 

9205.0 

16741.0 

6159. Oy 

8191.0 

5336.8 

9269.0 


7 
19 
10 

6 
11 

0 

12 

17 

-21 


4.8 

13.9 
7.4 
2.8 
1.6 
3.1 
6.0 
14.4 
-7.0 
3.4 
2.5 


519.5 

625.2 
720.6 
842.0 
779.0 

1019.0 

928.0 

172.0 

186.0 

89.0 

-166.0 
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ESTIMATED 
I     EARNINGS  EARNINGS 

DIVIDEND  PER  SHARE        PER  SHARE 

YIELD  2000  2001 


17.9 

33.5 

4.7 

12.5 

-7.4 

6.4 

6.5 

15.1 

3.9 

11.8 

-1.7 

-2.0 

4.6 

-2.1 

NA 

NA 

<>.4 

8.7 

6.1 

31.5 

14.3 

10.9 

13.3 

16.9 

23.7 

28.9 

9.1 

21.5 

18.1 

15.2 

12.1 

20.2 

13.7 

14.4 

11.0 

5.2 

14.3 

4.5 

9.9 

5.8 

-1.6 

-13.5 

-33.5 

-4.9 

10.1 

8.2 

8.7 

2.1 

-73.6 

-11.7 

0.5 

-7.1 

NA 

NA 

NA 

NA 

5.3 

5.0 

10.0 

14.8 

3.6 

9.8 

7.0 

4.6 

3.7 

6.3 

12.3 

7.3 

8.5 

8.9 

4.6 

1.3 

0.3 

1.6 

1.5 

3.1 

2.3 

-7.7 

54.1 
17.0 
21.3 
20.4 
12.8 
-5.4 
-2.2 
NA 

8.6 

31.7 

31.3 

26.4 

28.9 

21.6 

20.0 

38.6 

25.0 

7.5 

11.4 

6.5 

-14.8 

-45.4 

10.5 

2.9 

-99.5 

-9.8 

NA 

NA 


10.3 

18.1 

14.0 

9.7 

11.0 

13.7 

16.0 

2.9 

3.1 

7.1 

NM 


27 

27 
13 
27 
35 
25 
18 
38 


32 

11 
50 
48 
44 
47 
75 
54 
42 
17 
29 
12 
18 
24 
22 
23 
25 
16 
15 
37 


33 

19 
41 
55 
33 
30 
42 
18 
33 
21 
41 


29/14 
28/18 
20/8 
30/19 
57/24 
29/13 
30/12 
43/30 


67/26 

49/10 
66/39 
59/38 
77/38 
94/29 
125/62 
73/48 
54/36 
50/14 
40/24 
75/12 
86/18 
83/21 
67/20 
61/17 
67/18 
61/11 
19/13 
66/32 


41/22 

23/11 
50/31 
56/34 
62/26 
31/19 
58/40 
20/12 
34/20 
25/15 
52/17 


69 
12 
17 
13 
17 
-63 
-62 
NA 


27 
10 
13 
21 
24 
28 
59 
9 
19 
12 
18 
23 
-16 
-20 
15 
26 
-13 
-8 
NA 
NA 


16 

24 
16 
16 

7 
12 

6 

40 

38 

14 

-17 


0.30 
4.23 
0.00 
1.50 
1.94 
0.04 
0.00 
1.68 


0.75 

0.00 
3.11 
2.13 
0.00 
0.09 
0.00 
2.46 
1.81 
0.00 
0.66 
0.69 
0.41 
0.00 
2.24 
0.65 
0.00 
0.00 
0.00 
0.00 


1.12 

0.10 
0.00 
1.46 
0.00 
1.60 
0.24 
1.33 
3.59 
2.92 
0.00 


0.39 
2.20 
0.78 
2.02 
2.05 
-0.40 
-0.29 
NA 


1.19 

1.08 

3.93 

2.32 

1.82 

1.67 

1.27 

6.20 

2.23 

1.43 

1.63 

0.51 

-1.17 

-1.21 

1.45 

0.88 

-1.95 

-1.92 

NA 

NA 


2.13 

0.79 
2.49 
3.34 
4.81 
2.45 
7.05 
0.45 
0.88 
1.49 
-2.47 


1.01 
2.31 
0.93 
1.88 
1.99 
1.39 
0.53 
2.01 


0.93 

0.53 
3.14 
2.53 
2.15 
1.66 
1.77 
2.91 
2.39 
1.19 
1.79 

-0.59 
0.71 

-1.08 
1.57 
0.39 

-1.21 

-2.95 
0.14 
0.60 


2.27 

0.97 
2.92 
4.18 
4.65 
2.65 
NA 
0.93 
1.83 
1.94 
0.40 


THIS  LINE  IS  BUSY 

Verizon  Communica- 
tions, No.  26,  is 
cranking  up  invest- 
ments in  new  data  and 
wireless  services.  That 
helped  Verizon,  formed  in 
a  merger  between  Bell 
Atlantic  and  gte,  boost 
its  wireless  customers 
16%  last  year.  Profits 
grew  30%.  sbc  Commu- 


nications, No.  36,  showed 
the  same  determination 
to  lead  in  new  markets. 
And  savings  from  its 
merger  with  Ameritech 
helped  boost  net  income 
by  67.5%  annually  over 
the  past  three  years. 
That's  the  kind  of  busy 
signal  investors  like  to 
hear,  especially  as  the 
economy  slows. 
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■  iiMiitmvma 


S&P  500 


2  4     I' T  I  LI  TIES 


TOTAL  TOTAL 

RETURN  RETURN 

(1YEAR)  (3  YEARS) 


CHANGE     I      3  YEAR 
FROM  AVERAGE 

1999  CHANGE 


INDUSTRY  AVERAGE 


FIRSTENERGY 


PINNACLE  WEST  CAPITAL 


DOMINION  RESOURCES 


KINDER  MORGAN 


PUBLIC  SERVICE  ENTERPRISE  GROUP 


PROGRESS  ENERGY 


275 
296 

30  303 

31  306 


DTE  ENERGY 


CONSOLIDATED  EDISON 


CONSTELLATION  ENERGY  GROUP 


PEOPLES  ENERGY 


CMS  ENERGY 


EDISON  INTERNATIONAL 


9027.9 

12431.7 

24750.7 

30114.3 

16426.4 
6608.3 

12378.7 
1300.4 

11145.6 
9604.6 

20134.4 
5240.2 

18528.2 
6407.2 
3934.8 
4241.4 

15661.4 
6335.2 
8547.7 

10639.9 
5187.1 
9607.6 
8915.4 
5885.0 
4570.8 

15307.5 
5786.4 

11506.4 
5179.7 
7816.0 
6426.4 
1385.2 
3571.9 
4854.6 
3760.3 
1689.1 
2752.9 
5398.4 


62.7 


94.5    |; 

28.8    | 

73.1    | 

93.3    | 

|    135.5    | 

113.0    | 

|    101.3 

77.6    | 

70.6    | 

46.0    | 

92.1    | 

1.1    | 

61.0    | 

74.3    | 

|    101.6    | 

87.2    | 

99.8    | 

98.7    | 

35.4    | 

62.6 

63.5    | 

53.6    | 

|    132.6    | 

30.8    | 

79.3    | 

50.4 

74.9 

27.8    | 

42.5    | 

49.9    | 

43.6    | 

87.1    | 

|    -40.9    | 

34.0 

27.6 

46.2    | 

|    -28.6    | 

100.7 

2142.4 

145.3 

63.2 

125.5 

132.4 

89.0 

41.2 

253.3 

22.6 

45.4 

82.4 

33.6 

15.0 

26.1 

30.2 

94.6 

71.1 

52.6 

22.0 

12.2 

64.7 

21.0 

27.0 

10.9 

18.9 

33.7 

25.8 

16.6 

2.5 

58.0 

28.0 

-23.3 

-39.4 

-7.2 

1.9 

34.1 

-46.9 


10087.3 

2258. 2y 
6691.0 

49318.0y 

21950.0y 
5683.0y 

29339.4y 
6642. 9y 
7526.0 

12878.1y 

23355. Oy 
4011.9 

10382. 9z 
7029.0y 
3690. 2y 
5121. 5y 
9260. Oy 
2713. 7y 

10016. ly 

22009.0y 
8422.0 
6838.0y 
4118.9y 
6030. 7y 
7037. Oy 

13694. Oy 
3855. 8y 
7082.0y 
5597.0y 
9457.8 
3878. 5y 
1722.6 
8998.0 

11642.0a 
5196.3 
2298. ly 
4539.3 

22945.0a 


50 

178 

106 

127 

105 

24 

93 

222 

38 

65 

102 

43 

45 

11 

52 

73 

68 

48 

14 

29 

42 

6 

23 

84 

31 

10 

9 

10 

18 

26 

2 

33 

47 

23 

9 

42 

11 

7 


24.9 

99.4 

64.5 

42.4 

59.9 

22.5 

58.9 

67.5 

16.2 

76.3 

20.5 

18.1 

6.5 

32.5 

21.8 

41. 6j 

6.5 

-1.7 

-1.2 

37.8 

21.7 

4.2 

10.3 

30.3 

10.8 

35.8 

5.2 

2.9 

13.9 

9.1 

6.2 

11.8 

23.0 

8.3 

8.2 

5.4 

4.4 

19.2 


509.5 

324.7 
648.0 
1776.0 
607.0 
513.0 
771.1 
143.5 
597.0 
545.8 
1331.9 
318.7 
873.2 
661.7 
302.3 
300.8 
436.0 
183.7 
710.9 
930.0 
404.1 
773.0 
478.4 
154.9 
455.0 
631.0 
469.8 
717.0 
468.0 
615.2 
358.5 
93.2 
36.0 
724.4a 
240.4 
46.7 
-14.2 
225.0a 
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7.1  4.8 

11.9  I  5.1 

7.5  |  3.0 

3.9  |  7.3 

-2.0  |  5.7 

11.0  |  7.1 

11.0  |  6.5 

5.2  |  4.2 
10.7  |  3.0 

7.3  |  4.0 
11.2  |  5.3 
10.6  |  7.2 

2.5  |  5.0 

10.2  |  5.3 

11.1  |  6.4 
8.8  |  5.6 

5.4  |  2.3 

8.5  |  3.3 
6.8  |  4.5 

5.8  |  3.6 

6.9  |  6.8 
11.4  |  7.6 
11.4  |  4.2 

4.9  |  1.5 

7.6  |  7.2 
7.9  |  3.3 

11.3  |  7.4 
11.0  |  7.5 

10.2  |  5.9 

9.5  |  5.4 
9.0  |  5.6 

7.6  |  7.9 

4.5  |  0.3 

7.6  |  3.7 
9.9  |  2.9 

7.7  |  4.4 
0.6  |  -0.6 
3.6  I  1.4 


I  1.0 

16.3 

16.2 

17.2 

17.0 

23.1 

13.4 

8.7 

8.8 

9.7 

13.5 

17.5 

13.7 

10.7 

12.7 

9.9 

6.1 

10.5 

9.1 

11.1 

14.0 

17.7 

8.7 

4.1 

16.5 

7.4 

13.3 

11.9 

11.9 

10.4 

10.3 

12.2 

1.5 

13.4 

7.0 

6.6 

-1.4 

2.9 


40 

44 
54 
41 
70 
46 
42 
44 
65 
28 
31 
47 
42 
28 
46 
39 
66 
55 
39 
41 
33 
45 
43 
29 
22 
48 
42 
65 
36 
37 
43 
39 
30 
15 
31 
37 
17 
14 


46/23 

53/18 
73/35 
45/23 
75/36 
47/18 
49/20 
51/22 
71/36 
30/16 
35/20 
49/24 
50/30 
32/18 
53/26 
44/20 
68/35 
58/26 
44/16 
45/26 
35/20 
50/26 
49/28 
32/13 
25/16 
49/26 
47/28 
73/38 
40/28 
40/27 
52/29 
47/26 
32/17 

27/6 
37/24 
44/29 
18/11 

32/8 


18 

.{..r>l 

2.27 

40 

0.00 

1.11 

38 

0.00 

1.41 

17 

2.70 

2.38  | 

29 

1.21 

2.44  | 

13 

2.32 

3.44  | 

16 

3.57 

2.68  | 

15 

2.82 

2.92  | 

24 

NA 

2.77  | 

18 

5.32 

1.60  | 

15 

4.33 

2.01 

17 

3.63 

2.84  | 

21 

1.44 

1.95  | 

10 

5.33 

2.69  | 

13 

3.23 

3.57  | 

19 

4.57 

2.10  | 

35 

3.94 

1.85  | 

35 

0.36 

1.60 

13 

3.25 

2.97  | 

12 

5.82 

3.43  | 

13 

5.52 

2.50  | 

13 

4.82 

3.55  | 

14 

4.90 

3.03  | 

27 

4.05 

1.08  | 

11 

4.47 

2.06  | 

24 

5.05 

1.96  [ 

13 

6.02 

3.33  | 

16 

3.44 

4.14  | 

11 

5.67 

3.27  | 

13 

5.97 

2.83  | 

19 

1.12 

2.30  | 

15 

5.21 

2.64  | 

92 

4.94 

0.32  | 

7 

0.00 

2.08  | 

16 

7.04 

1.92 

37 

4.49 

1.00 

|  -64 

0.00 

-0.27  | 

22 

0.00 

0.63  | 

2.<>1 

1.48 
1.89 
2.34 
3.26 
3.52 
3.23 
3.56 
4.46 
2.20 
1.99 
3.80 
1.34 
2.82 
3.66 
2.65 
4.13 
1.78 
3.11 
3.69 
2.70 
3.66 
3.32 
2.06 
2.19 
3.45 
3.39 
4.70 
3.60 


2.83 

3.24 

2.30 

3.10 

2.64 

3.11 

0.32 

2.75 

2.08 

2.23 

1.92 

3.32 

1.00 

3.06 

-0.27 

0.24 

0.63 

2.71 

ALL  JUICED  UP 

No  one  talks 
about  the 
"sleepy"  utility 
industry  anymore.  Ener- 
gized players  like  No.  3, 
Calpine,  No.  13,  aes,  and 
No.  19,  Duke  Energy 
have  aggressively  grabbed 
the  opportunities  opened 
by  deregulation  of  the 
world's  power  markets  to 


vault  to  the  top  of  our 
list.  Consider  Calpine 
Corp.,  with  its  2,142% 
return  to  shareholders 
over  the  past  three  years. 
By  2005,  ceo  Peter 
Cartwright  aims  to  be 
generating  enough  power 
to  light  up  70  million 
homes.  With  power  likely 
to  be  in  short  supply  for 
years,  Calpine  and  its  ri- 
vals see  a  bright  future. 
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S&P  500 


A   L  P  II  A  B  E  T  1  C  A  L      L  1  S  T      O  F      C  0  M  P  A  N 

The  number  to  the  left  of  the  company's  name  identifies  its  overall  rank  among  BusinessWeek's 

thinkings  of  the  S&P  500  companies.  That  list  begins  on  page  58.  The  numbers  immediately 

tify  the  company's  rank  in  market  value  and  12-month  sales  and  profits,  respectively,  among  the  500. 


Peek's  PerformaM 
y  to  the  right  idL 


RANK       COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 


MARKET  VALUE     SALES     PROFITS  ■     RANK       COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 


MYnilTJiMHi       APCC  (9) 

129       AMGNI 


33 
490 
240 
284 
288 

99 
333 
144 
140 
238 
449 
186 
264 

82 
334 
477 
194 
412 

87 
136 
228 
225 
315 
304 
320 
150 

44 
118 
499 

29 

8 

444 

35 
351 
300 
147 
167 
486 

61 

20 
236 
272 
307 


124 
482 
339 
445 
286 
231 

59 
165 
146 
259 
387 

35 
179 

76 
312 
379 
426 
253 

55 
217 
442 
470 
486 
137 
323 
125 

71 
147 
378 
129 

22 
435 
336 

93 
326 
255 
360 
468 
136 
200 
208 
391 
232 
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300M 

BEST  BUY 


It  is  truly  the  most  powerful  car  in  its  class.*  The  Chrysler 
300M-winner  of  a  Consumers  Digest  "Best  Buy"  award. 
More  information?  1.800.CHRYSLER  or  www.chrysler.com 


•  lower  luxury  The  BEST  BUY  SEAL  ,s  a  registered  trademark  of  Consumers  Digest.  Inc  .  us„i  undnr 


license. 


S&P  500 


A  L  P  II  A  B  E  T  I  C  A  L      LIST      0  F      C  0  M  P  A  N  I  E 

The  number  to  the  left  of  the  company's  name  identifies  its  overall  rank  among  BusinessWeek's 
Performance  Rankings.  For  an  explanation  of  other  rankings,  see  page  110. 


RANK       COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 


MARKET  VALUE     SALES     PROFITS  ■     RANK       COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 


349 


MARKET  VALUE     SALES 


455 
394 
238 
267 

39 
331 

89 
316 
236 
415 
453 
370 

18 
477 
214 

92 
386 
189 
406 
149 

69 

240 

6 

NR 
492 
270 
310 
181 

87 
116 
171 
193 
309 

27 
269 
157 
405 
458 

62 
407 

32 
192 
169 
345 
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Merrill  Lynch  and 
Unlimited  Advantage" 

>  consult 

a  personal  Financial  Consultant  helps  you: 

-  identify  your  goals 

-  access  retirement,  trust  and  mortgage  specialists 

-  identify  specific  investment  strategies  customized 
to  your  needs 

-  tailor  asset  allocation  to  your  risk  tolerance 

-  gain  philanthropic  advice 

>  PLAN 

personal  financial  plan  including: 

-  retirement  planning 

-  wealth  transfer  strategies 

-  tax  management  strategies 

-  college  tuition  forecasting  and  planning 

>  INVEST 

-  through  your  Financial  Consultant,  online  or 
by  phone 

-  no  commissions  on  most  transactions 

-  no  individual  account  charges 

-  trading  in  stocks,  bonds  and  mutual  funds 

-  24/7  access  to  your  accounts 

-  research  updated  daily  from  highly  ranked  analysts 

-  Morning  Call  Fieport  notes 

-  streaming  video,  audio  and  live  Web  events 

-  equity  and  fixed  income  sector  analysis 

>  BANK 

-  CMA"  account  with  unlimited  check  writing 

-  online  bill  payment,  funds  transfer  and 
direct  deposit 

-  CMA"  Visa"  Signature'- ''  card  featuring  a 
rewards  program  allowing  you  to  earn  a  point 
for  every  eligible  dollar  you  spend 

A  SIMPLE  FEE.  A  SIMPLER  LIFE. 


I  Your  Financial  Consultant.  And  a  host  of  financial  services.  While  it's  one  thing  to  invest  in  the 

et  when  it's  booming,  it's  quite  another  when  you're  not  sure  what  the  market  will  do  next.  Good  thing  there's  the 
■ted  Advantage*  brokerage  service  from  Merrill  Lynch— a  new  way  to  work  with  a  Financial  Consultant  that  might  help  to  handle 
'  finances  more  efficiently.  From  reducing  taxes  and  diversifying  your  stock  positions  to  creating  more  liquidity  and  handling 
Beared  investments,  your  personal  Financial  Consultant  provides  you  with  a  vast  range  of  financial  products  and  investment 
•tise  that  only  Merrill  offers.  Including  world-class  research,  global  capabilities  and  state-of-the-art  technology.  All  this,  with  no 
ldual  account  charges  and  no  per-trade  commissions  on  most  transactions.  So  you  can  consult.  Plan.  Invest.  And  bank, 
■ted  Advantage  brings  it  all  to  you  for  a  simple  fee.  So  stop  trying  to  predict  the  market,  and  design  a  plan  so  you're  always  headed 
e  right  direction — forward. 


act  your  Merrill  Lynch  Financial  Consultant  or  call 

K). MERRILL  or  visit  askmerrill.ml.com 


K  ^K/tS^^  ^ansaotipns  other  than  buying  eligible  mutual  funds  and  underwritten 

Hi  fees  and  expenses  may  appl    such  a for »  Ttual  tund  factions.  Minimum  annual  fee 

■ 


S&P  500 


A  L  P  H  A  B  E  T  I  C  A  L      I,  I  S  T      0  F      COMPAN1E 

The  number-  to  the  left  of  the  company's  name  identifies  its  overall  rank  among  BusinessWeek  v 
Performance  Rankings.  For  an  explanation  of  other  rankings,  see  page  110. 


RANK       COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 


EC  (16) 


MARKET  VALUE     SALES     PROFITS  ■     RANK       COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 


MARKET  VALUE     SALES     PR 


415 
52 
247 
346 
380 
196 
4 


133 
105 
327 
165 
1 
175 

83 
359 
343 

75 
160 
239 
376 
384 
392 
409 
468 
148 


262 
7 
162 
436 
410 
205 
1 


31 

26 

23 

217 

100 

476 

189 

97 

148 

98 

301 

117 

100 

254 

111 

81 

72 

379 

303 

219 

159 

68 

77 

31 

421 

NR 

NR 

447 

317 

356 

50 

4 

18 

182 

461 

357 

336 

265 

471 

193 

216 

150 

209 

385 

183 

55 

49 

41 

454 

414 

426 

239 
126 
167 
154 

5 
225 

3 
190 
78 
173 
329 
314 
296 
119 
275 
280 
423 
375 


363 
103 
151 
238 
322 
176 
1 
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"fe/J  hi  Good  Gdnnipoiny 


< jTfcpi«mC/u6. 


'International' 


388b  123¥5b  18S0 

^r  en  nr  ni  "•  — 


dinersclubus.com    1.800.2. DINERS 
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A  L  P  H  ABETICAL      L  1  S  T      OF      C  0  M  P  A  N  I  E 

The  number  to  the  left  of  the  company's  name  identifies  its  overall  rank  among  BusinessWeek's 
Performance  Rankings.  For  an  explanation  of  other  rankings,  see  page  110. 


RANK       COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 


MARKET  VALUE     SALES     PROFITS  ■     RANK       COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 


MARKET  VALUE     SALES     PR 


106 

245 

9 

29 

345 

496 

463 

465 

53 

25 

103 

44 

309 

459 

112 

204 

2 

70 

443 

473 

58 

110 

279 

380 

367 

487 

36 

24 

79 

34 

253 

444 

137 

180 

400 

384 

492 

374 

474 

199 

375 

246 

221 

471 

275 

340 

283 

222 

422 

430 

122 

252 

429 

291 

467 

389 

205 

174 

318 

244 

308 

479 

440 

264 

290 

241 

47 

48 

145 

338 

293 

203 
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m 


Makers  Mark  Ditffler, 


S&P  500 


A  L  P  H  A  B  E  T  I  C  A  L      L  I  S  T      0  V      C  Q  M  P  A  N  I  E 

The  number  to  the  left  of  the  company's  name  identifies  its  overall  rank  among  BusinessWeek's 
Performance  Rankings.  For  an  explanation  of  other  rankings,  see  page  110. 


RANK       COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 


MARKET  VALUE     SALES     PROFITS  ■     RANK       COMPANY  &  SYMBOL  (INDUSTRY  GROUP) 


MARKET  VALUE     SALES     PRO 


242 
233 
150 


197 
350 
447 
432 
476 
249 
427 

43 
421 
420 

88 
422 

50 

75 
102 
293 

12 

83 
334 
320 
441 
201 
416 
490 
185 
256 
278 
449 

31 
307 
229 
247 
228 
305 
495 
279 
363 
425 

NR 


203 

375 

13 


220 
398 
376 
436 
457 
226 
326 
482 
413 
372 

47 
420 

29 

324 

102 

452 

7 

57 
283 
186 
467 

84 
464 
447 
170 
199 
256 
297 

30 
211 
443 
161 
133 
331 
438 
259 
382 
465 

NR 


R 


157 
290 
397 
373 
24 


RSH  (6) 

RAM  10) 
RTN.B(I) 

RBK(6 
RGBK  (3) 


84  REI  (24) 

150  RHK21) 

261  ROH  (4) 

396  RDC(ll) 


ROYAL  DUTCH  PETROLEUM 


347 
453 
141 

60 
176 
334 

36 
119 
341 

86 


TSG(18) 
SAFCC17) 
SWY(10) 
SANM  (9) 
S APE  (18) 
SLEdO] 

SBC  (22) 
SGP(12) 
SLB(11) 
SCH(17) 


SCIENTIFIC-ATLANTA 


233  SRE(24) 

466  SHWC13) 


SIEBEL  SYSTEMS 


351 


386 
88 
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CONNECTIONS 

integrated   responsive   fast   powerful 


A  business  needs  to  be  connected. 
In  every  way. The  Sharp  Digital 
Imager  series  copier/printers  are 
seamless,  state-of-the-art  document 
management  solutions  that  can 
connect  you  to  tomorrow.  Connect 
with  Sharp-engineered  document 
management  and  diagnostic 
software  to  every  node  of  your 
business. Connect  with  Sharp's 
versatile  and  flexible  controllers. 
Connect  with  one  of  the  most 
responsive  dealer  networks  around. 
From  desktop  to  high  volume.the 
fully  integrated  Sharp  Digital  Imager 
Series  will  get  you  connected.  And 
keep  you  connected.  Visit  our  web 
site  or  call  1-877-78-CONNECT  now 


©2001  Sharp  Electronrcs  Corporation 


vv...w...vv...:...s...lL.a...r  P  -  u  s  a  .  c  o 
1    -   8  7  7  -  7  8  -   CON  nTcT 

(1  -877-782-6663) 


ALPHABETICAL      LIST      (J  F      C  0MPAN1ES 

The  number  to  the  left  of  the  company's  name  identifies  its  overall  rank  among  BusinessWeek's 
Performance  Rankings.  For  an  explanation  of  other  rankings,  see  page  110. 
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-*>   Greetings  from  the  Internet 


mm 


»    just    arrived 


in    europe    via    i  ntemap 


smooth- 


passed    the    space    shuttle 


twice 


and    the    Service    ...ah, 


i    could    get    used    to    this 


>>your    data 


•  data  will  quickly  become  accustomed  to  the  first-class  treatment  Internap  gives  every  byte.  We're  the  only 

to  have  service  level  agreements  with  all  the  major  Internet  backbone  providers.  Combine  that  with  our 

igent  Overlay  Network  that  analyzes  all  Internet  traffic  by  the  nanosecond,  and  it's  no  wonder  we  keep  your  data     I 

«e  fastest,  most  reliable  route  to  its  destination.  Coffee,  anyone?  To  learn  more,  visit  www.internap.com  ^^V  '  A/  TERN  A  P 

lernapNetwork  Services  Corporation  Intemap,  the  Internap  logo  and  The  Intelligent  Wa»  Through  The  Internet  are  trademarks  or  registered  trademarks  ol  Internap  Network  Services  Corporation  RB  'nteHi9^nt  Way  thrOUgh  the  Internet 


FOR 


HUNGRY  FOR 


STOCKS  WITH 


REAL  POTENTIAL? 


THEBW50'S 


SCREENING 


METHOD  OFFERS 


12  KEY  THINGS 


TO  LOOK  FOR 


Has  picking  the  right  stocks 
ever  been  more  important? 
Earnings  shortfalls,  rising 
defaults,  excess  capacity — you've  heard  the 
bad  news.  As  markets  everywhere  tumble, 
the  importance  of  smart  stockpicking  increases  exponentially.  Only  tl 
strongest  companies  will  continue  to  rise.  These  aren't  your  flavor-of-th 
month  stocks,  but  those  with  excellent  management,  sound  business  plar 
solid  financials,  and  great  prospects. 

How  do  you  find  such  companies?  The  BusinessWeek  50  offers  one  a 
proach.  It's  a  rigorous  screening  of  the  companies  in  the  Standard  &  Pool 
500-stock  index  with  the  best  revenue  growth,  earnings  growth,  profitab 
ity,  and  stock  market  performance.  But  there  are  worthy  companies  that  a 
not  listed  in  the  S&P  500.  And  some  are  just  too  obscure  or  too  sma 
You'll  find  some  of  those  up-and-comers  in  the  S&P  MidCap  400  (page  13 
and  the  S&P  SmallCap  600  (page  142). 

We've  outlined  12  key  criteria  investors  need  to  consider  when  lookii 
for  companies  with  great  growth  prospects.  Some  measures,  such  as  re 
enues,  earnings,  and  profitability  are  objective.  You  can  find  those  numbe 
in  company  reports,  compare  them  with  other  companies',  and  make  decisio 
based  on  them.  We  have  tools  to  help  crunch  the  numbers  at  our  Web  si 
(www.businessweek.com/bw50/).  Other  criteria  are  subjective — sizing  upl 
company's  competitive  edge  or  the  quality  of  its  management. 

Bear  in  mind  that  it's  likely  that  no  single  company  will  clear  all  12  hi 
dies.  In  assembling  a  portfolio,  you  look  for  companies  that  pass  several  of  t 
tests — and  not  all  the  same  ones.  Some  will  be  strong  on  revenue  and  ear 
ings  growth,  others  may  have  excellent  returns  on  capital,  or  healthy  ca 
flows.  The  point  is  that  your  portfolio  touches  as  many  bases  as  possible. 
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REVENUE  GROWTH  One  of  the  defining 
attributes  of  growth  companies  is  an  accel- 
eration of  revenues.  After  all,  rising  rev- 
wes  often  correlate  well  with  rising  stock  prices 
hart).  For  instance,  from  the  end  of  1997  through 
KX),  sales  at  Calpine  Corp.,  an  electricity  outfit 
nked  third  in  the  BW50,  grew  from  $276  million 
$2.3  billion.  During  the  same  period,  the  stock 
mped  to  more  than  $45  from  around  $2. 
Strong  sales  growth  indicates  that  a  company 
is  a  superior  product  that's  in  demand.  The  de- 
led amount  of  growth  depends  on  the  size  of  the 
•mpany.  Small  companies,  with  market  capital- 
itions  of  less  than  $2  billion,  are  riskier  because 
ey  may  be  highly  dependent  on  one  or  two 
wlucts  or  a  key  executive.  For  those  companies, 
>ur  hurdle  rate  should  be  high:  20%  to  25%  a 
sar  for  the  next  several  years.  For  larger  com- 
mies, 15%  revenue  growth  is  a  good  minimum. 
A  cautionary  note:  Your  investigation  of  top- 
le  growth  doesn't  end  at  the  top  line.  What's 
y  is  that  the  company  is  growing  by  increasing 
les — and  not  by  buying  growth  through  acquisi- 
ms.  "Growing  through  acquisitions  doesn't  tell 
much,"  says  manager  Jim  Oberweis  of  Oberweis 
merging  Growth  Fund.  "It  doesn't  show  me  peo- 
i  like  the  company's  products."  Sure,  there  are 
ceptions.  The  BW50's  No.  1  company,  Tyco  In- 


Accelerating  Revenue,  Soaring  Stock 


DEC.  31. '97  '00 

▲  MILLIONS  OF  DOLLARS 

Data:  Company  reports,  Morningstar,  BusinessWeek 


mational  Ltd.,  has  thrived  by  snapping  up  elec- 
mics  and  medical  equipment  companies.  But 
wry  acquisition  strategies  crumble  over  time. 

)  EARNINGS  GROWTH  Sales  without  prof 
r  its  are  meaningless.  Eventually — better 
■J  sooner  than  later — a  company  with  good 
les  growth  must  turn  a  profit.  The  dot-coms 
t  away  with  profitless  growth  until  investors 
sed  up  and  drove  their  prices  into  the  ground. 
The  best  source  of  earnings  growth  comes  from 
les  growth.  If  revenue  growth  is,  say,  30%  a 
ar,  earnings  should  be  about  that  much.  But  for 


L. 


newly  profitable  companies,  earnings  growth  can 
be  huge:  A  company  that  goes  from  earning  2(2  a 
share  to  4#  has  a  100%  gain.  As  a  company  earns 
more  substantial  profits,  the  rate  will  generally  fall 
in  line  with  the  rate  of  revenue  growth. 

Beware:  Companies  can  get  earnings  growth 
other  ways.  Many  boost  their  earnings  per  share 
by  buying  back  stock — doing  nothing  to  increase 
net  income.  Investors  need  to  examine  financial 
statements  to  learn  if  an  earnings  boost  comes 
from  accounting  changes,  tax  refunds,  or  asset 
sales — none  of  which  reflects  whether  the  compa- 
ny is  generating  profits. 

3  RETURN  ON  CAPITAL  A  company  might 
be  posting  some  strong  profit  growth,  but 
that's  only  in  comparison  to  what  it  made 
last  quarter  or  last  year.  How  do  you  determine 
whether  a  company  is  making  money  relative  to 
the  capital  invested  in  it? 

The  calculation  is  easy.  Re- 
turn on  capital  is  net  income 
divided  by  total  capital,  which 
is  debt  plus  equity.  The  stan- 
dard varies  by  industry.  Look 
at  sei  Investments  Co., 
which  is  both  a  money  man- 
ager and  a  provider  of  back- 
office  services  to  other  finan- 


RETURN  ON  CAPITAL 


SEI  INVESTMENTS 

NET  INCOME  (2000) 
DEBT  +  EQUITY  (2000) 
RETURN  ON  CAPITAL 


$98.96  MILLION 
$169.50  MILLION 
98.96/169.50  =  58.3% 


Data  Bloomberg  Financial  Markets 
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cial  institutions.  Net  income  in  2000  was  $99  mil- 
lion, and  capital,  $169.5  million.  That's  a  58%  return 
on  capital,  which  is  extraordinarily  high,  even  con- 
sidering that  service  businesses  operate  on  less 
capital  than,  say,  manufacturers.  The  roc  for  the 
s&p  500  is  less  than  10%.  Growth  investors  should 
expect  more:  a  minimum  of  15%. 

What  if  a  company  has  high  earnings  growth 
but  a  low  return  on  capital?  That  indicates  it 
may  be  using  debt  to  amplify  growth.  If  it  is 
overleveraged,  a  company  will  take  a  hit  during  a 
credit  crunch  or  a  recession.  Feminine  hygiene 
company  Playtex  Products  Inc.  suffers  from  this 
problem.  Though  it  has  rapid  earnings  growth,  its 
return  on  capital  is  low  because  of  $1.2  billion  in 
debt.  When  the  interest  rates  on  its  debt  rose  last 
year,  it  had  to  lower  its  earnings  projections. 
Companies  with  high  returns  on  capital  don't 
need  outside  financing  to  grow. 

4  CASH  FLOW  Cash  flow  is  a  term  finance 
types  toss  around  rather  casually.  And  it's 
defined  in  different  ways.  The  simplest  ap- 
proach is  this:  Determine  what  the  company  is 
earning  before  the  accountants  deduct  depreciation 
and  amortization,  intangible  costs  that  have  no  im- 
pact on  the  company's  underlying  profitability. 

Analysts  often  use  cash  flow  as  a  litmus  test  for 
earnings  quality.  If  earnings  are  much  higher  or 
lower  than  cash  flow,  then  the  stated  earnings 
may  be  unreliable.  Compare  BW50  members  Sun 
Microsystems  Inc.  and  Oracle  Corp.  In  fiscal  2000, 
Sun  had  $1.9  billion  in  earnings  and  twice  that  in 
cash  flow.  Sun's  earnings  are  understated.  Oracle, 
on  the  other  hand,  has  $1.1  billion  in  profits  so  far 
in  fiscal  2001,  but  only  $266  million  in  operating 
cash  flow.  The  company  booked  a  capital-gains  tax 
payment  in  fiscal  2000,  but  didn't  pay  it  until  2001. 
So  Oracle's  2001  earnings  are  overstated. 

5  MANAGEMENT  Great  management  may 
be  the  most  difficult  thing  to  quantify.  Yet  it 
is  critical  for  fast-growing  companies  in 
rapidly  changing  industries.  An  experienced  leader, 
with  a  clear  vision  of  how  the  outfit  will  make  its 
mark,  must  be  at  the  helm.  The  best  managers 
always  have  a  personal  stake  in  their  company's 
success.  For  a  growth  company,  the  ceo  should 
own  at  least  5%  of  the  company's  stock,  and  in- 
siders— the  ceo 
plus  high-ranking 
executives  and 
board  members — 
at  least  30%.  At 
Juniper  Networks 
Inc.,  for  instance, 
CEO  Scott  Kriens 
owns  18.3  million 
shares,  or  5.8%  of 
the  company.  In- 
siders own  33%. 

At  large  com- 
panies,   the    top 


1 R !    FOR  INSIDER  OWNERSHIP 

JUNIPER  NETWORKS 

CEO 

SCOn  KRIENS 

TOTAL  COMPENSATION.  2000 

$175,000 

UNEXERCISED  OPTIONS 

$900,000 

NUMBER  OF  SHARES  OWNED 

18,280,794 

CURRENT  VALUE 

$1.0  BILLION 

INSIDERS  (INCLUDING  KRIENS)  OWN  33% 

Data  Bloomberg  Financial  Markets,  Morningstar 

brass  should  also  have  most  of  their  personal 
wealth  invested  in  the  company,  but  precise  per- 
centages are  less  important.  Nick  Calamos  of 
Calamos  Growth  Fund  prefers  companies  where 
executive  compensation  is  "tied  to  the  objectives 
of  the  business,  not  to  the  price  of  the  stock."  He 
argues  that  bonuses  should  be  based  on  sales  and 
earnings  targets.  That  ensures  the  manager  isn't 
there  just  to  pump  the  stock  up  and  leave.  Insid- 
er ownership  and  compensation  data  can  be  found 
in  Securities  &  Exchange  Commission  filings  at 
www.edgar-online.com  and  Yahoo!  Finance  at 
finance.yahoo.com. 

6  PRICE-EARNINGS  RATIOS  The  price-to- 
earnings  ratio  is  the  most  popular  valuation 
metric — the  stock's  price  divided  by  the  earn- 
ings per  share.  Many  people  plug  in  the  last  12 
months'  earnings 


P-E  TO  GROWTH  RAi 


ADC  TELECOMMUNICATIONS 

PRICE  $11.38 

EARNINGS  PER  SHARE*  $0.59 

PRICE-EARNINGS  RATIO  19.3 

ANNUAL  EARNINGS  GROWTH**  27.2 

P-E  RATIO/EARNINGS  GROWTH  RATE       0.7 

*2001  est.  **5-yres 


Data:  Morningstar.  Zacks  Investment  Research 


for  the  "e,"  since 
it  is  a  known 
number.  But  in- 
vesting in  stocks 
is  all  about  the  fu- 
ture, so  a  more 
useful  p-e  measure 
incorporates  some 
estimate  of  the 
next  12  months' 
earnings. 

P-e's   vary   by 
industry,  so  it  is 

hard  to  come  up  with  one  number  as  a  good 
benchmark.  Some  investors  take  the  p-e  a  step 
further,  and  compare  it  with  the  estimated  five- 
year  earnings  growth  rate.  This  is  called  the  peg 
ratio,  for  price-earnings  to  growth.  The  lower 
the  peg,  the  better.  For  instance,  ADC  Telecom- 
munications has  a  19.3  forward  p-e,  and  estimat- 
ed long-term  earnings  growth  of  27.2%,  so  its 
PEG  is  0.7.  Relative  to  its  expected  growth  rate, 
it's  30%  undervalued.  Citigroup  Inc.,  on  the  oth- 
er hand,  has  a  lower  forward  p-e,  16.5,  but  lower 
growth  estimates,  14.4%.  Its  1.1  peg  indicates 
it's  10%  overvalued. 

Yet  peg  ratios  are  only  as  accurate  as  ana- 
lysts' earnings  estimates.  If  estimates  come  down, 
a  stock  with  a  low  peg  doesn't  look  cheap  any- 
more. That's  why  smart  investors  give  themselves 
a  margin  of  error.  For  small  and  midsize  compa- 
nies, the  PEG  ratio  should  be  well  below  1.  But  for 
large  companies  with  more  established  product 
lines,  buying  a  stock  at  a  price  that's  one  times 
the  growth  rate  is  fine.  Most  growth  managers 
also  look  at  a  stock's  p-e  relative  to  its  industry 
peers  and  its  own  historical  valuation  to  judge 
whether  the  company  is  a  bargain. 

7  OTHER  VALUATION  TOOLS  Besides  p-e, 
investors  need  to  look  at  the  p-s  and  p-b  ra- 
tios. The  p-s,  or  price-to-sales  ratio,  is  a 
stock's  price  divided  by  its  revenues  per  share. 
Since  sales  are  harder  to  manipulate  than  earn- 
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'Sitting  on  the  sidelines 
without  evaluating  your 
portfolio  may  be  risky." 


Charles  R.  Schwab 


Let's  not  mince  words  here.  These  are  emotional  times. 
No  one  has  a  crystal  ball  on  Wall  Street. 

And  sitting  on  the  sidelines  without 
evaluating  your  portfolio  may  be  risky. 

Investment  Specialists  with  answers. 

Its  at  times  like  this  that  Charles  Schwab  can  help. 
With  Investment  Specialists  who  can  offer  personalized  advice. 
They  can  review  your  current  position 

and  discuss  specific  recommendations. 
That's  because  our  Investment  Specialists  are  not  under 

the  pressure  of  commission-based  compensation. 
With  Investment  Specialists  at  every  one  of  our  394  locations, 
we  stand  ready  to  help,  whatever  the  market  conditions. 

For  an  investment  consultation  and  a  copy  of  our  free  guide 
'Smart  Answers  for  Todays  Market',  call  1-800-790-3803  today 


Free  Guide 

call 

1-800-790-3803 

click 

www.schwab.com 

visit 

394  locations  nationwide 


Charles  Schwab 


B1  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved    Member  SIPC/NYSE  1(1(102-13171). 
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COMPARE  STOCK  WITH  PEERS 

STOCK 

WAL-MART 

MICROSOFT 

PRICE-SALES  RATIO 

1.1 

12.0 
SOFTWARE 

INDUSTRY 
PRICE-SALES  RATIO 

RETAIL 

1.1 

12.1 

Data:  Mocnmgstar 

ings,  this  stat  provides  a  reality  check  for  a  sus- 
piciously low  p-e.  The  same  can  be  said  for  the 
price-to-book-value  ratio.  The  p-b  is  a  stock's  price 
divided  by  its  book  value  per  share.  Book  value  is 
the  value  of  a  company's  assets — such  as  factory 
and  equipment — if  they  were  liquidated. 

For  both  ratios,  you  should  apply  a  relative  val- 
uation approach.  Look  at  a 
company's  ratios  relative  to 
its  history  and  its  peers, 
rather  than  setting  absolute 
benchmarks.  For  instance, 
since  retail  companies  have 
lower  profit  margins  than 
software  makers,  their  sales 
aren't  as  valuable.  So  com- 
paring the  1.1  price-to-sales 
ratio  of  Wal-Mart  Stores  Inc.  with  Microsoft  Corp.'s 
12.0  p-s  makes  no  sense.  Better  to  compare  Wal- 
Mart  with  Target  or  Kohl's.  Looking  for  stocks 
that  are  cheap  relative  to  their  five-year  average 
price-to-sales  ratio  has  worked  well  in  the  1990s. 
"It  was  one  of  the  most  effective  measures,"  says 
editor  Richard  Moroney  of  the  newsletter  Dow 
Tfwory  Forecast. 

8  EARNINGS  VISIBILITY  How  sure  are  you 
of  the  growth  projections  of  your  favorite 
stock?  Companies  that  grow  consistently,  re- 
gardless of  economic  conditions,  deserve  higher 
valuations.  The  key  is  to  look  for  stocks  benefiting 
from  favorable  long-term  trends.  The  outlook  for 
pharmaceutical  companies  like  Merck,  for  instance, 
is  bright  because  of  the  aging  of  the  baby  boomers, 
which  is  going  to  happen  regardless  of  the  quar- 
terly changes  in  gross  domestic  product.  More- 
over, many  drugs  are  necessities  so  their  sales  are 
always  brisk.  "If  the  economy  gets  lousy,  you  might 
hold  off  on  that  suit  or  pair  of  shoes,  but  you  can't 
reduce  the  drugs  you  buy,"  says  portfolio  manager 
Jon  Burnham  of  the  Burnham  Fund. 

What  about  technology?  The  last  few  months 
have  reminded  us  that  tech  stocks  are  far  more 
cyclical — sensitive  to  the  ups  and  downs  of  the 
economy — than  investors  previously  thought.  Per- 
sonal computer  and  semiconductor  makers  Com- 
paq Computer  Corp.  and  Intel  Corp.  are  seeing 
their  sales  decline  during  the  economic  slowdown. 
Although  still  growth  companies,  their  stocks  are 
best  purchased  at  the  trough  of  an  economic  slow- 
down, not  at  the  end  of  a  growth  spurt.  Timing, 
with  cyclical  stocks,  is  everything. 

9  COMPETITION  The  best  growth  compa- 
nies are  the  top  players  in  their  industries. 
Either  that  or  they're  winning  market  share 
from  the  top  players.  This  takes  some  research, 
but  much  of  it  is  just  common  sense.  Look  for 
companies  with  proprietary  databases,  distribution 
networks,  or  exceptionally  high  levels  of  cus- 
tomer service,  all  of  which  are  hard  for  competi- 
tors to  duplicate.  Drug  companies  can  do  well 
in  the  competition  cut,  because  their  patents  af- 


ford some  protection  for  high-margin  drugs.  Tec 
nology  companies  are  more  vulnerable.  Sur 
there  are  patents,  but  newer  technologies  oftt 
sweep  in  to  make  them  obsolete. 

Market  share  is  also  an  important  attribu 
The  biggest  players  always  have  more  cont: 
over  the  pricing  of  their  products.  Second-ti> 
competitors  end  up  having  their  prices  set 
the  leaders,  an  unfavorable  position  to  be  i| 

^1  f\  ACCOUNTING  Accounting  practic 
I  should  be  conservative,  and  that's  oft; 
J_V-/  hard  to  find  at  a  fast-growing  out 
The  pressure  to  show  strong  revenues  and  prof 
leads  companies  into  aggressive  bookkeepin 
When  Cisco  Systems  Inc.'s  customers  couldi 
come  up  with  the  money  to  buy  its  products,  C 
co  extended  them  credit.  That  can  work  for 
while.  But  when  customers  couldn't  pay,  Cis 
ended  up  setting  aside  $350  million  for  bad  deb 
Investors  can  protect  themselves  somewh 
against  such  surprises.  Look  at  a  company's  cas 
flow  statement  to  see  if  receivables — goods  a 
services  the  company  has  sold,  but  not  receiv 
payment  for — are  rising.  If  they  are,  the  compa: 
may  be  lending  customers  money  to  keep  up  sali 
If  the  borrowers  default  or  go  bankrupt,  the  de 
may  never  be  repaid. 

-4  -4  MOMENTUM  Growth  stocks  that  me 
expectations  have  strong  upward  n 
_i_  _l_  mentum.  If  a  company's  earnin 
prospects  are  truly  great,  it  should  perform  bett 
than  the  stock  market  and  its  industry  pee: 
But  if  the  market  is  moving  up,  and  your  grow 
stock  is  lagging  behind,  it  could  be  a  sign  of  trc 
ble.  "If  we  see  a  stock  not  performing  well,  it's 
yellow  flag  that  we  should  intensify  our  researc 
says  manager  Foster  Friess  of  Brandywine  Fui 
"It  could  be  a  tipoff  to  changing  fundamental 
Unless  you're  certain  that  the  growth  prospe* 
are  intact,  you  should  avoid  companies  that  ha 
trailed  the  market  for  more  than  one  quarter. 

^  ij  DEBT  Debt  can  kill  a  growth  company 
/  its  sales  slow  so  much  that  it  can't  mz 
I  mm  interest  payments.  "The  more  debt, 
more  risk,"  Oberweis  says.  "But  if  you've  gol 
company  with  great  earnings  growth,  more  debt 
an  advantage.  You  profit  from  the  leverage." 

How  much  is  too  much?  First  look  at  the  ca 
tal,  which  is  debt  and  equity.  As  a  rule  of  thun 
the  debt  should  be  less  than  50%.  But  it's  best 
compare  companies  in  the  same  industry.  For 
dustries  where  revenues  swing  wildly — say 
tailing  or  semiconductors — the  less  debt  the  bett 
Industries  with  stable  revenues  can  handle  mc 
debt.  Old-fashioned  utilities — water,  gas,  telccc 
electric — often  fall  into  this  category.  Howev 
as  last  year's  telecom  flameout  proved,  even  tl 
can  fall  victim  to  overleverage.  Any  company  1> 
rowing  beyond  its  means  is  flirting  with  disast 
By  Lewis  Braham  in  New  Y< 
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Hours  from  the  city. 

A  twenty-acre  backyard. 
Nothing  to  do  but 
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Luxury  is 


ies  a  JUO-hp  32 -valve  with  a  cabin  that's  beautifully  appointed  with  walnut 
ather.  And  it's  the  only  full-size  luxury  SUV  in  the  world  to  receive  the 
iment's  highest  crash-test  rating.*  "For  more  information  or  to  schedule  a 
"J,  visit  lincolnvehicles.com  or  call  800-688-8898." 
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ONCE-GOLDEN 


Rebound 
Stocks 

OR    DEADWOOD?  choose  the  wroncI 


COMPANIES  AT 


FIRE-SALE  PRICES 


MIGHT  BE  HARD 


TO  RESIST,  BUT 


ONES  AND  YOU 


T'S  SO  TEMPTING.  Everyone  except  you  made  mil- 
lions on  Yahoo!  and  Microsoft  in  the  1990s.  Now  the 
stocks  have  fallen  hard,  and  you  want  in.  But  before 

you  phone  your  broker,  ask  yourself:  Which  ones  have  the 

right  stuff  to  pull  out  of  the  dive? 


Figuring  that  out  is  no  mean  feat, 
particularly  when  you're  dealing  with 
growth  stocks.  These  shares  generally 
command  higher  valuations  because  their 
earnings  and  revenue  growth  are 
greater  than  other  companies'.  For  in- 
stance, the  average  stock  in  the  Rus- 
sell 1000  Growth  Index  of  large  growth 
companies  has  an  expected  earnings 
growth  rate  of  22.1%  over  the  next  five 
years,  almost  double  the  12.6%  expected 
growth  of  Russell  1000  Value  Index 
stocks.  But  growth  stocks  can  fall  very 
hard  when  they  miss — or  are  expected 
to  miss — their  performance  markers. 

So-called  busted  growth  stocks  usu- 
ally drop  out  of  the  BW50  as  their  per- 
formance slips.  In  2000,  Microsoft,  Gap, 
Lucent,  and  Home  Depot — 37  stocks  in 
total — left  the  list.  That  remarkably 
large  turnover  owes  much  to  the  slow- 
ing economy  as  well  as  the  aftershocks 
of  the  technology  rout. 

But  some  of  the  stocks  were  de- 
servedly beaten  down  because  of  internal 
problems  that  may  take  much  longer  to 
fix.  Lucent  Technologies,  for  instance, 
made  several  bad  loans  to  emerging 
telecom  customers  that  are  now  facing 
bankruptcy.  The  loss  of  that  business 
has  hurt  its  bottom  line.  In  addition, 
competitors  such  as  Nortel  Networks 
and  Ciena  have  stolen  much  of  its  lu- 
crative network-equipment  business.  "I 


think  Lucent  has  structural  and  man- 
agement problems  across  the  board," 
says  manager  David  Alger  of  Spectra 
Fund.  Another  way  to  look  at  it  is  that 
Lucent  has  lost  what  money  managers 
call  "franchise  value" — its  industry  lead- 
ership position.  The  company  has  ceded 
that  to  Nortel,  and  the  change  could 
permanently  hamper  its  growth. 

In  contrast,  Home  Depot's  shares 
have  plummeted  as  the  economy  has 
slowed,  but  it  remains  an  essentially 
sound  retail  giant.  If  the  economy  picks 
up  as  rates  decline,  its  share  price  is 
likely  to  recover.  Over  the  long  term,  it 
has  been  a  great  franchise,  says  Alger. 
"They've  destroyed  every  company  that 
has  tried  to  compete  with  them." 
GREAT  BUYS.  Buying  powerhouse  fran- 
chises that  have  stumbled  because  of 
the  sluggish  economy  is  a  smart  strat- 
egy for  long-term  investors.  Alger  also 
thinks  dominant  players  such  as  Cisco 
Systems  and  Intel — both  fallen  BW50 
members — have  been  oversold.  Of  the 
busted  Internet  names,  eBay  "in  the 
low  30s  is  a  great  buy,"  Alger  says. 
"It's  dominant  in  the  area  of  online  auc- 
tions, which  is  rapidly  replacing  the 
newspaper  classifieds." 

Still,  a  strong  franchise  only  goes  so 
far.  The  toughest  part  of  analyzing  a 
busted  stock  is  figuring  out  what  its 
future  earnings  growth  will  be — and 


WILL  GET  BURNED 


whether  its  current  valuation  overstatl 
or  understates  that  growth.  A  usefi 
statistic  for  comparing  busted  growl 
stocks  is  the  price-earnings  grow 
(peg)  ratio.  Calculated  by  dividing 
stock's  forward  p-e  ratio  by  its  forwa  1 1 
earnings  growth  estimate,  the  peg  ral 
helps   determine  whether  a  grow  | 
stock  warrants  a  higher  valuation  th; 
its  peers,  peg  ratios  lower  than  1  a 
considered  cheap. 

Let's  apply  this  to  McDonald's  Cor 
a  company  whose  franchise  seems  urn 
sailable  but  whose  growth  rate  is  slo  | 
Zacks    Investment    Research,    whi  [»• 
pools  Wall  Street  analysts'  estimat<  \< 
anticipates  only  11.8%  annual  grow 
over  the  next  five  years.  McDonak    ?. 
forward  p-e,  meanwhile,  is  17.5,  givi 
it  a  PEG  ratio  of  1.5.  Compare  that  f  y- 
ure  with  the  PEG  ratio  of  fiber  optics    > 1 
ant,  Corning.  Its  forward  p-e,  at  17.2,    1 
close  to  McDonald's.  But  analysts  e    Bl 
pect  Coming's  earnings  to  grow  26.1    •; 
annually  over  the  next  five  years, 
its  peg  ratio  is  0.7. 

Such  bargains  are  rare  among  indi 
try  leaders,  however.  Even  after  h  i  I 
year's  slide,  the  companies  in  the  St*  I  • 
dard  &  Poor's  500-stock  index  have 
average  PEG  of  1.6.  Of  400  large  U 
companies  with  market  capitalizatic 
greater  than  $5  billion,  only  60  ha 
pegs    lower    than     1,    according 
Bloomberg  Financial  Markets.  Only 
are  growth  stocks.  That's  why  soi 
growth  managers  compromise  by  huyi 
smaller  franchises.  "Our  strategy  is 
buy  an  industry's  No.  7  company  th; 
heading  for  the  No. 3  spot,"  says  m? 
ager  Foster  Friess  of  Brandywine  Fu 

One  industry  that  could  provide  i 
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wnising  hunting  ground  is  semicon- 
ictors.  Despite  the  slower  economy 
id  falling  demand  for  PC  chips,  the 
ig-term  growth  estimates  for  many 
ip  companies  remain  high  as  markets 
r  new  kinds  of  processors  expand 
pidly.  Apart  from  Intel,  several  chip- 
akers  and  chip-equipment  makers 
•ike  the  under-1  peg  ratio  cut,  including 
jplied  Materials — a  BW50  member — 
radyne,  Cypress  Semiconductor,  In- 
rnational  Rectifier,  Advanced  Micro 
;vices,  and  Novellus  Systems.  Elec- 
Miic  component  makers  Vishay  In- 

^  ["technology,  sci  Systems,  and  avx  are 
io  extraordinarily  cheap,  with  pegs 
is  than  0.5. 

omising.  Although  not  the  cheapest 
the  group,  the  dominant  player  in  the 

sj  niconductor  equipment  industry  is  Ap- 
ed Materials.  "You  cannot  make  a 
Tiiconductor  without  having  equipment 
pplied  by  Applied  Materials,"  says 
inager  Ed  Vroom  of  Reserve  Small- 
p  Growth  Fund.  Vroom  is  also  a  big 
l  of  Vishay  Intertechnology,  which  is 
le  largest  passive  component  manu- 
iturer  in  the  world."  These  compo- 
nts  control  the  current  flow  in  electri- 
devices.  "Semiconductor  stocks  look 
i  they've  bottomed  at  this  point,"  says 
oom.  "That's  a  very  good  sign." 
In  other  industries,  BW50  newcomer 
C  Telecommunications,  which  is  80% 
i  its  one-year  high  and  has  a  PEG  of 

ffl.iy  0.7,  is  promising,  too.  Manager 
orge  Mairs  of  Mairs  &  Power  Growth 


Fund  says  the  company 
is  superior  to  Lucent  be- 
cause of  its  versatility  in 
supplying  equipment  to 
regional  Bells,  long-dis- 
tance, and  cable  compa- 
nies. "I  have  a  strong 
conviction  in  adc's  fran- 
chise," he  says.  "It  has  a 
broad  range  of  products 
that  address  virtually 
every  segment  of  the 
telecom  industry."  Be- 
cause cable  and  regional 
Bell  companies  are  cur- 
rently battling  over  In- 
ternet business,  selling 
products  to  both  is  a  dis- 
tinct advantage.  Unlike 
Lucent,  adc  does  not  use 
its  own  capital  to  finance 
its  customers.  Yet  the 
market  has  treated  it  al- 
most as  badly. 

Of  course,  the  peg  ra- 
tio should  not  be  your 
only  reference  point — 
since  growth  estimates  become  more  er- 
ror-prone over  greater  periods  of  time. 
Looking  at  a  company's  price-to-sales 
(p-s)  ratio  and  its  price  relative  to  its 
book  value  (p-b) — the  value  of  its  un- 
derlying assets — allows  you  to  balance 
future  expectations  with  the  current  re- 
ality. By  that  measure,  Gateway,  which 
has  a  p-b  ratio  of  2.1,  is  substantially 
cheaper  than  Dell  Computer,  which  has  a 


p-b  of  9.4,  even  though  the  two  compa- 
ny's peg  ratios  are  close. 

It  helps  to  compare  companies  in 
the  same  industry,  however,  as  compa- 
nies in  certain  industries  have  more 
tangible  assets  than  others.  A  lot  of 
the  value  of  a  software  maker  is  in- 
tangible— it's  in  the  minds  of  its  pro- 
grammers— while  a  car  manufacturer 
owns  factories  and  equipment. 

Still,  it  may  take  a  while  before  any 
of  these  busted  companies  come  back. 
"If  you're  buying  tech  stocks  now,  don't 
expect  them  to  perform  well  till  the 
second  half  of  the  year,"  says  Ronald 
Hill,  chief  equity  strategist  at  Brown 
Brothers  Harriman.  "We're  only  begin- 
ning to  see  the  downward  earnings-re- 
vision trends"  caused  by  the  economic 
slowdown.  Nevertheless,  Hill  thinks  now 
is  a  good  time  to  buy.  Calling  a  precise 
bottom  on  these  stocks  is  almost  im- 
possible, he  says. 

Unfortunately,  some  companies  will 
never  recover.  Yahoo  has  a  double  hex 
on  it.  The  slowing  economy  and  the 
bankruptcy  of  many  dot-coms  mean  re- 
duced Internet  ad  revenues.  And  the 
newly  merged  AOL  Time  Warner  is 
shaking  Yahoo's  franchise  to  the  core. 
Analysts  expect  aol  to  dominate  the 
Internet  media  industry  in  the  future. 
So  buying  Yahoo  at  this  point  isn't  like 
snatching  low-hanging  fruit.  It's  more 
like  taking  a  big  leap  of  faith.  Careful, 
lest  you  fall. 

by  Lewis  Braham  in  New  York 
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Behind 


THE 


S&P 


THE  ECONOMY  AND  THE  MARKET 

MADE  THE  INDEX  MORE  VOLATILE. 

DO  THE  RULES  NEED  RETHINKING? 


500 


THE  DOW  JONES  INDUSTRIAL  average  is 
the  best-known  stock  market  measure,  the 
Nasdaq  Composite  the  most  volatile.  But  per- 
haps the  one  that  matters  most  is  the  Stan- 
dard &  Poor's  500-stock  index.  More  than  $900 
billion  in  retirement  accounts,  mutual  funds, 
endowments,  and  the  like  is  invested  in  portfolios  of  stocks 
that  mimic  the  index.  It's  also  the  benchmark  against  which 
money  managers  are  judged. 


The  reason  for  its  importance  is  sim- 
ple: The  s&P  500  is  a  proxy  for  the 
U.S.  stock  market  as  a  whole,  a  re- 
flection of  what  "average"  stocks  are 
doing.  That  was  certainly  true  in  the 
1970s  when  indexing  and  benchmarking 
took  hold.  A  quarter-century  later,  the 
s&P  500  has  evolved  into  an  index  dom- 
inated by  large-capitalization  stocks  of 
companies  with  fast-growing  earnings, 
the  current  profit  slump  excepted. 

The    upshot:    The    s&P    has    been 


"transformed  into  a  growth  stock  in- 
dex, becoming  far  riskier  than  it  was 
supposed  to  be,"  says  Horace  "Woody" 
Brock,  president  of  Strategic  Econom- 
ic Decisions  and  a  consultant  to  pen- 
sion and  hedge  funds.  David  M. 
Blitzer,  chief  investment  strategist  for 
s&P  and  chairman  of  the  seven-mem- 
ber committee  managing  the  index, 
takes  exception.  With  the  index,  he 
says,  the  committee  aims  "to  reflect 
the  stock  market  and  the  U.  S.  econo- 


my." (s&p,  like  BusinessWeek,  is  a 
of  the  McGraw-Hill  Cos.) 

The  s&p  500's  new  personality  ste 
from  the  increasing  importance  of  | 
formation  technology  companies  in 
economy  and  in  the  market.  When 
vestors  bid  up  tech  stock  prices,  tlfc 
increase  the  weight  of  the  shares 
the  index.  And  in  this  index,  weigh 
everything.  The  greater  a  compar  g 
market  value,  the  greater  its  imps 
A  25%  gain  in  the  price  of  No.  1  Gl- 
eral  Electric  Co.,  about  4%  of  the  si 
will  boost  the  index  1%.  But  J.  C.  P I- 
ney,  stock  No.  375  with  a  0.04%  shs  L 
would  need  a  2,500%  gain  to  move    e 
index  1%. 

THE  WEIGHT  OF  TECH.  Look  at 
changing  industry  composition  of  I 
index  (chart).  Technology  compar  ■ 
climbed  from  6.5%  of  its  value  in  j  I 
cember,  1990,  to  34.1%  just  before  E 
market's  March,  2000,  peak.  Even  \fl 
the  tech  plunge,  the  stocks  account 
20.5%  (as  of  Feb.  28).  Over  the  A 
year,  oil  and  gas  stocks  have  been  c  ■ 


The  Changing  Face 
of  the  S&P  500 

Economic  and  stock  market 
forces-and  Standard  &  Poor's 
itself -have  reshaped  the 
S&P  500.  Here's  how  6  of  the 
11  S&P  sectors  have  changed 
during  the  past  two  decades. 

AT  YEAR-END,  EXCEPT  FEB.  28  FOR  2001 
Data:  Standard  &  Poor's  Corp. 
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▲  PERCENT  3F INDFX  VALUF 


«ar.  Indeed,  energy  companies  dis- 
ilaced  many  techs  in  this  year's  Busi- 
JgsWeek  50,  which  is  drawn  from  the 
iftp  500.  Even  so,  energy's  share  of  the 

00  pales,  at  onlv  6.6%,  down  from  13% 
n  1990  and  22.7%  in  1981. 

INot  all  of  tech's  prominence  results 
rom  market  action.  The  number  of 
fch  companies  in  the  500  has  doubled 

1  82  since  1994  as  the  committee  put 
■ch  companies  in  the  index  to  replace 
In-tech  companies  that  have  fallen 
ut.  Many,  but  not  all,  come  out  be- 
ause  they're  taken  over.  A  record  58 
ompanies  were  booted  last  year,  18  of 
hose  because  they  were  deemed  too 
mall  or  no  longer 


who  run  the  index  typically  remove 
companies  with  disappointing  earnings 
growth,  [replacing  them]  on  a  regular 
basis  with  faster-growing,  more  suc- 
cessful companies."  Says  Richard  Bern- 
stein, chief  quantitative  strategist  at 
Merrill  Lynch  &  Co.:  "My  perception  is 
that  they  wanted  to  get  hotter  stocks." 
As  they  inserted  hot  tech  issues  that 
were  also  in  the  Nasdaq,  they  raised 
the  price-earnings  ratio  of  the  entire 
index.  And  with  higher  p-e's  comes 
greater  price  volatility.  Ten  big  techs, 
added  in  the  1990s  and  now  comprising 
8%  of  the  index,  carried  an  average  p- 
e  of  45  at  yearend.  That  was  more  than 
double  the  aver- 


epresentative  of 
heir  industries, 
'hat's  a  new 
wist.  In  the  past, 
le  committee 
aided  to  remove 
flcks  only  when 
ley  were  taken 
ter,  restructured, 
r  bankrupted. 
We're  looking 
T  leading  compa- 
ies  in  leading 
dustries,"  says 
litzer.  He  wants 
le  index  to  do 
?tter  than  track 

te  average  stock.  And  while  he  says  it 
iould  reflect  the  market,  he  also  wants 
le  s&p  500  to  make  money  for  all 
lose  who  index  to  it. 
Such  sentiments  and  the  changes 
ive  Wall  Street  talking.  Abby  Joseph 
ohen,  chief  investment  strategist  at 
oldman  Sachs,  recently  reminded 
ients  that  the  index  is  not  the  objec- 
le  benchmark  it  was:  "The  individuals 


The  Pace  of  Change 


The  Standard  &  Poor's  index  committee  routinely 

reviews  and  revises  the  stocks  in  the  S&P  500. 

In  recent  years,  heightened  merger  activity  has 

boosted  the  number  of  changes. 


Data:  Standard  &  Poor's  Corp. 


age  for  the  entire 
index,  says  Steve 
Galbraith,  invest- 
ment strategist  at 
Morgan  Stanley 
Dean  Witter. 

Blitzer  says  the 
committee  is  not 
meddling  as  much 
as  it  might  ap- 
pear to  be.  "I 
don't  think  it  is 
about  chasing  hot 
stocks,"  he  says. 
The  committee 
does  not  seek 
specifically  high 
earnings  growth.  Blitzer  points  out 
that  the  group  has  also  chosen  mem- 
bers from  slow-growing  industries, 
such  as  auto-parts-maker  Visteon 
Corp.,  a  spin-off  from  Ford  Motor  Co. 
The  index's  higher  p-e  stocks,  says 
Blitzer,  only  reflect  the  market's  shift 
to  higher  p-e's. 

But  bringing  more  richly  valued 
stocks  into  the  index,  say  critics,  just 


ends  up  making  those  same  stocks  even 
more  overvalued.  Merrill's  Bernstein 
points  to  the  addition  of  Yahoo!  Inc. 
in  December,  1999,  and  America  On- 
line Inc.  a  year  earlier.  The  announce- 
ments triggered  another  buying  frenzy 
as  index  funds  scrambled  to  get  them 
into  their  portfolios,  aol  gained  30.2% 
right  after  the  announcement;  Yahoo,  a 
record  63.6%. 

EARNINGS  REQUIRED.  Even  with  Yahoo, 
Blitzer  says  members  felt  pressure  to 
bring  in  even  more  Net  stocks  because 
the  s&p  500  was  looking  wan  next  to 
Nasdaq.  But  the  committee  has  re- 
quired companies  to  have  earnings  and 
relatively  stable  businesses,  and  AOL 
and  Yahoo  were  practically  the  only 
Internet  stocks  with  earnings.  "We  ar- 
gued about  it  at  length  and  decided 
we  didn't  want  to  change  our  opinion 
on  financial  viability,"  says  Blitzer.  No 
other  Internet  issues  were  added.  In 
retrospect,  by  sticking  with  its  policy, 
the  committee  saved  S&P  500  index  in- 
vestors billions  of  dollars. 

Does  this  mean  the  s&p  has  had 
enough  of  tech  stocks?  Not  at  all. 
Blitzer  thinks  it's  still  slightly  under- 
weighted  in  technology  relative  to  the 
overall  market.  So  the  committee  will 
no  doubt  be  looking  to  add  more  tech 
names  when  the  next  openings  arise. 
Index  watcher  Diane  Garnick  at  Merrill 
Lynch  thinks  Juniper  Networks  Inc., 
which  builds  Internet  routers,  is  a  good 
candidate,  as  is  Cadence  Design  Sys- 
tems Inc.,  which  develops  software  for 
automating  chip  design. 

Whether  index  investors  approve  of 
adding  more  tech  or  not,  they  should 
know  that  as  times  change,  so  does  the 
s&P  500.  In  fact,  it's  moving  target. 

By  David  Henry  in  New  York 
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There's  more  to  an  investment  than  meets  the  eye.  Behind  every  stock,  there  is  a  company.  With  products. 
And  people.  Janus  scrutinizes  the  details.  Checks  out  the  management.  Are  they  genuine?  Tests  their  products. 


Introducing  Janus  Fund  2 


Janus  2.  a  new  diversified  moderate-risk  growth  fund  in  search 
of  the  world's  best  companies.  Launched:  December  29, 2000. 


md  is 


Any  flaws?  Talks  to  customers.  Are  they  impressed?  Janus  gets  to  know  the  companies  beyond  the 
books.  And  the  people  behind  the  companies.  That's  what  makes  a  Janus  investment  a  real  find. 


M- 


GROWTH 


ontented  investors  are  a  rare  sight  on  Wall  Street  these 
days.  But  any  still  smiling  probably  had  their  money  in  mid- 
cap  stocks.  And  the  broadest  grins  probably  belong  to  those 
whose  money  was  indexed  to  the  Standard  &  Poor's  Mid  Cap 
400.  For  the  year  ended  Feb.  28,  the  MidCap  index  returned 


10.9%,  compared  with  a  4.5%  gain  for  the  Dow 
Jones  industrial  average,  an  8%  loss  for  the  large- 
cap  Standard  &  Poor's  500-stock  index,  and  a 
sickening  53%  plunge  for  the  Nasdaq  Composite. 
The  10-year-old  MidCap  represents  an  often 
overlooked  segment  of  the  market — and  where 
the  crowds  don't  go  is  sometimes  where  the  best 
opportunities  lie.  From  the  end  of  1990  through 
the  end  of  February,  2001,  the  MidCap  400  re- 
turned 397.4%,  a  17.1%  average  annual  return, 
slightly  better  than  the  s&\>  500's  10.4%  and  not 


far  behind 
Nasdaq.  Power 
this  performar 
are  many  of  tj 
same  forces  d 
ving  the  Ni 
Economy,  such 
improved  inforn 
tion  technoloj 
corporations  se< 
ing  efficiencies  through  outsourcing,  and  the  ne 
for  more  and  better  education  and  training.  I 
mographics  also  count  heavily  with  this  groi 
The  graying  of  the  baby  boomers  is  spurri 
growth  at  companies  that  can  service  their 
vestment  needs  and  at  health-care  providers  v 
address  their  aches  and  pains. 

So  what's  in  this  index?  Some  of  the  compai 
have  short  operating  histories,  but  don't  look 
any  initial  public  offerings  here:  S&P  screens 
companies  less  than  six  months  old.  And  S&P  li 
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0  keep  the  companies'  market  capitalizations  in 
he  range  of  $1  billion  to  $5  billion.  Turnover  is 
igh:  Last  year,  90  changes  were  made  to  the 
idex — as  companies  merged,  were  acquired,  or 
raduated  to  the  s&P  500. 

Companies  are  classified  into  one  of  10  broad 
ectors.  The  biggest  in  market  value  is  informa- 
on  technology,  with  69  companies  and  a  com- 
bed market  cap  of  $163  billion.  Tech  is  fol- 
iwed  by  financials  (49  companies)  and  industrials 
'8  companies),  with  market  caps  of  $133  billion 
nd  $130  billion,  respectively.  The  total  market  cap 
>r  the  entire  MidCap  400  is  around  $850  bil- 
on — or  about  $150  billion  less  than  the  $1  trillion 
i  combined  value  lost  by  Cisco  Systems,  Intel, 
nd  Microsoft  in  the  past  year. 

Since  the  best  performers  often  move  up  to 
le  s&p  500,  the  MidCaps  also  serve  as  a  farm 
;am.  So  here,  too,  you'll  find  future  members  of 
le  BusinessWeek  50,  since  that  list  is  drawn 
om  the  500. 

To  identify  the  MidCap's  stars,  we  ranked  the 
>mpanies  in  the  index  on  the  basis  of  total  return 
>r  the  past  year  and  over  the  past  three  years 
•nding  Feb.  16).  The  sum  of  the  ranks  deter- 
ined  the  overall  ranking.  In  the  event  that  two 
•  more  companies  got  the  same  numerical  score, 
ley  were  ranked  as  equals. 

Financial  stocks  have  been  the  stars  throughout 
lis  economic  boom.  So  it's  not  surprising  to  find 
financial-services  stock  at  the  top:  Investors  Fi- 
incial  Services  Corp.,  a  Boston  company,  acts  as 


bled  in  the  past  year.  This  is  a  tough  business,  but 
Barr  has  proved  itself  adept  at  getting  Food  & 
Drug  Administration  approvals  for  its  generics 
ahead  of  rivals.  Other  winners:  Ivax  Corp.,  also  a 
generic-drug  maker,  which  posted  record  sales 
and  earnings  in  2000,  and  AmeriSource  Health 
Corp.  a  drug  distributor,  which  on  Mar.  19  an- 
nounced a  merger  with  rival  Bergen  Brunswig. 
NEAR-DEATH.  One  of  the  biggest  surprises  is  man- 
aged-care provider  Oxford  Health  Plans  Inc. 
Three  years  ago,  Oxford  would  have  made  only 
the  list  of  fallen  stars.  Its  computer  systems  could 
not  keep  track  of  bills  or  payments,  and  its  doc- 
tors and  medical  providers  were  up  in  arms.  But 
Oxford  has  snapped  back  from  its  near-death  ex- 
perience. The  company  has  refocused  operations 
and  cut  costs.  Today,  Oxford  is  a  regional  provider, 
serving  New  York,  New  Jersey,  and  Connecti- 
cut. Questions  remain:  Recently,  the  stock  dropped 
because  of  concerns  about  Medicare  contracts 
with  some  of  its  hospitals.  Goldman,  Sachs  &  Co. 
believes  that  the  worries  are  overblown  and  has 
raised  earnings  targets  by  10$  a  share  for  both 
2001  and  2002,  to  $2.60  and  $3.00,  respectively. 

Tech,  once  the  darling  of  investors,  has  be- 
come a  four-letter  word  on  Wall  Street.  But  if 
there  are  any  tech  investors  left  standing,  they 
may  want  to  look  at  Rational  Software  Corp.  Its 
software  lets  companies  build  e-biz  applications 
50%  faster  than  rivals'.  Although  the  stock  trades 
at  half  of  its  52-week  high,  Rational  has  still  re- 
turned nearly  37%  over  the  past  year  and  almost 


MID-CAP 

STARS 


e  back  office  for  the  financial-services 
iustry,  doing  everything  from  computing 
ices  for  mutual  funds  to  keeping  share- 
■lder  records.  The  stock  was  sensational: 
309%  gain  last  year  and  nearly  700% 
er  the  past  three. 

Investors  Financial  is  not  the  only  so- 
iled e-processor  in  the  spotlight.  Oth- 
s  include  sei  Investments,  Concord  efs, 
T  Systems,  Bisys  Group,  Jack  Henry  & 
isociates,  and  Fiserv.  In  a  way,  these  e- 
ocessors  are  better  positioned  than  Wall 
feet  firms:  they're  less  exposed  to  the 
irket's  manic  moves.  According  to  Put- 
in m  Lovell  Securities  Inc.  analyst  Bradley 
n  •  Moore,  who  follows  these  companies,  e- 
ocessors  will  continue  to  do  well  in  2001,  as 
5  larger  firms  step  up  their  outsourcing. 
\  Another  trend  that  benefited  our  MidCap  stars 
cost  containment  in  a  time  of  rising  demand  for 
oiflalth  care.  Shares  of  No.  8  Barr  Laboratories 
a  generic-drug  maker,  have  more  than  dou- 


MIDSIZE  COMPANIES  OFTEN  GET  IGNORED. 
BUT  WHERE  THE  CROWDS  PONT  GO 
MAY  BE  WHERE  THE  OPPORTUNITIES  LIE 


600%  over  the  past  three.  And  this  is  not  a  case 
of  irrational  exuberance:  Rational  Software  is 
profitable,  earning  $65.5  million,  on  sales  of  $573.3 
million,  in  the  first  nine  months  of  fiscal  2001. 

In  the  somewhat  obscure  mid-cap  sector,  many 
of  the  companies  are  not  household  names.  But 
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AS  OF  NOW,  THERE  IS  NO  DISTANCE 
BETWEEN  TWO  POINTS. 


Now,  voice  and  data  are  free  to  flow  from  anywhere  to  anywhere.  From  a  base  camp  in 

Greenland  to  an  office  in  New  York.  Iridium,  the  world's  only  global  communications 

service,  is  back  and  more  capable  than  ever.  With  improved  data  capacity  and  hardware  that 


LOBAL  COVERAGE. 

Only  Iridium's  66  -i  .      c-  1  L'._ 

EL  constellation     ls  as  versatile  as  it  is  compact.  Sixty-six  low-orbiting 

Hvers  voice  and  data 

■om  any  point  "A"  ...  .  .  .  ..   .  n 

to  any  point -B"  satellites  make  the  connections  possible.  Low,  flat 
rates  make  them  practical.  If  you  want  to  close  the  gaps  in  your 
communications,  look  to  Iridium.  The  U.S.  Department  of  Defense 
does.  Simply  call  1-866-947-4348  toll-free,  or  visit  www.iridium.com. 


SMALLER  AND  TOUGHER. 

The  Model  9505  handheld 
unit  weighs  only  13.2  ounces 
and  resists  water,  dust, 
and  shock. 


IRIDIU 


TRULY  GLOBAL.  TRULY  MOBI1 


INVESTING  FOR 


GROWTH 


one  name  you  probably  do  know  is  Scholastic  Corp.,  whose 
magazines  and  books  have  been  schoolkids'  companions  for 
generations.  The  reason  Scholastic  is  a  stock  market  star  of 
late  is  the  fictional  boy  wizard,  Harry  Potter.  The  Potter 
books  are  expected  to  bring  in  $200  million  in  sales  in  fiscal 
2001.  But  Scholastic  is  more  than  just  a  one-broomstick 
wonder.  The  company  publishes  a  core  reading  series  for 
grades  K-5,  and  investors  anticipate  strong  profits  as  the 
states  and  the  federal  government  ramp  up  education  spend- 
ing. {BusinessWeek  is  a  unit  of  The  McGraw-Hill  Companies, 
a  major  educational  publisher.) 

For  more  people  nowadays,  schooling  is  a  lifelong  pursuit. 
Two  of  our  stars,  DeVry  Inc.  and  Apollo  Group  Inc.,  are  cap- 
italizing on  that.  DeVry,  based  in  Oakbrook  Terrace,  111., 
operates  more  than  45  schools,  offering  vocational  training 
and  technical  degrees.  In  the  first  half  of  fiscal  2001,  earnings 


THE 


are  up — along  with  enrollment:  Net  income  at  DeVry  ros 
more  than  20%.  Apollo  runs  the  University  of  Phoenix  Inc 
an  online  university  offering  degree  programs  at  a  fraction 
the  cost  of  most  private  colleges.  In  2000,  it  netted  $71.2  mi 
lion,  on  revenues  of  $610  million. 

Some  of  the  companies  on  our  list  will  never  move  up  1 
the  s&P  500.  They'll  get  acquired  by  bigger  companies  th 
are  already  in  the  big-cap  index.  That's  the  route  that  Litt< 
Industries  Inc.,  a  defense-electronics  maker,  is  taking.  It's  s< 
to  be  taken  over  by  Northrop  Grumman  Corp.  in  a  $5.1  bi 
lion  deal.  Dreyer's  Grand  Ice  Cream,  with  a  tiny  $850  millic 
market  cap — far  too  small  for  the  s&P  500 — is  considered 
natural  acquisition  for  a  giant  food  company. 

If  the  smart  money  is  shopping  for  investment  opport 
nities  among  the  mid-caps,  maybe  you  should  be,  too. 

By  Robert  J.  Rosenberg  in  New  Ym 


To  select  the  best-performing  companies  in  the  Standard  &  Poor's  MidCap  400  index,  we  first  ranked  all  the 
stocks  in  the  index  by  one-  and  three-year  stock  market  performance  (as  of  Feb.  16, 2001).  We  then  added  the 
two  rankings  and  came  up  with  our  list.  When  companies  have  the  same  total  score,  we  give  them  equal  ranking. 


RANK/COMPANY/SYMBOL      I      ONE-YEAR     I   THREE-YEAR 


RANK/COMPANY/SYMBOL      I     ONE-YEAR         THREE-YEAR 


Data:  COMPUSTAT,  provided  by  Standard  &  Poor's  Institutional  Market  Service 
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And  we  guarantee  we'll 

run  your  web  site  at 

least  3x  faster  or  we'll 

give  you  $1,000,000. 

For  important  details,  conditions  and  limitations  visit  www.oracle.com/guarantee 


right  ©2001  Oracle  Corporation  All  rights  reserved  Oracle  is  a  registered  trademark,  and  Software  Powers  the  Internet  is  a  trademark  or  registered  trademark  of  Oracle  Corporation  Other  names  may  be  trademarks  of  their  respective  owners 


X. 


Just  because  you're  good  at  one  thing, 
doesn't  mean  you're  good  at  everything. 


Shaquille  O'Neal  has  the  size,  the  agility  and  the 
determination  to  be  an  unstoppable  force.  But  the 
things  that  make  him  the  best  in  basketball  don't  ensure  success  in  other 
endeavors. 

The  same  applies  to  you.  Whether  you're  the  CEO  or  the  head  of  IT,  you 
know  managing  a  mission-critical  Web  operation  is  a  complex  and  costly 
undertaking  and  not  one  you  want  to  do  alone. 

This  is  where  we  come  in.  We're  Digex,  and  managed  Web  hosting  is 
what  we  do.  In  fact,  Gartner  Group  just  listed  us  as  a  leader  in  the  industry* 

We  have  proven,  engineered  solutions  for  your  core  infrastructure;  we've 
set  the  benchmark  with  standard  10-day  installs.  Upgrades  are  not  an  experiment 
but  a  sure  thing.  We  also  specialize  in  complex  solutions  to  address  your  particular 
business  and  application  needs. 

Our  procedures  for  security,  change  management,  and  disaster  recovery 
have  been  validated  through  an  Ernst  &  Young  review,  which  cleared  the  way 
for  us  to  achieve  SAS70  Type  II  recognition** 

We  monitor  our  customers'  global  e-Business  from  a  central  location  with 
one  set  of  experts  who  oversee  all  operations.  We  have  an  army  of  obsessive 
people  who  constantly  monitor  your  site,  and  our  duty  managers  are 
empowered  to  take  immediate  problem-resolution  action  when  necessary. 
And,  perish  the  thought,  should  a  major  catastrophe  occur,  we  can  and  will 
transfer  all  monitoring  operations  to  a  backup  data  center  in  minutes. 

All  of  which  should  be  reason  enough  to  visit  us  at  digex.com/good  or  call 
1-800-455-2968  ext.  653.  Now  would  be  a  good  time. 


li 


Where  managed  hosting  began. 
Where  managed  hosting  is  going. 


©  2001  Digex,  Inc.  All  trademarks,  tradenames  and  service  marks  mentioned  and/or  used  belong  to  their  respective  owners.  "Gartner,  North  American 
Web-Hosting  Market.  Magic  Quadrant  January  2001    "Procedures  reviewed  by  ESY  relate  to  control  objectives  specified  in  the  SAS70  report 
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For  years  now,  investors  have  been  combing  the  land- 
scape of  public  companies,  wondering  which  will  be 
the  next  Cisco  Systems  Inc.  But  maybe  they  should 
be  asking  who  will  be  the  next  Chico's  FAS  Inc.  True, 
the  top-ranked  star  of  the  Standard  &  Poor's  SmallCap 
600  is  a  flyspeck  next  to  the  S&P  500-stock  index'  giants,  but  there's 
nothing  small  about  its  performance.  The  Fort  Myers  (Fla.)  women's- 
apparel  retailer  more  than  quadrupled  its  stock  price  in  the  same  12- 
month  period  that  Cisco  was  sliced  in  half.  Clearly,  shoppers  love 
Chico's.  In  the  fiscal  year  ended  Feb.  3,  revenues  grew  67.4%,  to 


$259.4  million,  while  net  income  soared  83.2%,  to 
$28.4  million.  A  flash  in  the  pan?  Perhaps,  but  on 
Mar.  7,  there  was  more  good  news.  In  February, 
when  retail  sales  fell  0.2%  in  the  U.S.,  Chico's 
revenues  jumped  78.1%,  and  same-store  sales 
went  up  nearly  28%. 

We  think  investors  will  find  great  values  among 
our  stars,  the  best  performers  in  the  S&P  Small- 
Cap  600.  They  got  to  the  top  of  the  list  by  offer- 
ing consumers  attractive  products  or  services  or 
by  offering  businesses  services  that  enhance  pro- 
ductivity. Being  in  the  energy  business  during  a 
period  of  rising  prices  can  get  a  company  to  the 
top  as  well.  To  come  up  with  this  list,  we  ranked 
all  the  stocks  in  the  index  by  their  one-  and 
three-year  stock  market  returns  (as  of  Feb.  16), 
and  added  the  two  rankings. 

The  SmallCap  600,  the  newest  of  s&p's  broad 


In  some  respects,  the 
figure  doesn't  reveal  the  ti 
story,  since  the  past  year 
the  SmallCap  600  is  actua' 
a  tale  of  two  indexes.  Li 
the  s&p  500  and  the  s, 
MidCap  400,  the  SmallC 
600  is  divided  into  value  a 
growth  indexes.  The  s 
SmallCap  600/Barra  Val 
Index  contains  stocks  wi 
lower-than-average  pri 
earnings  and  price-to-bc 
value  ratios;  the  S&P  Sm 
Cap  600/Barra  Growth 
dex  has  stocks  with  high 
than-average  ratios.  O 
the  past  year,  the  value 
dex  returned  26%;  t 
growth  index,  -22.7%. 
The  list  of  the  top  50  is  a  mix  of  both.  Ener 
stocks  are  the  quintessential  value  plays,  a 
they  certainly  came  to  the  fore  as  oil  prices  roc 
eted.  Cross  Timbers  Oil,  Patina  Oil  &  Gas,  a 
Remington  Oil  &  Gas  are  all  in  the  business 
buying,  drilling,  and  recovering  oil  from  ol 
fields.  With  oil  at  $28  a  barrel,  these  propert 
may  not  justify  the  investment  by  Big  Oil,  but 
nimble  SmallCap  oil  stars  exploited  them  to  gr< 
profit.  Cross  Timbers'  net  income  rose  from 
million  in  1999,  to  $117  million  in  2000.  SmallC 
oils  are  looking  for  an  even  better  year  in  200 

Financial  stocks  are  showing  up  on  the  list,  tflk< 
Houston-based  Southwest  Bancorp,  of  Texas  I 
parent  of  Southwest  Bank  of  Texas,  which  lends 
small  businesses  and  homeowners,  saw  its  net 
come  rise  from  $32  million  in  1999,  to  $43.5 
in  2000.  Its  stock  returned  149.3%  last  year. 


iolVLrV.  JLj  J_j    Vj/VI 


market  measures,  is  made  up  of  600  U.  S.  stocks 
chosen  for  market  capitalization,  liquidity,  and  in- 
dustry. The  total  value  of  the  stocks  in  the  index  is 
$341.7  billion,  less  than  the  market  value  of  the 
largest  company  in  the  S&P  500-stock  index,  General 
Electric  Co.  It's  an  index  that  experiences  huge 
turnover  as  well.  In  2000,  there  were  143  company 
changes,  and  turnover  has  increased  every  year 
since  its  Oct.,  1994,  launch.  Why?  Mergers,  acqui- 
sitions, or  graduation  of  stocks  out  of  the  "little 
leagues"  and  into  the  s&P  MidCap  400  minors. 

The  past  year  hasn't  exactly  been  gangbusters 
for  the  SmallCap  600.  The  index  was  essentially 
flat.  That  was  a  whole  lot  better,  though,  than  the 
16.7%  loss  suffered  by  the  Russell  2000,  an  older 
and  better-known  index  of  the  small-cap  market. 


worrisome  sign:  The  Federal  Reserve  Bank 
Dallas,  watchdog  for  the  region,  recently  not 
slowing  demand  for  loans,  particularly  at  big  ban 
though  it  did  not  detect  a  slowdown  in  the 
gion's  economy.  Earnings  per  share  were  up  ab< 
20%  for  each  of  the  past  three  years,  and  ai 
lysts  are  looking  for  a  little  less  than  that  in  20 
A  different  sort  of  financial  play  is  HAKKA  I 
Besides  creating  and  maintaining  the  growth  i 
value  indexes  with  s&p,  HARK  A  develops  softw; 
that  lets  big  portfolio  managers,  mutual-fu 
groups,  and  asset  managers  balance  and  man; 
the  risk  in  portfolios  of  stocks,  bonds,  and  CUT! 
cies  within  individual  funds  and  across  v;usl  lami 
of  funds.  "BARRA  dominates  high-end  risk  mana 
ment,"  says  First  Union  Securities   Inc.  anal 
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W  SIFTS  THROUGH  THE  S&P 

MALLCAP  600  INDEX  TO 

ND  THE  BEST  PERFORMERS 


i|  a  W.  Graves,  who  rates  it  a  "buy."  The  firm, 
nded  in  1975  by  some  professors  at  the  Uni- 
•sity  of  California  at  Berkeley,  has  grown  briskly: 
r  the  nine  months  ended  Dec.  31,  2000,  rev- 
les  rose  22%,  to  $173.2  million,  and  earnings 
•  share  were  $1.57,  vs.  76(2  the  year  before.  But 
IRA's  stock  is  not  for  the  faint-hearted:  Over 
past  year,  the  stock  has  fluctuated  between 
and  61.  It's  now  trading  at  44. 


S  There's  a  financial  angle  to  hnc 

Software  Inc.,  which  makes  fraud- 
detection  software.  The  technology, 
first  used  by  the  Defense  Dept.,  has 
been  adapted  by  credit-card  compa- 
nies to  help  them  fight  fraud  as  well 
as  to  better  manage  customer  rela- 
tions. Medical  insurers  and  telecoms 
have  also  put  it  to  work,  hnc's  cus- 
tomers include  9  out  of  the  10  top 
credit-card  issuers,  insurer  Cigna, 
and  telecoms  AT&T  Wireless  and 
Sprint.  Revenues  surged  from  $179 
million  in  1998  to  $255  in  2000,  and 
the  share  price  nearly  quintupled. 
Several  other  highly  ranked  small  companies 
are  successfully  tapping  consumers'  tastes.  Cheese- 
cake Factory  Inc.,  a  fast-growing  restaurant  chain 
that  highlights — surprise — cheesecake  on  a  very 
large  menu,  is  pleasing  palates  and  raking  it  in  at 
the  cash  register.  Revenues  rose  26%,  to  $438.3 
million,  for  2000,  and  net  income  leaped  48%,  to 
$32.1  million.  Timberland  Co.  is  appealing  to  a 
different  kind  of  taste — fashion.  The  apparel  mak- 
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They  said  you  were  too  slow. 

Didn't  understand  the  new  economy. 

But  you  waited. 

Surveyed  the  scene  like  a  field  general. 

And  waited. 

Saw  the  shakeout. 

Maneuvered  the  troops. 

They  won't  know  what  hit  them. 

This  is  the  power  of  business  webs. 

This  is  Bowstreet. 

www.bowstreet.com 


INVESTING  FOR 


GROWTl  I 


er  has  profited  from  the  shift  to  a  more  rugged  look  and  has 
extended  its  familiar  brand  even  more  with  clothing  and 
gear.  Last  year,  sales  topped  $1  billion,  and  earnings  were 
$2.91  per  share,  up  70%.  The  stock  nearly  tripled. 

wms  Industries  doesn't  sell  to  consumers,  but  it  sure  ben- 
efits from  their  nickels,  dimes,  and  quarters.  The  Waukegan 
(Ill.)-based  company,  which  builds  slot  machines,  is  cashing  in 
on  the  growth  of  legalized  gambling,  wms  rang  up  earn- 
ings-per-share  from  continuing  operations  in  the  second 
quarter  of  fiscal  2001,  ending  June  30,  of  340,  up  47%  from 
the  year  earlier.  But  don't  take  our  word  for  its  attractive- 
ness: Sumner  M.  Redstone,  chairman  and  CEO  of  Viacom  Inc., 
owns  25.6%  of  WMS  common  stock  through  his  investment 
vehicle,  National  Amusements  Inc. 

If  you're  investing  in  small-cap  stocks,  you  need  to  be 
well-diversified  or  have  a  strong  stomach  for  risk.  Consider 


Aeroflex  Inc.  It  makes  thin-film  circuit  and  interconnects 
products  that  are  essential  to  the  U.  S.  government  and  d< 
fense  companies  and  to  manufacturers  of  fiber-optic  gear.  J 
days  after  we  compiled  our  ranking,  the  stock  fell  33%  in  n 
action  to  a  profit  warning  by  Nortel  Networks  Corp.  aboi 
falling  revenues  in  the  once-hot  fiber-optic  industry.  Th 
stock  still  could  be  a  buy,  though,  since  the  Defense  Dep' 
will  continue  to  need  Aeroflex'  state-of-the-art  electronic 
The  company  has  $134.6  million  in  working  capital  and  ver 
little  debt,  which  should  let  it  ride  out  a  slump.  The  stoc 
trades  around  10,  well  below  its  52-week  high  of  38. 

In  panning  the  SmallCap  index,  investors  may  find  gold- 
maybe  even  the  next  Cisco.  Not  the  huge  Cisco  that  droppe 
precipitously  over  the  past  year  but  the  one  that  went  u 
12,000%  over  the  past  decade — present  slump  included. 

By  Robert  J.  Rosenberg  in  New  Yor 
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What  are  the  best  performers  in  the  Standard  &  Poor's  SmallCap  600  Index?  To  determine  that,  we  ranked 
the  stocks  in  the  index  by  one-  and  three-year  stock  market  performance  (as  of  Feb.  16,  2001).  We  then  added 
these  two  rankings  and  got  our  list.  When  companies  have  the  same  total  score,  we  give  them  equal  ranking. 


RANK/COMPANY/SYMBOL      I      ONE-YEAR     j   THREE-YEAR 


RANK/COMPANY/SYMBOL      I     ONE-YEAR    :    THREE-YEAR 


CHCS 
R 


334.7% 
225.0 
205.4 
301.3 
159.6 
341.2 
153.1 
199.2 
187.5 
158.6 
375.6 
206.3 
222.8 
363.5 
150.9 
121.7 
144.E 
109.2 
201.E 
116.7 
114.6 
89.S 
149.3 
221.3 
102.0 


301.3 

332.5 

159.6 

783.3 

341.2 

238.3 

153.1 

379.6 

199.2     | 

253.2 

187.5     | 

223.2 

158.6     ! 

240.7 

375.6 

164.0 

206.3 

172.0 

222.8     \ 

164.5 

363.5 

151.1 

150.9 

199.2 

121.7 

292.0 

144.8 

218.0 

109.3 

40jfl| 

201.8 

127.2 

116.7 
114.8 

225.0 
230.3 

89.9 

809.0 

149.3 

145.7 

221.3 

104.2 

1105.7% 
377.3 
387.1 
332.5 
783.3 
238.3 
J79.6 
253.2 
223.2 
240.7 
164.0 
172.0 
164.5 
151.1 
199.2 
292.0 
218.0 
401.6 
127.2 
225.0 
230.3 
809.0 
145.7 
104.2 
245.3 


26 


CAKE       112.1% 


28 


FIRST  AMERICAN 


WMS  INDUSTRIE 


C&D  TECHNOLOGIES 


HNC  SOFTWARE 


WMS 
CHP 


45 
45 
47 


ASTR0P0WE 


RUBY  TUESDAY 


BANGOR  HYDRO-ELECTRIC 


ERFORMANCE  FOOD  GROUP 


DOWNEY  FINANCIAL 


RYLAND  GROUP 


STANDARD  PACIFIC 


ULTIMATE  ELECTRONICS 


ALLIANTTECHSYSTEMS 


PARK  ELECTROCHEMICAL 


L47.8 


58.0 
109.5 
143.4 


191.7% 

95.0 

365.4 

236.2 

393.2 

91.1 

187.2 

191.3 

90.8 

525.0 

179.0 

125.2 

134.2 

99.8 

486.2 

169.3 

260.8 

162.0 

184.2 

77.4 

72.5 

72.8 

738.5 

100.2 

76.2 


Data:  COMPUSTAT.  provided  by  Standard  &  Poor's  Institutional  Market  Services 
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Lhe   next  time  someone   tells  you 

T  NO   LONGER  MATTERS 

WHERE  THEIR  OFFICE  IS, 

notice    where    their   office    is. 


In  the  days  of  the  virtual  office  and  advanced  communications, 
■t  way  seem  to  make  no  difference  where  you  build  your 
mpany  until  you  try  to  modem  a  30-page  document  to 
mkfurt  from  your  laptop.  That's  when  you  discover  that 
technology  is  everything.  So  a  place  with  the  largest  fiber 


Georgia 


optic  network  in  the  nation  is  more  attractive  than  ever. 

Accessibility  is  key  whether  you're  referring  to  the  Internet 
or  the  airport.  (Hartsfield  International,  by  the  way,    . 

the  busiest  in  the  world.)  So,,  as  long  as  your  office  is 
here,  you  can  take  your  company  just  about  anywhere. 


WHERE    ARE   VOU    TAKING    YOUR    COMPANY? 
Call  404-656-9306        www.georgia.org 


QWEST  COMMUNICATIONS"  recently  merged  with  US  West,  Inc.,  resulting  in  a 

company  with  60,000  employees  and  29  million  customers.  Unfortunately,  they  also 

had  two  different  technology  systems,  Thanks  to  enterprise  software  from  Microsoft, 

>le  to  quickly  and  easily  bring  everyone-and  everything-together  as  one. 


■,-"iVl   Mirrn'.fjli  '  r,fpor;iti<jfi   All  rif'.hr,  iir'-vOrvod    Mir,rub(»fl  i 

ereli   maybe  the  trademarks  of  their  respective  owners. 


J  trademark  of  Microsoft  Corporation  In  the  United  States  and/or  other  countries,  The  names  of  actual  companies  and  products  mentioned 


Two  co 
Workiti: 
struggle  fo 
software  w 


erged. 


e  a 


e.  But  their 
:  along  just  fine 


The  softwai^ 

plays  well  with  others. 


Enterprise  software  from  Microsoft  helps  different 
systems  work  as  one.  One  company.  Now  running  many 
different  systems.  Sounds  like  a  recipe  for  disaster.  Unless,  of 
course,  you're  running  flexible  business  software  like  the 
Microsoft®  .NET  Enterprise  Server  family.  This  software  makes 
cross-platform  sharing  a  reality.  It  also  makes  it  easier  for 
people  to  quickly  collaborate  across  organizational  boundaries, 
so  your  company  can  respond  to  changes  and  opportunities 
faster.  Now  if  we  can  just  figure  out  a  way  to  make  employees 
grudge-free,  we  might  really  be  onto  something.  To  find  out  how 
Microsoft  software  can  help  your  company  work  as  one,  visit 
microsoft.com/business  Software  for  the  Agile  Business. 


Microsoft 
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INVESTING 

A  PORTFOLIO  OF  INNOVATIVE 

EXCHANGE-TRADED  FUNDS  CAN  BE 

CUSTOM-TAILORED  TO  SUIT  YOU 


ver  the  past  decade,  plain  old  Standard  & 
Poor's  500-stock  index  funds  revolutionized 
the  way  Americans  thought  about  investing. 
With  one  cheap  and  simple  investment,  you 
could  capture  the  lion's  share  of  the  U.S. 


stock  market.  Even  with  the  market's 
slide  over  the  past  12  months,  the  in- 
dex strategy  is  still  a  winner.  The  s&p 
500's  compounded  annual  returns  have 
averaged  15.9%  over  the  past  five 
years  (through  Feb.  28).  Now,  a  prolif- 
eration of  innovative  products,  called 
exchange-traded  funds,  or  ETFs,  is 
changing  the  way  investors  think  about 
index  investing. 

With  etfs,  index  investing  is  no 
longer  a  purely  passive  strategy  in 
which  you  buy  and  hold  a  broad-based 
index  such  as  the  s&p  500.  In  fact, 
there  are  now  nearly  100  ETFs  that 
track  everything  from  the  entire  U.S. 
stock  market  to  the  industries  that 
comprise  it.  They  trade  like  stocks, 
mostly  on  the  American  Stock  Ex- 
change, and  can  be  bought  or  sold  dur- 
ing market  hours  for  the  cost  of  a  reg- 
ular brokerage  commission. 
STRATEGIC  BETS.  By  slicing  and  dicing 
the  market,  ETFs  give  investors  a  sim- 
ple way  to  make  strategic  bets  on 
broad  sectors,  such  as  small-cap  or 
growth  stocks,  or  specific  industries, 
such  as  biotechnology  or  energy.  ETFs 
are  global  as  well,  with  21  devoted  to 


CONSERVATIVE 

INDEX 

|  ETF  SYMBOL      ALLOCATION 

S&P  500/BARRA  VALUE 

S&P  UTILITIES 

DOW  JONES  U.S.  TELECOM 

S&P  BASIC  INDUSTRIES 

S&P  ENERGY 

RUSSELL  1000  VALUE 

RUSSELL  3000  VALUE 

S&P  MIDCAP  400/BARRA  VALUE 

S&P  SMALLCAP  600/BARRA  VALUE 

DOW  JONES  U.S.  REAL  ESTATE 

CASH 

IVE 

XLU 

9.6% 
9.6 

IYZ 

9.6 

XLB 

9.6 

XLE 

9.6 

IWD 

9.6 

IWW 

9.6 

IJJ 

9.6 

US 

9.6 

IYR 

9.6 

4.0 

Data:  M 

nch  Financial  Inc. 

individual  countries  and  a  handful  fo- 
cused on  broader  cross  sections  of  the 
globe.  The  ETF  market  is  like  "a  candy 
store  with  virtually  every  kind  of  candy 
in  it,"  says  Ross  Levin,  president  of 
Accredited  Investors,  a  financial  plan- 
ning firm  in  Edina,  Minn. 

Is  this  better  than  taking  a  buy-and- 


hold  approach  with  broad-based  inde 
es  such  as  the  s&p  500?  The  jury's  st: 
out.  But  many  market  seers  expect  t 
s&p  500's  returns  to  be  far  lower 
the  coming  decade  than  they  were 
the  last.  So  by  employing  ETFs  to  pu) 
sue  market  bets  (without  foregoing  i 
dexing's  low  costs),  investors  have 
shot  at  improving  their  returns. 

With  that  in  mind,  BusinessWa 
asked  Levin  and  two  other  advise 
who  use  etfs  for  clients  to  take  a 
pothetical  $100,000  and  invest  it 
ETFs.    Thomas    Mench,    chairman 
Mench  Financial  in  Cincinnati,  target 
conservative  investors;  James  Kel 
chairman  of  Philadelphia's  Addison  C 
ital  Management,  handled  the  mod 
ate-risk  portfolio;  and  Levin  took  t 
aggressive  approach. 

All  three  portfolios,  even  the  m 
turbocharged,  put  some  emphasis 
value  stocks.  "Given  the  way  the  m 
kets  are  shaping  up,  having  a  val 
tilt  would  be  a  good  idea  over  the  ne 
12-to-24  months,"  says  Kelly.  Indei 
many  value  indexes  have  thrived  d 
ing  the  recent  market  meltdown. 

Remember,  too,  these  ETF  portfoli) 
are  not  buy-and-forget  investments, 
three  advisers  suggest  periodically 
visiting  the  allocations  to  make  su| 
they  haven't  gotten  out  of  whack,  a: 
to  make  changes 
market  conditio 
warrant  them. 

THE  C0NSERVATI' 
PORTFOLIO 

With     the     maj 
stock  market  indf 
es  in  a  bear  mark 
a    cautious    valt 
based  approach 
peals       to       ma 
investors.  That's 
actly  the  course  tlj 
Mench    pursues 
the  most  conseH 
tive  of  his  five  md 
el    ETF    portfolij 
His  goal  is  mod^ 
by       1990s       st* 
dards — annual 
turns  of  8%  to  101 
But  Mench  aims  to  do  this  by  exposi] 
the  investor  to  only  (55%  to  80%  of  i 
S&P  500's  volatility. 

Several  broad-based  value  inde: 
form  the  backbone  of  Mench's  10-1<1 
portfolio.  They  include  the  value  pj 
tions  of  the  S&P  500,  and  the  KusJ 
3000  and   1000  indexes.  (The   KusJ 
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"When  will  the  computers 
be  ready  for  the  new  people? 

Translation:  I  think  I  forgot  to  tell  you  about  the  new  people. 
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Open  wide  and  say,  "I'm  glad  that  drill 
spinning  at  1/2  million  rpm  hasTimken  precision  bearings." 


dental  drills,  rolling  mills,  race  cars,  and  robotics, 
lerever  high-speed  precision  is  critical,  there's  aTimken 
lovation.  A  century  of  transforming  ideas  into  reality 
> transformed  our  company  into  a  worldwide  leader  of 
Sneered  solutions.  Learn  how  our  products  and 
>cesses  can  help  yours.  Visit  www.  timken.com. 
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3000,  comprising  the  3000  largest  stocks 
by  market  capitalization,  represents 
about  98%  of  the  total  U.S.  market, 
while  the  Russell  1000  contains  the  1000 
largest  stocks.)  True,  these  indexes  have 
some  overlap,  but  Mench  doesn't  mind. 
He  chooses  them  to  tilt  his  portfolio  to- 
ward less  volatile,  large-cap  stocks. 
Even  Mench's  small-cap  choice,  the  s&p 
SmallCap  600/barra  Value,  contains 
stocks  with  a  higher  market  capitaliza- 
tion— and  thus  less  volatility — than  the 
alternative  Russell  2000  Value  index. 

Mench  also  uses  ETFs  to  cover  utili- 
ties, basic  industries,  real  estate,  and 
energy — all  traditional  value  plays.  He 
thinks  the  badly  beaten  telecommuni- 
cations sector  is  attractive,  too.  Although 
this  conservative  portfolio  can  have  as 
much  as  20%  in  overseas  investments,  it 
doesn't  now  because  Mench  believes  the 
best  opportunities  are  in  the  U.  S. 

What's  unusual  about  Mench's  plan 
is  the  equal  weightings  he  gives  each  of 
the  etfs.  (The  remaining  4%  cash  cush- 
ion is  more  than  enough  to  cover  fees 
and  expenses.)  Mench  reviews  the  port- 
folio monthly  to  see  if  any  changes  are 
warranted.  But  to  keep  costs  down,  he 
trades  at  most  only  once  per  month. 

THE  MODERATE  PORTFOLIO 

The  basic  building  blocks  of  the  moder- 
ate risk  portfolio  that  James  Kelly  de- 
signed for  BusinessWeek  are  ETFs  that 
track  the  three  most  widely  known  mar- 
ket measures.  Kelly  puts  nearly  a  third 
of  his  $100,000  into  the  s&P  500.  He 
splits  another  third  between  ETFs  that 
track  the  Dow  Jones  industrial  average 
and  the  Nasdaq  100. 


MODERATE 


AGGRESSIVE 

INDEX  |  ETF  SYMBOL 

ALLOCATION 

RUSSELL  3000 

IWV 

40% 

NASDAQ  100 

QQQ 
IBB 
IWD 
IWN 
IYZ 
EZU 

5 

10 
5 
5 
5 

22 
2 
2 
2 
2 

NASDAQ  BIOTECHNOLOGY 

RUSSELL  1000  VALUE 

RUSSELL  2000  VALUE 

DOW  JONES  U.S.  TELECOM 

MSCI  EUROPEAN  MONETARY  UNION 

MSCI  TAIWAN 

MSCI  SOUTH  KOREA 

MSCI  SINGAPORE 

MSCI  UNITED  KINGDOM 

EWT 
EWY 
EWS 
EWU 

Data:  Accredited  Investors  Inc. 

Kelly  also  emphasizes  value  indexes. 
He  commits  8%  to  large-cap  value,  and 
4%  each  to  mid-  and  small-cap  value. 
But  Kelly  avoids  sector  funds  because 
placing  bets  on  industries  runs  counter 
to  what  he  believes  a  core — or  basic — 
portfolio  should  do. 

With  the  trend  toward  more  choice  in 
the  ETF  marketplace,  many  etfs  cover 
similar  terrain.  For  example,  you  can 
buy  the  S&P  500  with  the  iShares  S&P 
500  or  the  Standard  &  Poor's  Deposi- 
tary Receipts  (spdr),  better  known  as 
the  Spider.  The  difference  comes  down 
to  dividends,  which  the  iShare  reinvests 
continuously  and  the  Spider  reinvests 
quarterly.  When  the  market  rises,  the 
Spider's  unreinvested  cash  causes  it  to 
lag  behind  the  iShare.  But  when  the 
market  falls,  the  situation  is  reversed. 

In  the  international  arena,  where  Kel- 
ly puts  the  remaining  20%  of  his  port- 


costly,  because 
buy,  the  more 


folio,  the  pickings  ar 
slimmer.  There,  Kell 
recommends  one  c 
two  broad-based  Ev. 
ropean  ETFs,  depenc 
ing  on  your  need 
One  is  focused  on  th 
emu  (European  Mor 
etary  Union)  and  th 
other  comprises  th 
350  largest  Europea 
stocks.  Although  n 
gional  etfs  are 
the  works,  you  hav 
to  buy  an  array 
single-country  ETI 
to  get  exposure  t 
Asia  and  Sout 
America.  That  can  t 
the  more  etf  issues  yc 
you  pay  in  commission! 


ETF  SYMBOL       I    ALLOCATION 


S&P  5 

DOW  JONES  INDUSTRIAL  AVERAGE 
NASDAQ  100 
S&P  500/BARRA  VALUE 
DOW  JONES  U.S.  LARGE  CAP  VALUE 
S&P  MIDCAP  400/BARRA  VALUE 
S&P  SMALLCAP  600/BARRA  VALUE 
DOW  JONES  U.S.  SMALL  CAP  VALUE 
MSCI  EUROPEAN  MONETARY  UNION 

S&P  EUROPE  350 
MSCI  AUSTRALIA,  MSCI  HONG  KONG,  MSCI  JAPAN 

MSCI  TAIWAN 
MSCI  CANADA,  MSCI  BRAZIL 

MSCI  MEXICO 


SPY  or  IVV 

32% 

DIA 

16 

QQQ 

16 

IVE  or  ELV 

8 

IJJ 

4 

US  or  DSV 

4 

EZU  or  IEV 

8 

EWA,  EWH, 
EWJ,  EWT 

8 

EWC,  EWZ 
EWW 

4 

Data:  Addison 

Capital  Management 

THE  AGGRESSIVE  INVESTOR 

Ross  Levin  designed  this  portfolio  ft 
the  aggressive — not  the  reckless — ii 
vestor.  So,  rather  than  load  up  on  eti 
that  track  the  Nasdaq  100,  Levin  coi 
centrates  40%  of  his  money  in  tl 
broad-based  Russell  3000.  Still,  Lev 
argues  that  aggressive  investors  can't 
ford  to  ignore  tech's  potential  for  Ion 
term  growth.  So  he  puts  5%  into  tl 
Nasdaq  100  and  10%  into  the  Nasd 
biotechnology  index. 

To  partially  offset  the  portfolio's  er 
phasis  on  growth  stocks,  Levin  puts  5 
into  both  large-  and  small-cap  value  i 
dexes.  Another  5%  goes  into  telecor 
munications  stocks,  which  Levin  thin] 
are  poised  for  a  rebound. 

On  the  international  front,  Levin 
especially  enthusiastic  about  investme: 
opportunities  in  Europe.  He  devoti 
22%  to  the  broad-based  EMU  index.  r 
adds  a  2%  allocation  for  Britain — n 
an  emu  country.  To  cover  Asia,  he  pu 
2%  of  his  portfolio  into  each  of  thn 
ETFs  that  track  Taiwan,  South  Kore 
and  Singapore. 

Aggressive  investors  might  be  tern 
ed  to  short  ETFs — or  sell  borrow<| 
shares  in  the  hope  of  replacing  them 
a  profit  when  prices  fall.  Because  t 
market  rises  more  than  it  falls,  Le 
cautions  that  shorting  is  too  risky — ev 
for  those  who  aren't  afraid  of  risk. 

By  Anne  Tergesen  in  New  Yo 
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A  REUTERS  Company 


Find  out  what  e-business 
intelligence  has  done  for  them 

What  can  it  do  for  you? 


"o  succeed  in  today's  marketplace, 
'ou  need  to  be  one  step  ahead  of 
he  competition.  Make  that  one  giant 

leap.  Enter  e-business 
^  rB     intelligence  from  Business 
-  ^     Objects.  Our  customers 
SlHt«      are  using  e-business  intel- 
-  -■"      ligence  to  access,  analyze, 
and  share  the  wealth  of 
information  in  their 


i  '^ffll 


databases.  Which  means  they  can 
make  timely  and  informed  decisions 
based  on  facts— not  hunches.  So 
it's  no  surprise  that  more  and  more 
companies  are  choosing  Business 
Objects— the  leader  in  e-business 
intelligence.  In  fact,  there  are  now 
more  than  one  million  people  using 
Business  Objects  solutions.  What  are 
you  waiting  for? 


Find  out  more.  To  download 
your  free  chapter  of  "e-Business 
Intelligence"  visit  us  on  the  web  at 
www.businessobjects.com/book  or 
call  1-800-527-0580  ext.  2227.  And 
find  out  what  it  can  do  for  you. 


'ow  available 
om  McGraw-Hill 


001  Business  Objects.  All  rights  reserved.  The  Business  Objects  logo  is  a  registered  trademark  and  BusinessObjects  and  Weblntelligence 
trademarks  of  Business  Objects  SA  All  other  product  or  brand  names  and  logos  mentioned  herein  are  trademarks  of  their  respective  owners. 
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It's  hardly  a  fair  comparison.  Because  in  the  end,  there's 
no  match  for  heredity.  At  Sun,  we've  been  designing  for  the 
Net  since  day  one.  Designing  for  open,  scalable  systems. 
Designing  with  open,  established  protocols.  Designing 
for  a  future  that  extends  beyond  our  own  wallet.  That's 
how  we're  able  to  offer  a  truly  open,  standards-based 
architecture  for  creating  smart  web  services. 


Sun  ONE:  The  glue  that 
holds  It  all  together 

To  create,  assemble  and 
deploy  smart  web  services 
you  need  to  leverage  lega- 
cy systems.  You  need  to 
traverse  multiple  types  of 
networks.  And  you  need  a 
loosely  coupled  software 
architecture  to  make  it 
all  work.  If  you're  missing 
even  a  single  piece  (or  if 
you're  working  with  mutant 
strains),  the  whole  propo- 
sition falls  apart. 

Today,  Sun  is  delivering 
the  engine  for  smart  web 
services.  And  that's  what 
makes  Sun  ONE  so  unique. 
Because  it's  XML-based, 
it  allows  for  portable 


Sun  Open  Net  Environment 
(Sun    ONE) 


Good  code. 

It's  what 

separates 

humans  from 

monkeys, 

lions  from 

house  cats 

and  us  from 

Microsoft. 
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ready 


iPlanet 


data  and  easy  service 
assembly.  Because  it  uti- 
lizes the  Java™  application 
environment  (the  platform 
of  choice  for  2.5  million 
developers)  it's  portable 
and  platform-independent. 
Because  it  runs  on  the 
Solaris'" Operating  Environ- 
ment (the  OE  preferred 
by  10  of  12  leading  ISPs) 
it  can  scale  indefinitely. 
And  because  it  features 
iPlanet" Software  Products, 
with  over  75  million  cal- 
endar users,  160  million 
mailbox  users  and  330 
million  directory  users, 
you  have  the  broadest, 
most  scalable  e-business 
platform  available.  This 
helps  you  speed  time  to  service.  From  web  to  application 
to  integration  to  directory  and  portal  servers,  iPlanet  is 
the  #1  performance  leader. 

Of  course,  none  of  this  should  come  as  a  surprise.  Given 
our  tradition  of  standards-based  computing,  you  might 
say  it's  in  our  DNA.  sun.com/sunone 
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Exactly  one  year  ago,  business  was  both  an  ex- 
hilarating and  a  bewildering  affair.  The  Nasdaq 
had  broken  5,000  for  the  first  time,  driven  by 
brash  dot-coms  with  seemingly  boundless  capac- 
ity to  create  wealth.  The  Internet  had  rewritten 
the  rules  of  business,  and  long-standing  tenets 
looked  laughably  quaint.  Profits?  A  distraction.  Bricks- 
and-mortar  assets?  Old  Economy  baggage.  We  stood 
on  the  brink  of  an  economic  transformation  more  pro- 
found than  the  Industrial  Revolution.  The  Fords  and 
rcas  of  our  time  were  being  built  before  our  eyes. 
Things  could  not  be  more  dramatic,  more  surprising, 
could  they? 

They  could.  Since  last  March,  the  new  truths  have 


WHO  SURVIVES  IN 


THISNEWCLIMATE? 


THE  INNOVATORS. 


THEY  DON'T  JUST 


HAVE  NEW  DESIGNS. 


THEY  PASSIONATELY 


PURSUE  NEW  WAYS 


TOSERVE  THEIR 


CUSTOMERS 


been  knocked  down  right  and 
left.  Profits  matter  after  all. 
The  bricks-and-mortar  crew 
has  regained  its  perch  atop 
the  business  hierarchy.  The 
dot-coms — the  Icaruses  of  our 
times — have  plunged  to 
earth,  taking  most  of  the  tech 
market  with  them.  Last  year, 
tech  icons  such  as  Microsoft, 
Intel,  Lucent,  and  Dell  led 
the  BusinessWeek  50,  ac- 
counting for  more  than  half 
of  the  top  20  performers. 
This  year,  most  of  those 
names  have  dropped  off  the 
list,  to  be  replaced  by  decid- 
edly unglamorous  oil  and 
power  companies.  Talk  about 
reversals! 
And  yet,  if  you  were  hoping  for  a  return  to 
business  as  usual,  forget  it.  The  incredible  period 
of  experimentation  and  creativity  of  the  past  five 
years  has  changed  the  business  environment  ir- 
revocably. The  global,  network-centric,  and  infor- 
mation-driven hallmarks  of  the  dot-com  revolution 
are  here  to  stay.  Upstarts  such  as  Amazon.com 
Inc.,  no  matter  how  financially  challenged,  have 
raised  consumer  expectations  for  customer  service. 
New  business  models  unleashed  by  the  Internet 
continue  to  evolve.  Disruptive  events  like  the 
music-swapping  phenomenon  called  Napster  Inc. 
will  trip  up  other  industries  and  shake,  not  just 
stir,  the  status  quo.  At  the  same  time,  once-docile 
consumers  have  awakened  to  their  new  powers, 
and  social  and  environmental  activists  around  the 
globe  are  challenging  some  of  the  institutions  of 
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capitalism.  If  you  thought  life  in  the  New  Economy  was  un- 
predictable, just  wait  for  New  Neo-Old  Economy — or  what- 
ever silly  name  finally  sticks. 

So  what  does  matter  in  this  topsy-turvy  world,  where 
there  is  no  bedrock,  no  true  north,  and  no  preferred  market 
wisdom?  In  a  word:  innovation.  As  the  ground  lurches  be- 
neath them,  companies  more  than  ever  must  look  ahead 
and  be  ready  to  leap  to  new  terrain.  "Innovation  has  moved 
from  a  good  idea  to  an  imperative,"  declares 
Paul  Saffo,  director  of  the  Institute  for  the 
Future  think  tank  in  Menlo  Park,  Calif. 
FLEETING  EDGE.  Innovation  may  seem  like  a 
flimsy  lifeline  for  companies  tossed  about  by 
forces  of  creative  destruction.  What's  the  point  of 
another  flavor  of  toothpaste,  another  feature 
crammed  into  Microsoft  Word,  or  another  gizmo 
on  the  dash  of  a  Ford  minivan?  In  addition  to 
bringing  about  brain-numbing  indifference  in  con- 
sumers, those  sorts  of  improvements  are  quickly 
copied,  providing  just  a  fleeting  competitive  edge. 
Real  innovation,  in  contrast,  must  encompass 
something  deeper — a  new  mode  of  thought,  a 
change  in  business  processes,  or  even  a  rift  in  the 
structure  of  the  organization.  "An  individual  in- 
novation has  value,  but  it  doesn't  make  or  break 
the  company  anymore,"  says  Tom  Kelley,  gener- 
al manager  of  ideo  Product  Development,  the 
famed  design  shop  that  helped  create  such  break- 
through products  as  the  Palm  Pilot.  "That's  why 
you  need  the  culture  of  innovation." 

How  to  achieve  that  culture  is  becoming 
one  of  the  denning  debates  of  our  time.  On  a 
macro  level  it's  about  what  sort  of  society  we 
want  to  create.  When  the  world  was  awash  in 
venture  capital,  tiny  startups  could  compete  with 
industry  giants.  Will  that  remain  true  as  capital 
dries  up?  In  the  coming  year,  the  outcomes  of 
high-profile  court  cases — the  U.  S.  government's 
antitrust  case  against  Microsoft  Corp.,  and  the 
music  industry's  efforts  to  shut  down  Napster 
and  its  offspring — will  affect  how  much  room 
small  companies  have  to  innovate. 

Innovation  can  be  unsettling — and  that  is 
for  the  best.  Creativity  is  fed  by  the  specter  of 
a  new  competitor  toiling  away  in  a  garage  on  a 
revolutionary  technology  that  could  wipe  out 
existing  businesses.  That  threat  has  spawned 
the  most  paranoid  generation  of  executives 
ever  to  inhabit  the  country's  corner  offices. 
Yet  it  is  a  rare  company  that  is  willing  to 
change  course,  to  cut  loose  its  own  successful 
products  so  that  it  can  develop  something  more 
radical.  Although  commentator  Clayton  Chris- 
tensen  has  popularized  this  imperative  in  his 
book,  Tfie  Innovator's  Dilemma,  many  old-line 
organizations  still  struggle  to  internalize  his 
message.  "Innovation  is  the  pirate  ship  sailing 
into  the  yacht  club,"  says  John  Jordan,  a  prin- 
cipal at  Cap  Gemini  Ernst  &  Young's  Center 
for  Business  Innovation. 

Innovation  wasn't  always  a  pirate  ship.  For 
an  appreciation  of  how  much  things  have 
changed,  think  back  to  AT&T  Bell  Labs  circa 


1950.  The  research  arm  of  Ma  Bell  epitomized  one  model 
innovation:  genius-scientists  locked  away  in  a  lab  devisir 
new  materials,  components,  and  software,  which  their  eii 
ployer  would  then  patent  and  eventually  use  to  improj 
products  or  create  new  ones.  Trade  secrets  were  tight 
guarded,  and  the  more  patents  a  company  churned  out,  ' 
greater  its  bragging  rights  on  innovation. 

Today,  innovation  is  not  simply — or  even  mainly — abol 
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Your  e-business 
is  only  as  sound  as 
its  infrastructure. 


Infrastructure  Before  E-Business* 

E-business  will  fail  without  a  strategically 
planned  network  infrastructure.  Sound 
infrastructure  enables  companies  to 
improve  value  chains,  achieve  M&A 
integration,  and  build  virtual  networks. 

Catalyst  Conference  2001 : 
"Putting  i  Before  e" 

Catalyst  2001  addresses  the  challenges 
that  organizations  face  as  they  build 
e-business  infrastructure.  The  only 
conference  of  its  kind,  Catalyst  focuses 
on  critical  network  issues,  separating 
substance  from  hype.  Catalyst  mirrors 
The  Burton  Group's  ten-year  reputation: 

Interactive.  Facilitates  dialogue  among 
end  users,  industry  experts,  vendors. 

Independent.  Champions  vendor- 
independent  viewpoints. 

In-Depth.  Drills  down  to  same  level  of 
detail  found  in  Burton  Group  research. 

Intense.  Delivers  compelling  content: 
expert  analysis,  end-user  case  studies, 
vendor  presentations. 

Influential.  Contributes  thought 
leadership  on  industry  trends  as  well  as 
existing  and  emerging  technologies. 


San  Diego,  CA 

July  23-25, 2001 

Marriott  Hotel  and  Marina 

www.tbg.com/catalyst  info@tbg.com 

801-566-2880  ext.  161 

800-824-9924  ext.  161 


About  The  Burton  Group 

The  Burton  Group,  a  technology 
pioneer  and  leader,  provides  world-class 
integrated  research,  advisory  and 
consulting  services  for  evolving  network 
infrastructure.  A  proven  resource  for 
Global  2000  firms,  The  Burton  Group 
guides  IT  professionals  in  the  strategy 
of  building  and  the  tactics  of  managing 
scalable,  secure,  efficient  networks. 


Sponsored  by 
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1  Visit  www.tbg.com  for  a  complimentary  research  report, 
"New  Infrastructure  for  New  Business." 
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designing  products.  More  often,  it's 
about  a  new  way  of  creating  or  de- 
livering something  customers  don't 
even  know  that  they  want.  Oil  com- 
panies, for  example,  still  make  their 
money  selling  fuel.  But  where  does  it 
come  from?  Increasingly  they're  find- 
ing that  precious  crude  by  mining 
huge  data  archives  (page  185).  And  in 
the  end,  what  they  sell  to  customers 
may  look  nothing  like  oil.  In  the  case 
of  Duke  Energy  Corp  in  Charlotte, 
N.C.,  the  "product"  may  be  savings 
on  energy  costs — savings  that  Duke 
shares  with  the  customer  after  it  up- 
grades its  systems  to  conserve  elec- 
tricity (page  192).  Green  power  ad- 
vocate Amory  Lovins  goes  yet  one 
step  further:  He's  promoting  hydro- 
gen-fueled "hypercars,"  which  will 
one  day  generate  surplus  power  that 
can  be  sold  back  into  the  power  grid 
(page  198).  Implausible?  No  more  so 
than  Napster,  which  singlehandedly 
dragged  the  music  industry  into  the 
21st  century.  Nobody  imagined  this 
scheme  for  distributing  digital  music 
files  back  in  the  1980s,  when  com- 
pact disks  first  brought  digital  music 
to  the  masses  (page  194). 
ROLE  CHANGE.  The  quest  for  ser- 
vice innovation  is  both  passionate 
and  widespread.  In  digital  indus- 
tries, everything  from  business 
software  to  music  and  film  will  even- 
tually be  sold  as  subscriptions.  That 
trend  was  a  big  motive  behind  the 
AOL-Time  Warner  merger,  which 
married  an  Old  Economy  paragon 
with  a  New  Economy  pioneer.  And 
similar  business  models  are  crop- 
ping up  in  unusual  places.  Consider 
General  Electric  Co.'s  jet  engine 
business — as  gritty  an  industrial  op- 
eration as  you  can  find.  For  one 
bundled  fee,  GE  sells  an  airline  a 
guaranteed  level  of  engine  uptime 
for  the  contracted  period,  including 
parts,  repairs,  replacement  engines, 
financing — whatever  it  takes  to 
make  the  plane  fly.  Instead  of  selling 
engines,  you  might  say  op:  is  in  the 
business  of  selling  "thrust  services" 
and  has  a  backlog  in  such  multiyear 
contracts  worth  about  $20  billion. 

Traditional,  Bell  Labs-style  inno- 
vation won't  exactly  fade  away.  Com- 
panies will  continue  to  invent  products  and  patent  them.  But 
as  silicon  brains  and  software  grow  more  sophisticated,  the 
very  role  that  humans  play  in  product  innovation  may  be 
called  into  question.  Already,  at  Human  Genome  Sciences,  a 
closely  watched  biotech  company  in  Rockville,  Md.,  software 
has  been  optimized  to  identify  genes  that  play  a  role  in  dis- 


MAKING  PAY  OFF  THROUGH  INFO  TECH 

Companies  on  the  BW50  are  using  IT  as  the  wellspring  of  innovation.  They're 
harnessing  its  power  to  restructure  their  businesses  or  communicate  better  with  their 
customers.  BusinessWeek  interviewed  company  IT  gurus  and  teamed  up! 
with  analysts  at  Cap  Gemini  Ernst  &  Young  to  produce  the  following  guide  to  success 


MAKE  INFO  TECH  PART  OF  BUSINESS  PLANNING  When  Oracle  wanted  to 
boost  operating  margins  last  year,  it  automated  such  functions  as  office  sup- 
ply purchasing.  That  helped  keep  the  workforce  stable  at  41,000  even  as 
sales  soared  30%.  The  company  saved  about  $1  billion,  and  margins 
jumped  from  20%  to  33%. 


USE  INFO  TECH  AS  THE  BASIS  FOR  NEW  PRODUCTS  Merrill  Lynch  is  about 
to  offer  customers  personalized  real-time  market  information  on  a  PDA  de- 
vice. When  its  IT  and  business  planners  meet,  they  focus  on  making  IT  con- 
tribute to  earnings  and  not  be  just  a  cost  center. 


GET  THE  BEST  DEAL  General  Dynamics  outsources  its  IT  operations,  figuring 
that's  a  better  way  to  invest  its  resources  for  first-rate  service  than  to  spend 
the  money  in-house.  Duke  Energy,  in  contrast,  does  IT  itself.  The  company 
developed  software  for  giving  its  energy  traders  critical  real-time  data  on 
trends  such  as  electricity  demand  across  the  entire  energy  grid.  The  compa- 
ny also  is  developing  software  that  would  anticipate  market  shifts  and  make 
trades  automatically. 


GET  MORE  VALUE  FROM  YOUR  OWN  DATA  Capital  One  Financial,  a  credit- 
card  issuer,  conducts  tests — 45,000  last  year — of  varying  mixes  of  rates, 
credit  limits,  fees,  and  terms.  It  then  uses  complicated  computer  algorithms 
to  analyze  the  resulting  terabytes  of  data,  enabling  Capital  One  to  better  tar- 
get its  marketing  campaigns.  The  company  also  improves  customer  service 
by  automatically  identifying  customers  calling  in,  predicting  why  they're  call- 
ing, and  routing  them  to  the  best-qualified  customer  reps. 


MANAGE  INFO  TECH  AS  A  BUSINESS  Phillips  Petroleum's  IT  unit  competes 
with  outside  vendors  for  internal  sales  and  is  treated  as  a  separate  company 
in  a  range  of  areas,  from  budgeting  and  purchasing  to  operations  analysis 
and  billing.  Phillips  benchmarks  IT's  operations  and  has  found  them  to  be 
highly  competitive  with  other  service  providers.  The  department's  mission  is 
to  be  the  preferred  IT  service  provider  for  the  company's  business  units,  and 
it  has  largely  achieved  that  goal. 


1 


BE  ADAPTABLE  Tyco  International  has  been  growing  rapidly  through  mergers 
But  Tyco  doesn't  tinker  with  the  financial  systems  software  of  the  companies 
it  buys.  Instead,  it  uses  Hyperion  software  to  map  the  financial  accounts  into 
a  standardized  Tyco  general  ledger.  On  the  business  side,  when  Tyco  buys  a 
company  similar  to  a  current  unit,  it  folds  the  new  operation  into  an  existing 
SAP  enterprise  resource  planning  program.  Other  acquisitions  keep  their 
business  systems  in  place  but  develop  interfaces  for  linking  sales,  customer 
orders,  and  other  critical  data  with  Tyco's  own  systems. 

CONNECT  WITH  CUSTOMERS  AND  SUPPLIERS  Xilinx  uses  IT  as  its  link  to 
the  outside  world.  Using  the  Internet,  it  can  take  orders  from  customers  or 
distribute  software  updates  through  the  Internet.  Customers  can  get  their 
keys  to  activate  new  software  through  the  Web.  The  company  keeps  track  of 
distributors'  inventory  online.  And  manufacturing  partners  use  IT  links  to  get 
product  specifications  and  orders  from  Xilinx. 

Data:  Cap  Gemini  Ernst  &  Young,  Companies,  BusinessWeek 


ease.  The  system  generates  patent  applications  on  the  order 
400  per  month — faster  than  any  team  of  scientists  and  la\vy< 
could  match  (page  HSfi).  In  Boston,  an  upstart  called  Invent 
Machine  Corp.  is  helping  companies  automate  the  act  of  c 
ation  across  a  range  of  product  categories  (page  202). 
Whether  the  creators  are  carbon-  or  silicon-based,  t 
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PeopleSoft  CRM.  The  only  solution  scalable  enough  to  support  your  company's  success. 

Most  CRM  solutions  fail  when  too  many  users  attempt  to  access  the  system  at  once.  But  your  service 
requirements  are  growing  exponentially.  Providing  your  customers  with  24  hour  web  access,  mobile 
support,  and  telephone  self-service  tests  the  limits  of  your  solution.  Unless  you're  using  PeopleSoft. 
Because  PeopleSoft  Customer  Relationship  Management  can  easily  support  over  20,000  concurrent 
users — which  is  literally  thousands  more  than  our  largest  competitor — while  still  maintaining  a 
sub-second  response  time.  So  you  can  invite  all  of  your  customers,  employees,  and  suppliers  into  a 
collaborative  business  process  without  overloading  the  system. 

To  review  detailed  results  of  the  certified  technology  benchmark  that  measured  PeopleSoft  Call  Center 
client  response  times,  visit  www.peoplesoft.com/go/crmbench  or  call  1-888-773-8277. 


CUSTOMERS  •  EMPLOYEES  •  SUPPLIERS 


People  power  the  internet: 


MASTERS    OF 


INNOVATION 


new  Masters  of  Innovation  must  adopt  extreme  pragmatism, 
with  a  ruthless  eye  on  results.  Few  companies  will  ever 
again  try  to  emulate  Ma  Bell's  iron  grip  on  in-house  R&D.  To- 
day, the  best  ideas  are  more  likely  to  be  hatched  outside  and 
acquired  through  a  partnership  or  buyout. 

The  marketplace,  in  short,  becomes  an  R&D  lab.  And  in 
some  cases,  R&D  becomes  a  marketplace.  Exhibit  A:  new  ex- 
changes such  as  yet2.com  and  the  Patent  &  License  Ex- 
change Inc.  (pl-x.com).  Sites  like  these  seek  to  create  whole 
new  venues  to  buy,  sell,  and  license  ideas  and  intellectual 
property.  Some  of  the  early  participants,  such  as  Toshiba,  Po- 
laroid, NEC,  and  Motorola,  have  traditionally  been  extreme- 
ly protective  of  their  patents. 

This  kind  of  give-and-take  allows  companies  to  focus  on 
their  areas  of  greatest  expertise.  And  that  trend  will  accel- 
erate. In  the  case  of  pharmaceuticals,  say,  there's  no  reason 
one  company  should  try  to  manage  everything  from  drug 
discovery  to  clinical  trials.  Such  vertical  integration  is  giving 
way  to  specialization  and  collaboration  on  the  model  of  the 
personal  computer  industry.  One  early  instance:  Forest  Lab- 
oratories Inc.  develops  and  markets  drugs  for  other  compa- 
nies, rather  than  doing  its  own  basic  research.  By  concen- 
trating on  marketing,  Forest  was  able  to  grab  15%  of  the 
market  from  Prozac  last  year  with  its  new  antidepressant, 
Celexa,  helping  it  land  the  No.  14  spot  on  the  BW50. 

Business  may  be  imitating  life  as  industries  increasingly 
organize  themselves  into  ecosystems.  The  ultimate  form 
this  evolution  may  take  is  the  "open  source"  model  of  the 


software  industry,  in  which  communities  of  innovators  coi 
tribute  ideas  and  build  on  them  beyond  the  boundaries 
any  corporate  structure.  This  collaborative  approach  ga\ 
rise  to  the  fast-growing  Linux  operating  system,  and  it 
quickly  becoming  an  organizational  model  for  other  info 
mation  industries,  including  biotech.  "The  open  source  idea 
powerful,"  says  ideo's  Kelley.  "No  matter  how  big,  no  01 
company  can  match  the  energy  and  creativity  of  all  of  thoi 
developers  out  there."  Adds  Chris  Meyer,  vice-preside] 
and  director  of  the  cge&Y  Center  for  Business  Innovatio 
"Companies  must  make  their  boundaries  permeable.  Inn 
vation  takes  place  in  a  broader  system  than  a  company." 
MUTATIONS.  The  human  genome  project,  for  example,  h  I 
been  largely  a  collaborative  process,  with  researchers  pu 
lishing  their  results  on  the  Internet  for  others  to  build  o 
This  approach  will  be  necessary  to  tackle  other  compl 
biology  problems  that  make  gene  mapping  look  like  chile 
play.  "In  life  sciences,  the  value  of  information  is  what  ot 
ers  can  do  with  it,"  says  Steven  MacKay,  vice-preside  i; 
and  chief  systems  architect  at  Sun  Microsystems  Inc.,  whi 
is  promoting  standards  for  the  exchange  of  data. 

When  the  heralded  age  of  broadband  networks  finally  s 
rives,  collaboration  could  trigger  further  exotic  mutations  in  i 
dustrial  structure.  Partha  Ghosh,  global  practice  leader  of  i 
formation-industrials  at  consulting  firm  Adventis,  envisio: 
Information  Age  assembly  lines  of  bits  and  bytes  that  leveraj 
worker  brainpower,  rather  than  brawn.  Every  product  w 
have  an  information  component,  creating  a  hybrid  catego: 


wish 
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;  calk  "information-indiLstrials."  Com- 
mies already  collaborate  over  netw- 
orks with  their  customers  and  part- 
»rs.  Broadband  could  carry  it  to  a 
•w  level. 

A  case  in  point:  A  pharmaceutical 
impany  and  a  doctor  might  confer- 
ice  with  a  patient  network  to  come 
)  with  a  custom  prescription.  In- 
ead  of  selling  tablets,  the  pharma- 

utical  company  would  offer  a  ser-  

ce,  much  like  ge's  engine  contracts, 
nploying  pricing  mechanisms  that 

•n't  even  exist  today.  "In  the  future,  [companies]  will  no 
iger  get  paid  based  on  weight  or  volume  but  on  functions 
d  performance,"  says  Ghosh.  "Companies  have  to  ask,  Svhat 
the  product  I'm  selling?'  Industrial  companies  have  to  think 
out  \vhat  could  be  the  industrial  services,  and  how  do  I  lock 
e  customer  into  a  long-term  experience?' " 
One  thing  is  clear:  Technology  prowess  offers  no  guaran- 
e  of  performance  or  growth.  (Witness  the  drop-off  in  tech 
mpanies  on  this  year's  BW50  list.)  In  the  future,  even 
ch  warriors  that  survived  this  year's  cut — like  Oracle, 
in,  EMC,  and  Applied  Materials — will  have  to  be  at  their 
)st  vigilant.  As  if  things  weren't  already  tumultuous,  tech- 
logical  advances  that  are  now  crystal  clear  in  the  labora- 
ry  promise  to  wreak  havoc  with  some  of  today's  basic 
siness  premises.  Thanks  to  ever-shrinking  silicon  tech- 


nnovation 
is  the  pirate  ship  sailing 
into  the  yacht  club" 

—JOHN  JORDAN 
a  principal  at  Cap  Gemini  Ernst  &  Young 


nology  and  a  new  field  called  nano- 
technology,  researchers  are  experi- 
menting with  building  computers  at 
the  atomic  level,  creating  tiny  or- 
ganic-inorganic hybrid  machines  that 
will  be  woven  into  the  fabrics  of  our 
lives.  The  planet  may  be  blanketed 
in  a  new  species  of  chameleon  semi- 
conductor   chips    that    can    adapt 
themselves  on  the  fly  for  different 
kinds  of  computing  tasks.  Virtually 
everything  will  have  embedded  in- 
telligence. And  optical  computing 
will  mean  that  even  storage  devices  the  size  of  a  sugar 
cube  could  hold  the  equivalent  of  the  Library  of  Congress. 
Moreover,  we've  just  scratched  the  surface  in  life  sci- 
ences. Decoding  the  human  genome  will  open  new  vistas  for 
science,  but  even  more  life-altering  discoveries  are  ahead. 
Proteomics,  the  study  of  the  roughly  one  million  proteins  as- 
sembled by  our  genes  out  of  a  mere  20  amino  acids,  could 
mean  new  treatments  for  everything  from  Alzheimer's  to 
mad  cow  disease.  And  a  generation  or  two  from  now,  so- 
called  germline  intervention  will  allow  parents  to  thwart 
disease  before  their  offspring  are  born — allowing  them,  for 
better  or  worse,  to  custom-design  their  progeny. 

With  so  much  at  stake,  can  you  afford  not  to  be  an 
innovator? 

By  Amy  Cortese  in  New  York 


etting  a  BMW  has  never  been  easierTTeasing  a 
ailable  on  a  Certified  Pre-Owned  BMW  complete  with  a  warranty  for 
1  to  100,000  miles  or  6  years:  Only  at  an  authorized  BMW  center 
par  you.  Stop  Dreaming.  Start  Driving.'" 


bmwusa.com 
1-800-334-4BMW 


The  Ultimate 
Driving  Machine" 
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N  ORACLE  CORE'S  GLEAMING  campus  in 
the  heart  of  Silicon  Valley,  Lawrence  J.  Ellison 
heads  an  information  empire  that  pulled  in 
about  $2.3  billion  in  revenues  last  quarter.  The 
company  is  worth  about  $85.6  billion,  of  which 
Ellison's  personal  share  is  24.2%.  The  world's 
second-richest  man  after  William  H.  Gates  III, 
he  relishes  his  hands-on  involvement  in  Oracle. 
But  ask  Ellison  if  he  has  any  regrets  or  has 
ever  considered  another  vocation,  and  he  isn't 


mped  for  an  answer:  "If  I  were  21 
irs  old,"  he  says,  "I  would  go  into 
technology  or  genetic  engineering." 
d,  in  fact,  Oracle  has  become  the 
ding  supplier  of  database  tools  in 
life-sciences  sector. 
Uxactly     2,426     miles     away     in 
dcville,  Md.,  J.  Craig  Venter,  presi- 
t  and  chief  scientific  officer  of  Celera 
lomics  Corp.,  guides  visitors  through 
dimate-controlled   room  crammed 
h  Compaq  computers,  all  process- 
genetic  data  in  parallel.  Venter 
udly  calls  this  system  the  world's 
?t  powerful  nongovernment  super- 
lputing  facility.  And  it  deserves  a 
chunk  of  the  credit  for  Celera's 
i  ity  to  match  a  worldwide  consor- 
n  of  scientists  in  a  race  to  decode 
human  genome.  Venter  himself  was 
of  the  first  to  recognize  that  the 
e  business  is  a  data  business.  In- 
i,  two-thirds  of 
people  he  em- 
re    at    Celera 
software  engi- 
rs,  not  biolo- 
s.  "It  will  take 
sive  computing 
er  to  solve  the 
ogical  problems 
he  future,"  he 


It's  no  coincidence  that  Ellison  and 
Venter  share  a  passion  for  both  biology 
and  information  sciences.  These  once- 
separate  domains  are  flowing  together 
in  a  union  that  could  change  the  whole 
geography  of  high  technology — and  lead 
to  a  $43  billion  market  by  2004.  On 
one  side,  the  tsunami  of  information 
generated  by  the  Human  Genome  Pro- 
ject is  forcing  drug  companies  to  retool 
themselves  as  information  brokers. 
Their  survival  will  depend  on  finding 
new  ways  to  spin  gene  data  into  block- 
buster drugs. 

On  the  other  side,  beleaguered  com- 
puter and  software  companies  are 
searching  for  the  next  big  growth  mar- 
ket. For  them,  the  life-sciences  industry 
is  a  rapacious  animal,  howling  for  inno- 
vative technology.  The  computer  and 
software  companies  are  itching  to  sup- 
ply next-generation  networks,  database 


IT'S  THE  BUZZWORD  FOR  THE 
CONVERGENCE  OF  INFO  TECH 
AND  BIOLOGY:  BIOINFORMATICS. 
THE  GIANT  DRUGMAKERS  WILL 
BE  THE  FIRST  TO  CASH  IN 


plATICS 


tools,  and  other  goodies  the  drug  com- 
panies will  need  in  their  quest  for  new 
cancer  therapies,  a  cure  for  AIDS,  or 
treatments  for  Alzheimer's.  The  IT  gu- 
rus are  also  eager  to  test  their  new 
products  on  the  huge  computational 
problems — the  structure  of  proteins, 
the  interaction  of  chemical  com- 
pounds— that  are  so  common  in  biology. 
"It  is  symbolic  that  the  code  of  the  hu- 
man genome  has  been  broken  in  the 
year  2000,"  says  Sun  Microsystems 
Inc.  Chief  Scientist  William  N.  Joy. 
"The  21st  century  is  going  to  be  the 
real  Information  Age,  and  I  don't  mean 
the  Internet." 

CONVERGENCE.  Many  companies  on  this 
year's  BW50  list  already  grasp  that  IT 
plus  biology  equals  growth.  Server  and 
software  giant  Sun  Microsystems  has  a 
major  research  effort  in  "bioinformat- 
ics,"  a  buzzword  that  captures  the  con- 
vergence of  biology  and  IT.  EMC  Corp., 
a  world  leader  in  computer  storage, 
factors  biology  straight  into  its  long- 
term  market  projections.  Chief  Tech- 
nology Officer  James  B.  Rothnie  reck- 
ons individuals  or  insurers  will  soon 
require  vast  space  on  the  Net  to  store 
billions  of  bytes  of  personal  medical 
and  genetic  data.  And  in  the  pharma- 
ceutical camp,  Merck  &  Co.  scientists 
have  become  regular  computer  jocks, 
customizing  their  Oracle  databases  to 
organize  mountains  of  information  on 
drugs  moving  toward  clinical  trials. 
Down  the  road,  the  ability  to  succeed 
in  bioinformatics  could  be  a  key  crite- 
rion for  landing  on  the  BW50  list — not 
just  in  life  sciences  and  information 
technology,  but  for  chemicals,  agribusi- 
ness, and  some  other  areas  of  manu- 
facturing as  well. 

The  first  companies  to  cash  in  on 
bioinformatics  will  be  the  pharmaceuti- 
cal giants.  And  the  trend  couldn't  come 
at  a  better  moment.  On  average,  it 
takes  $500  million  and  14  years  to  go 
from  discovery  to  government  approval 
on  a  new  drug.  The  process  is  highly 
inefficient:  Nine  out  of  ten  compounds 
fail  in  human  tests.  On  top  of  all  that, 
the  flood  of  information  from  the  Hu- 
man Genome  Project  ramps  up  the 
competitive  pressure  to  test  more  com- 
pounds and  move  more  quickly. 

Information  technology  provides  the 
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only  means  for  drug  companies  to  au- 
tomate and  truncate  the  development 
process.  And  the  players  are  willing 
to  spend  big  money,  says  Pradip 
Banerjee,  a  senior  partner  with  Ac- 
centure  Consulting.  He  conservatively 
estimates  that,  as  a  group,  drugmakers 
are  shelling  out  more  than  $4  billion  a 
year  on  information  technology — and 
that  doesn't  include  money  spent  on 
hardware  such  as  servers.  That  num- 
ber could  quickly  grow  to  the  tens  of 
billions  as  clinics  and  doctors  begin  us- 
ing new  genetic  technologies  to  treat 
patients. 

Companies  use  information  technolo- 
gy in  radically  different  ways.  At 
Merck,  a  longtime  star  on  the  BW50,  it 
is  all  about  sharing  knowledge.  Richard 
A.  Blevins,  Merck's  bioinformatics  chief, 
has  spent  the  last  eight  years  making 
sure  that  information  contained  in  the 
company's  150  databases  can  be  ac- 
cessed by  each  of  the  company's  7000 
scientists.  This  organizational  feat  as- 
sures that  the  millions  of  pieces  of  data 
generated  by  each  experiment  can  be 
quickly  scrutinized  and  correlated  with 
billions  of  other  data  bits  streaming 
from  Merck's  other  labs.  Blevins  and 
his  staff  of  30  rely  on  a  system  of  in- 
terconnected Oracle  databases  to  man- 
age the  flow — and  it  works.  Looking 
at  the  data  in  real  time,  he  says,  allows 
company  scientists  to  make  fast  calls 
about  which  compounds  to  push  into 
development. 

Bristol  Myers-Squibb  Co.,  meanwhile, 
is  using  it  to  slash  redundancy.  "We 
can't  afford  to  repeat  experiments  any- 
more," says  Shawn  E.  Ramer,  vice- 
president  for  informatics,  so  scientists 
use  software  tools  to  track  all  research. 
bms  has  also  created  a  centralized  list 
of  procedures,  or  protocols,  to  be  fol- 
lowed in  an  experiment.  "This  way  sci- 
entists don't  have  to  spend  precious 
time  reinventing  an  assay  that  we  al- 
ready know  works,"  says  Ramer. 

Most  drug  execs  contend  that  it  is 
impossible  to  quantify  how  much  bioin- 
formatics contributes  to  the  bottom 
line.  But  anecdotes  suggest  its  value 
is  substantial.  Biotech  pioneer  Human 
Genome  Sciences  in  Rockville,  Md.,  for 
example,  credits  its  computer  system 
for  the  rapid  development  of  repifer- 
min,  a  much-heralded  protein  that  helps 
wounds  heal  and  is  now  in  clinical  tri- 
als. William  A.  Haseltine,  hgs's  chief 
executive,  says  the  IT  system  has  short- 
ened the  14-year  drug-development 
process  by  four  or  five  years,  allowing 


X-CHR0M0S0ME:  Celera  Genomics  credits  computers  that  ran 
around  the  clock  for  its  rapid  mapping  of  human  genomes 


hgs  to  get  drugs  into  human  clinical 
trials  for  one-tenth  of  the  costs 
shouldered  by  large  pharmaceutical 
companies. 

Increased  efficiency,  however,  is  only 
part  of  the  game.  To  hit  the  big  time, 
many  biotech  execs  believe  they  must 
lock  up  significant  amounts  of  intellec- 
tual property.  That  means  getting  re- 
sults that  can  be  patented  and  filing 
applications  aggressively.  So,  built  into 
Human  Genome's  it  system  is  a  pro- 
gram that  automatically  mines  the  com- 
pany's database  for  new  genetic  infor- 
mation. Each  patent  would  ordinarily 
take  a  team  of  scientists  and  lawyers 
weeks  to  prepare  and  file.  But  at  hgs, 
the  software  can  produce  up  to  400 
new  applications  a  month.  To  date,  the 
company  has  applied  for  7,000  patents 
on  human  genes,  165  of  which  have 
been  issued.  Until  HGS  tries  to  collect 


quest  for  genomic  knoj 
edge    had    progress 
in  mid-February.  Ths 
when  Craig  Venter 
nounced  that  his  compa 
had  successfully  asse 
bled  3  billion  units  of 
human  genome — pairsi 
nucleosides     that     fo| 
dna's  double  helix- 
an  organized  unit  that 
be  combed  for  bioloj 
insights.      Eugene 
Myers,  Celera's  vice-pr 
ident  for  informatics 
search,  compares  the  cl| 
lenge  to  assembling  "a  40  million-p 
jigsaw  puzzle  where  all  the  pieces 
like  sky."  Celera  made  this  scient) 
feat  look  effortless.  One  essential  | 
gredient:  row  upon  row  of  top- 
Compaq  computers  linked  together| 
a  network. 

Having  roughly  delineated  the  bod 
30,000  genes,  Venter's  group  has| 
ready  moved  on  to  the  next,  and 
larger,  hurdle:  identifying  and  chad 
terizing  each  of  the  body's  1  mini 
odd  proteins.  To  accomplish  this,  Cel 
has  joined  forces  again  with  Com| 
Computer  Corp.,  as  well  as  with 
Energy  Dept.,  to  build  a  supercomj 
er  that  links  together  thousands 
processors  capable  of  running  100 
lion  operations  per  second,  500,1 
times  faster  than  the  typical  desktd 
Compaq  earned  bragging  rightsj 
helping  Celera  power  the  first  pi 


BIOLOGY  EQUALS  GR0WT 

Life  sciences  and  IT  are  a  near-perfect  match.  Medical  research  has  become  an  information 

game  and  IT  companies  are  eager  to  meet  the  needs  of  drug  companies. 

The  union  is  spawning  innovative  technologies  that  will  launch  future  BW50  companies. 


ORACLE  CORP. 

SUN  MICROSYSTEMS  INC. 

MERCK  &  CO. 

CELERA  GENOMICS  CORP.* 


Large-capacity  data  storage  devices 
Database  software;  e-business  tools 

Software  for  networked  computing;  large  server  computers 

Internal  R&D;  spinning  IT  and  biotech  into  drug  development 
Ability  to  pair  massive  computing  power  with  innovative  software 
Supercomputing;  database  software;  consulting 


fees  from  other  companies  that  use  its 
ideas  or  materials,  nobody  will  know 
what  these  patents  are  actually  worth. 
But  the  fruit  of  intensive  bioinformatics 
isn't  just  intellectual  property — it's 
knowledge. 

Celera  showed  how  fast  and  far  the 


of  its  genomic  initiative.  Now  othe 
giants  are  coming  on  strong.  Motoj 
Inc.  and  Agilent  Technologies  Inc 
Hewlett-Packard  Co.  spin-off)  are 
panding  from  semiconductor  chipJ 
DNA  chips.  IBM,  Sun,  and  Oracle,  m\ 
while,  are  developing  new  types  of 
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work  and  database  software  to  fit  the 
needs  of  drug  companies. 

The  reason  for  this  sudden  feeding 
frenzy?  Sales  growth.  Although  ana- 
lysts estimate  that  bioinformatics  will 
grow  into  a  $2  billion  dollar  industry  in 
the  next  five  years,  most  IT  companies 
believe  the  payoffs  will  be  much  higher. 
An  internal  study  commissioned  by  IBM, 
for  instance,  predicts  that  when  the 
markets  for  high-performance  comput- 
ing, storage,  and  e-commerce  combine 
with  that  of  data  management,  the 
worldwide  market  for  IT  products  and 
services  in  the  life-sciences  sector  will 
swell  to  $43  billion  by  2004.  Looking  at 
these  kinds  of  numbers,  "now  is  not 
the  time  to  think  small,"  says  Caroline 


stable  enough  to  handle  these  vast  data 
flows  means  rethinking  both  basic  net- 
work design  and  the  software  required 
to  run  them,  says  Steven  A.  MacKay, 
Sun's  chief  systems  architect.  "We're 
running  out  of  brute-force  methods." 

And  this  is  where  biology  makes, 
perhaps,  its  greatest  contribution  to  it. 
It  supplies  new  metaphors  for  future 
software  and  network  architectures. 
IBM,  for  instance,  took  its  cue  from  bi- 
ology when  designing  its  next  genera- 
tion supercomputer  Blue  Gene.  Twelve 
to  fifteen  times  more  powerful  than  to- 
day's top  supercomputer,  Blue  Gene 
houses  a  million  processors,  each  capable 
of  performing  a  billion  operations  per 
second.  With  that  many  processors  and 


0W  IS  NOT  THE  TIME  TO  THINK  SMALL,"  SAYS 
AN  IBM  EXEC  OF  THE  LIFE  SCIENCES  MARKET 


A.  Kovac,  vice-president  of  IBM's  Glob- 
al Life  Sciences  Business  Unit. 
PETABYTES.  The  market,  clearly,  is 
tempting  to  it  companies.  But  so  is 
the  chance  to  test-drive  their  latest 
gear  on  some  of  science's  knottiest 
problems.  The  Human  Genome  Project 
was  an  eye-opener,  says  Sia  Zadeh,  di- 
rector of  Sun's  Life  Science  Initiative. 
But  computationally,  it  was  nothing 
compared  with  understanding  what 
happens  to  individual  molecules  within 
a  cell.  Analyzing  phenomena  such  as 
the  interaction  between  a  hormone  and 
a  protein  in  a  muscle  cell,  for  instance, 
will  require  databases  that  are  at  least 
an  order  of  magnitude  bigger  than  any- 
thing used  during  the  genome  project. 
"We  just  moved  from  gigabyte  to 
terrabyte,"  says  Zadeh — referring  to 
databases  holding  1  billion  and  1  trillion 
bytes,  respectively.  "But  these  new 
technologies  call  for  petabytes 
[quadrillions  of  bytes],"  he  says.  He 
notes  that  is  greater  capacity  than  any 
government  research  program  or  other 
industry — including  energy,  retail,  or 
finance — requires. 

Not  only  are  life-science  companies 
generating  lots  of  data  but  they  are 
doing  so  at  exponential  growth  rates. 
Companies  like  Merck  and  Celera  will 
eventually  need  to  push  petabytes  of 
data  around  their  computer  networks  in 
just  a  few  seconds.  Designing  networks 


-1 


DNA  SEQUENCE:  Life  sciences  companies  will  someday 
petabytes  [quadrillions  of  bytes]  of  data  around  their  com 


complex  software,  glitches  are  inevitable. 
So  IBM  is  designing  the  system  to  diag- 
nose and  heal  itself.  According  to  Ajay  K. 
Royyuru,  a  molecular  biologist  at  IBM's 
computational  biology  center,  once  Blue 
Gene  detects  an  error,  the  failed  compo- 
nent will  be  isolated,  and  its  software 
will  automatically  reconfigure  the  sys- 
tem to  work  without  it. 

Blue  Gene's  first  assignment  will  be 
to  tackle  one  of  biology's  toughest  com- 
putational problems:  Predicting  the 
structure  of  a  protein  from  its  building 
blocks — complicated  strings  of  amino 


acids  that  contain  thousands  of  ator 
When  these  molecules  are  formed  ir 
cell,  they  fold  themselves  into  exact 
the  right  configuration  in  a  matter 
seconds.  But  with  large  proteins, 
existing  computer  is  powerful  enoud 
to  predict  the  exact  pattern  of  folds!] 
The  applications  for  self-healing  sj 
terns  like  Blue  Gene  extend  far  beyoJ 
protein  folding  to  astrophysics,  finanij 
and  weather  prediction.  Says  IBM's  KovJ 
"This  system's  unique  architecture 
move  the  industry  one  step  closer 
non-stop  computing." 

As  the  worlds  of  biology  and  IT  cq 
verge,  there  will  be  growing  pains.  Ol 
of  the  trickiest  issues:  patents.  Some  [ 
the  smartest  minds  in  the  fields  of  s| 
ence  and  law  are  loci 
in    combat    over   issi 
of  intellectual  proper| 
openness  of  scientific 
search,   and   the   publ 
good.    In   the    last    fi| 
years  the  U.S.  patent 
fice  has  received  nea^ 
90,000  applications  for 
elusive  rights  to  gen| 
parts  of  genes,  and 
manner  of  molecular  co| 
pounds.  And  while  si 
land-grabbing  provokej 
visceral  negative  reactj 
from   the   public,   drif 
company  execs  insist  tl| 
patents  are  essential 
the  advancement  of  ml 
icine.  Biologists  are 
customed    to   these 
bates;  now,  by  hitch^ 
their  wagons  to  life- 
ence  companies,  it  plj 
ers  may  be  dragged  ii 
the  thick  of  it  as  well.l 
Despite  the  challend 
ahead,  the  union  of  hi 
tech  and  biotech  is  si 
to  unleash  new  tools 
products     that    canr 
even  now,  be  imagined.  As  life-sciej 
companies  struggle  to  understand 
use  the  billions  of  bits  of  informat 
they  are  generating,  IT  companies 
eager  to  meet  the  demands  of  this 
market.  After  all,  future  computing) 
lutions  will  require  huge  scale.  TacW] 
biology's  most  difficult  computatk 
dilemmas  today  is  one  way  IT  cor 
nies    can    prepare    themselves 
tomorrow. 

By  Ellen  Licking  in  New  York,  ^ 
John  Carey  in  Washington  and 
Kerstetter  in  San  Mateo,  Calif. 
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TODAY,  THEY  MAY  BE 
JUSTGLEAMSIN 

THE  EYES  OF 

SCIENTISTS.  BUT 
TOMORROW,  THESE 
TECHNOLOGIES 
COULD  FORM  THE 
FOUNDATIONS 
OFTHE  BUSINESS 
ELITE 


THAT  WILL 

CHANGE 

OUR  LIVES 


No  one  denies  that  computers  are  speedy  critters. 
For  some  chores,  though,  faster  is  always  better.  So  com- 
puter scientists  are  hatching  a  novel  concept  that  could  in- 
crease number-crunching  power — and  trim  costs  as  well. 
Call  it  the  chameleon  chip. 

Today's  microprocessors  sport  a  general-purpose  design, 
which  is  both  good  and  bad.  Good:  One  chip  can  run  a 
range  of  programs.  That's  why  you  don't  need  separate 
computers  for  different  jobs,  such  as  crunching  spread- 
sheets or  editing  digital  photos.  Bad:  For  any  one  applica- 
tion, much  of  the  chip's  circuitry  isn't  needed,  and  the 
presence  of  those  "wasted"  circuits  slows  things  down. 
Suppose,  instead,  that  the  chip's  circuits  could  be  tailored 
specifically  for  the  problem  at  hand — say,  computer-aided 
design — and  then  rewired,  on  the  fly,  when  you  loaded  a 
tax-preparation  program.  One  set  of  chips,  little  bigger 
than  a  credit  card,  could  do  almost  anything,  even  changing 
into  a  wireless  phone.  The  market  for  such  versatile  mar- 
vels would  be  huge,  and  would  translate  into  lower  costs 
for  users. 

Chameleon  chips  would  be  an  extension  of  what  can  al- 
ready be  done  with  field-programmable  gate  arrays  (fpgas).  An  fpg; 
covered  with  a  grid  of  wires.  At  each  crossover,  there's  a  switch  that 
be  semipermanently  opened  or  closed  by  sending  it  a  special  sigrj 
Usually  the  chip  must  first  be  inserted  in  a  little  box  that  sends  the 
gramming  signals.  But  now,  labs  in  Europe,  Japan,  and  the  U.  S.  are 
veloping  techniques  to  rewire  FPGA-like  chips  anytime — and  even  softwj 
that  can  map  out  circuitry  that's  optimized  for  specific  problems.  The  ch 
still  won't  change  colors.  But  they  may  well  color  the  way  we  use  ccj 
puters  in  years  to  come. 
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We  all  desire  perfect  lives  for  our  children.  So  is  there  anything  wrong  with  giving  the 
every  edge  we  can  afford  to  ensure  their  success,  be  it  sending  them  to  the  best  private  schools  or  hi 
ing  top  tennis  pros  to  train  them?  What  about  removing  genetic  flaws  before  they're  born? 

Deciding  how  and  when  to  meddle  with  genes  may  raise  the  most  difficult  ethical  questions  facir 
humankind  in  the  third  millennium.  Now  that  the  human  genome  has  been  deciphered,  it  won't  be  loi 
before  parents  try  to  take  the  guesswork  out  of  bearing  children.  Already,  several  doctors  have 
nounced  efforts  to  attempt  human  cloning,  making  an  exact  genetic  copy  of  anyone  who  hands  over  1 
or  her  dna.  Other  scientists  are  furiously  working  to  perfect  "germline"  engineering,  in  which  a  gei 
would  be  permanently  removed,  added,  or  altered  in  an  embryo,  ensuring  that  certain  genetic  trai 
would  or  would  not  be  replicated  in  all  future  generations. 

Surprisingly,  cloning  has  already  gained  support  from  some  doctors  and  ethicists  as  an  infertili 
treatment  of  last  resort.  Germline  engineering,  though,  raises  more  concerns.  It  may  sound  okay  f 
parents  with  deadly  hereditary  diseases  to  pluck  out  the  offending  gene  from  an  embryo.  But  whe 
might  that  lead?  Deep-pocketed  parents  could  use  the  same  technology  to  modify  children  in  all  soi 
of  ways,  attempting  to  add  genes  for  athletic  prowess  or  intelligence,  creating  a  social  divide  of  gene 
haves  and  have-nots.  Princeton  University  biologist  Lee  M.  Silver  even  predicts  that,  far  down  the  ro; 
we  could  end  up  with  a  new  race  of  reengineered  people  who  might  not  be  able  to  breed  with  tb 
whose  genetic  makeup  was  left  to  chance.  Don't  be  surprised  if  another  Cabinet  post  is  created  to  n 
ulate  all  this:  Secretary  of  Human  Nature. 


The  decoding  of  the  human  genome  has 
barely  been  completed  but  already  scientists  are  delving 
into  biology's  next  challenge:  proteomics,  the  large-scale 
study  of  proteins.  The  goal  is  to  understand  the  functions 
of  the  million  or  so  proteins  in  the  human  body.  With  this 
knowledge,  researchers  say  they  can  devise  treatments  to 
diagnose  and  eventually  eliminate  many  diseases. 

Mapping  the  human  proteome  is  a  monumental  task.  It 
will  require  hundreds  of  millions  of  dollars  in  investment 
and  untold  trillions  of  computations.  The  molecular  con- 
trasts tell  the  whole  story:  The  human  genome  is  made  of 
dna — simple,  linear  molecules  containing  just  four  basic 
constituents.  Proteins,  on  the  other  hand,  are  exquisitely 
complicated  structures  wrought  from  20  different  building 
blocks  called  amino  acids.  These  molecules  fold  their  hun- 
dreds of  thousands  of  atoms  into  precise  configurations  that 
can  perform  specific  cellular  tasks — building  cellular  structures,  for 
ample,  or  charging  into  the  bloodstream  as  disease-fighting  antibodJ 

The  natural  origami  underlying  large  proteins  such  as  Factor  Vj 
(left) — a  common  clotting  factor  in  the  blood — is  so  complex  that 
entists  cannot  yet  predict  the  pattern,  even  with  the  help  of  the  m| 
powerful  supercomputers.  But  solving  the  protein-folding  mystery 
yield  insights  into  numerous  diseases,  including  Parkinson's,  Al/Jioinu 
and  mad  cow.  And  the  more  they  learn  about    proteins,  the  clo| 
they  come  to  curing  killers  such  as  breast  cancer  and  diabetes. 
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Clever  mathematical  tech- 
niques are  the  foundation  of  in- 
creasingly realistic  computer 
models  and  simulations.  Now, 
math  research  is  on  the  verge  of 
creating  tools  that  mathemati- 
cians hope  will  cut  two  ways: 
help  scientists  unlock  explanations  to  many  phenomena  that  remain  mysterious  and  produce  new 
modeling  systems  that  could  revolutionize  product  development  and  manufacturing.  All  this  could 
be  coming  from  fractals,  those  crinkly  lines  that  look  the  same  no  matter  how  much  they're  mag- 
nified. "Fractal"  is  the  term  mathematicians  use  for  patterns  that  repeat  on  all  scales— like  the  spikes 
on  a  fern  leaf  that  could  be  tiny  copies  of  the  fern  itself. 

Fresh  research  indicates  that  such  recurring  patterns  may  be  more  fundamental  in  nature  than  had 
been  thought.  If  the  new  insights  can  be  captured  in  fractal  algorithms,  science  could  gain  extraor- 
dinary new  powers.  The  same  basic  formulas  could  be  "exploded"  in  scope  to  help  scientists  better  un- 
derstand large-scale  systems  such  as  the  influence  on  climate  from  patterns  of  sunlight  reflecting  off 
the  ocean's  surface.  And  they  could  predict  traffic  flows  on  the  Internet,  or  on  physical  highways.  Con- 
versely, "imploding"  the  formulas  would  adapt  them  for  small-scale  use,  such  as  the  behavior  of  mol- 
ecules. That  could  save  time  in  R&D  by  pointing  out  which  avenues  are  more  promising.  Designers  and 
engineers  could  update  near-perfect  models  to  speed  their  work  on  new  products  and  processes. 


OFF-PIANET  PRODUCTIO 


Orbiting  220  miles  above  the  Earth,  the  International  Space  Station  offers  more  than  just  a  sp 
tacular  view.  It  also  gives  scientists  the  chance  to  conduct  research  in  the  near  absence  of  gr; 
ity.  The  result  could  be  everything  from  new  plant  varieties  to  important  new  synthetic  materi; 

Gravity,  it  turns  out,  is  such  a  strong  a 
pervasive  force  that  it  masks  many  interest: 
physical  properties,  including  those  related 
combustion.  In  the  space  station,  where  gr; 
ity  has  only  one-millionth  the  strength  it  1 
on  Earth,  hot  gases  do  not  rise,  so  flames 
spherical  and  stable — and  thus  easier  to  st 
Such  flames  can  be  used  to  create  novel  "c< 
bustion-synthesized"  materials.  One  such 
terial  is  a  ceramic  that  could  serve  as  an 
ficial  bone.  Powders  are  mixed  and  ignited) 
make  the  material,  which  is  much  more 
form  when  made  in  microgravity  than  w 
made  on  Earth. 

Researchers  have  also  found  that  a  rose 
rose  is  a  rose — except  when  it's  grown 
space.  A  rose  carried  aboard  a  199S  shu 
flight  had  a  different  scent  than  roses  grow 
Earth.  That  heavenly  fragrance  was  later  s 
thesized  on  Earth  and  has  already  been  usee 
a  commercial  perfume. 
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In  just  15  or  20  years,  conventional 
transistors  and  circuits  will  be  so  small  that  they 
will  bump  into  physical  limits,  bringing  the  current 
progress  in  computing  to  a  halt.  But  there's  a  revo- 
lutionary approach  waiting  in  the  wings:  nanotech- 
nology.  The  idea  is  to  build  far  tinier  devices  out  of  in- 
dividual atoms  and  molecules,  mainly  by  using  the 
clever  trick  of  instructing  them  to  assemble  them- 
selves. In  this  realm  of  the  ultrasmall,  the  strange 

laws  of  quantum  mechanics  cause  bizarre  phenomena,  such  as  electrons  mysteriously  tunneling  through 
insulating  barriers.  Such  strangeness  would  wreak  havoc  with  miniature  conventional  computers,  but  can 
be  exploited  to  do  radical  new  types  of  computing  or  other  tasks.  "Nanotechnology  is  a  big  idea — a  con- 
tender, with  genomics,  for  changing  the  world,"  says  Harvard  University  chemist  George  M.  Whitesides. 

No  one  yet  knows  what  that  world  will  look  like.  "In  20  years,  we  will  be  using  technology  we've  not 
even  dreamed  of  now,"  says  Cherry  A.  Murray,  head  of  physical  sciences  research  at  Lucent  Technolo- 
gies' Bell  Laboratories.  But  visionaries  are  beginning  to  exploit  the  properties  of  molecules  like  bucky- 
balls  (above),  which  are  made  up  of  interlocking  atoms  of  carbon.  Researchers  are  building  wires  made 
from  individual  molecules  and  devices  that  work  with  the  movement  of  single  electrons,  the  first  steps 
to  supercomputers  on  a  thumbnail,  or  shirt-button-size  memories  that  could  store  all  of  human  knowledge. 

In  medicine,  nanoparticles  are  being  used  to  probe  the  workings  of  cells.  Eventually,  nanoprobes  could 
spot — or  even  fix — glitches  in  single  cells,  turning  genes  on  or  off  to  conquer  disease.  And  the  ability 
to  build  things  molecule  by  molecule  opens  the  door  to  nanofactories.  A  box  on  your  desktop  could  dial 
up  a  database,  download  specifications,  and  then  make  everything  from  computers  to  toasters. 


PSEUDQ  SENSES 


Virtual  reality  is  neat,  but  virtualized  reality  will  be  still  better. 
There  was  a  hint  of  what's  coming  during  last  January's  Super  Bowl  game, 
when  30-odd  video  cameras  were  synchronized  to  produce  Matrix-like  re- 
plays, using  technology  developed  at  Carnegie  Mellon  University,  cbs  is  work- 
ing to  refine  the  system,  and  eventually  viewers  may  be  able  to  ride  a  football 
on  its  way  from  quarterback  to  receiver,  as  well  as  sit  next  to  their  favorite  jazz 
pianist  during  a  performance. 

Then  comes  the  real  fun.  Drawing  on  the  computational  sea  that  will  envel- 
op tomorrow's  world,  technology  will  spawn  alternate  realities.  Michael  L. 
Dertouzos,  head  of  the  Laboratory  for  Computer  Science  at  Massachusetts 
Institute  of  Technology,  predicts  that  virtualized  reality  will  restore  the  sense  of 
shared  community  that  people  had  before  we  began  sequestering  ourselves  in 
front  of  TV  sets  and  computer  screens.  Only  this  time,  communities  won't  be  de- 
fined by  physical  proximity.  Geography  will  become  immaterial.  For  example, 
nanoscale  sensors  and  simulators  could  relay  all  the  sensations  of  being  in 
California's  Muir  Woods.  Dozens  of  fellow  bird  watchers  could  be  gathered 
among  the  sequoias  with  you,  observing  native  species.  When  you  must  physi- 
cally travel  far  from  home,  an  array  of  pseudo  senses  could  enable  intimate  en- 
counters with  your  lover,  indistinguishable  from  reality.  For  amusement,  there 
would  be  a  library  of  adventure  experiences.  Instead  of  watching  a  travelogue 
about  the  South  Pacific,  you'd  wirelessly  download  signals  that  would  provide  all 
the  pleasant  sensations  of  walking  along  a  beach  in  Tahiti.  No  doubt,  some  peo- 
ple will  still  want  the  job  of  recording  the  original  sensations. 
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MOUNTAINS  OF  DATA 

■VIRTUAL 


PROSPECTING 


RADIATION:  Data-mining 
program  does  better  than  doctors 
when  controlling  this  Gamma  Knife 


Just  over  a  century  ago,  on  Jan.  10,  1901,  a  gusher  of  oil  erupt- 
ed from  a  well  on  Spindletop  Hill  near  Beaumont,  Tex. — by  far 
the  biggest  strike  the  world  had  ever  seen.  Almost  overnight, 
black  gold  became  the  capital  that  funded  the  growth  of  pow- 
erful corporate  empires  and  paved  the  way  for  the  automobile. 
But  these  days,  petroleum  engineers  are  more  likely  to  hit 
ay  dirt  in  Texas  warehouses  stuffed  to  the  rafters  with  magnetic 
ipes.  "Those  tapes  contain  a  lot  of  information  that  was  poorly  looked 
;,"  says  Michael  J.  Zeitlin,  chief  executive  of  Magic  Earth  Inc.  "You 
mid  find  a  lot  of  oil  in  there  with  today's  technology." 

He's  talking  about  data  mining,  his  Houston  in  1999  alone 
company's  specialty.  Data  mining  harnesses  artificial 
intelligence  and  slick  statistical  tricks  to  unearth  in- 
sights hiding  inside  mountains  of  data.  The  soft- 
ware is  so  thorough,  and  so  clever  at  spotting  sub- 
tle relationships  and  associations,  that  it  regularly 
makes  fresh  discoveries.  The  results  can  point  to 
new  business  opportunities,  novel  products,  and 
better  manufacturing  processes — especially  when 
the  results  are  presented  graphically,  by  means  of 
sophisticated  visualization  systems.  Since  the  mid- 
1990s,  data  mining  has  taken  root  in  industry  after 
industry  (table,  page  186).  "This  is  basically  be- 
coming a  business  imperative,"  declares  Harry  R. 
Kolar,  head  of  strategy  at  IBM's  business  intelligence 
unit.  "It's  coming  up  everywhere,  because  infor- 
mation sources  have  just  gone  crazy." 

Human  minds  simply  can't  cope  with  the  tor- 
rents of  data  unleashed  by  computers  and  the 


Internet.  Scientists  at  the 
University  of  California 
at  Berkeley  recently 
plumbed  this  flood,  and 
the  numbers  they  calcu- 
lated are  dumbfounding. 
All  the  information  ever 
produced  since  mankind 
began  painting  pictures  in 
caves  and  writing  on  pa- 
pyrus comes  to  roughly 
18  exabytes.  That's  18  fol- 
lowed by  18  zeros.  But 
what's  really  crazy  is  that 
12%  of  it  was  generated 
And  two-thirds  of  that,  or  1.5 
exabytes,  was  digital. 

SECRECY.  Among  this  year's  Top  50  elite,  more 
than  one-third  are  energy  and  finance  companies. 
Those  two  sectors  just  happen  to  be  two  of  the 
pioneers  of  data-mining  technology.  Now,  it  would 
be  a  stretch  to  assume  that  Amerada  Hess  and 
Phillips  Petroleum,  or  Capital  One  and  Morgan 
Stanley  Dean  Witter,  made  the  list  because  of 
data  mining.  The  technology  is  still  fairly  new,  af- 
ter all.  But  there's  little  doubt  it  is  becoming  a  lu- 
crative asset  in  the  battle  for  market  share.  Many 
companies  refuse  to  discuss  details,  presumably 
for  fear  of  tipping  off  rivals. 

At  Texaco  Inc.,  data  mining  has  clearly  paid  off 
in  a  big  way.  It  played  a  key  role  in  discovering 
the  huge  Agbami  oil  field  off  the  coast  of  Nigeria, 
containing  an  estimated  1.45  billion  barrels  of  oil. 
The  telltale  signs  of  oil  were  spotted  by  re- 
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assessing  seismic  data  with 
Texaco's  GeoProbe  data-mining 
system,  which  uses  animated 
images  to  help  geologists  sift 
out  salient  features.  Tradition- 
al methods  with  static  images 
had  missed  the  oil.  Test  wells 
in  1999  and  2000  confirmed  it 
was  a  major  deposit,  and 
Agbami's  potential  value  prob- 
ably was  a  factor  in  Chevron 
Corp.'s  $35.2  billion  takeover 
of  Texaco  last  October. 

In  finance,  even  small  banks 
are  joining  the  action.  Two 
years  ago,  Dallas  Teachers 
Credit  Union  decided  to  be- 
come a  full-fledged  community 
bank.  But  where  to  build  the 
branch  that  would  launch  the 
initiative?  "We  had  to  get  it 
right  the  first  time,"  says  Jerry 
Thompson,  dtcu's  chief  infor- 
mation officer.  "Competitors 
won't  cut  you  any  slack." 

So  Thompson  called  in  IBM's 
data  miners  to  help  comb 
through  demographic  data.  One 
target:  pockets  of  people  who 
might  open  checking  accounts. 
To  bankers,  that's  "cheap  mon- 
ey," he  notes.  When  dtcu  ana- 
lyzed its  customer  data,  out 
popped  a  big  surprise:  "If  a 
branch  was  within  a  10-minute 
drive,  we  had  a  checking  ac- 
count. But  if  the  drive  was  WA 
minutes,  we  didn't.  It  was  that 
stark,"  says  Thompson.  Plot- 
ting 10-minute  drives  around 
prospective  sites  produced 
very  irregularly  shaped  mar- 
kets, he  adds.  "That's  some- 
thing you  wouldn't  have  got- 
ten from  a  spreadsheet." 
SEISMIC  SCREENS.  Last  November, 
DTCU  opened  the  branch  in  north  Dal- 
las. It  turned  profitable  in  only  90  days. 
Normally,  a  new  branch  takes  a  year  to 
climb  into  the  black,  says  Thompson. 
"Needless  to  say,  we  have  already  en- 
trusted the  computer  with  selecting 
our  next  branch  location." 

To  help  Texaco  spot  pockets  of  oil, 
Magic  Earth's  Zeitlin  headed  the  team 
that  built  the  first  theater  for  data  min- 
ing in  1996  (Texaco  spun  off  the  tech- 
nology last  year  to  Zeitlin  and  nine 
members  of  his  crew).  It  features  a  25- 
foot-wide,  9-foot-tall  screen  on  which 
seismic  data  are  projected  by  a  super- 
computer from  Silicon  Graphics  Inc.  sgi 
installed  the  next  big-screen  center  in 


Predict  which  customers  will  buy  new  policies. 
Identify  behavior  patterns  that  increase  insurance 
risk.  Spot  fraudulent  claims. 


Optimize  product  design,  balancing  manufac- 
turability  and  safety.  Improve  shop-floor  schedul 
ing  and  machine  utilization. 


Rank  successful  therapies  for  different  illnesses 
Predict  drug  efficacy.  Discover  new  drugs  and 
treatments. 


Analyze  seismic  data  for  signs  of  underground 
deposits.  Prioritize  drilling  locations.  Simulate 
underground  flows  to  improve  recovery. 


Discern  buying-behavior  patterns.  Predict  how 
customers  will  respond  to  marketing  campaigns 


Optimize  distribution  schedules  and  vehicle  use 
Analyze  loading  patterns  for  trucks  and  railcars. 

Data:  IBM.  Silicon  Graphics  Inc. 


1997,  at  Atlantic  Richfield  Co.,  now  part 
of  BP  Amoco.  Occidental  Oil  &  Gas  Corp. 
was  among  the  25  companies  to  get  one 
in  1998 — and  it  has  slashed  the  time  for 
making  drill/no-drill  decisions  from 
weeks  to  hours.  Today,  100-odd  SGl-pow- 
ered  facilities  are  sprinkled  around  the 
global  oil  industry.  Chevron  has  four. 

SGI  dominates  the  visualization  scene 
because  its  computers  make  the  data 
come  alive,  as  an  interactive  movie. 
Geologists  can  swoop  through  subter- 
ranean rock  formations  that  are  color- 
coded  to  highlight  underground  chan- 
nels and  changes  in  rock  density.  When 
the  data  are  transformed  into  moving 
images,  "something  magical  happens," 
says  Zeitlin.  "Details  you  didn't  notice 
before  suddenly  pop  out  at  you."  He 


believes  moving  images  tap 
primordial  part  of  the 
Prehistoric  humans  beca 
conditioned  to  pay  special 
tention  to  things  in  motion, 
says.  "It's  what  saved  our  ea 
ly  ancestors  from  being  eate 
by  Africa's  lions." 

Other  times,  just  the  she< 
size  of  the  image  makes  tl 
difference.  That  happened 
Lawrence  Livermore  Nation 
Laboratory  in  1999,  says  Ter 
M.  Quinn,  assistant  head  of  s( 
entific  computing.  For  days, 
physicist  had  searched  h 
desktop  display  in  vain  for  t 
software  glitch  that  was  ca 
ing  a  bomb-related  simulati 
to,  well,  bomb.  Then  he  r 
the  top-secret  simulation 
Livermore's  sgi  system — a 
spotted  the  error  in  minutes) 

To   bring   data   mining 
mainstream    markets,    thr 
Microsoft  Corp.  managers 
cushy     jobs     and     found 
digiMine  Inc.  in  March,  20 
The  startup's  ceo,  Usama 
Fayyad,   got   fed   up   with 
string  of  data-mining  failur 
Microsoft  was  working  on  pi 
projects   with   several   lar 
companies,  "and  they  all  s; 
the  technology  was  like  magi 
recalls  Fayyad.  But  within 
few  months,   the   operatio 
would    begin    decaying.    T 
databases  weren't  kept  up 
date,     so     they     "effectiv 
turned  into  large,  glorious, 
pensive  data  tombs,"  he  say 
Lack  of  talent  was  the  ch 
problem.  Programmers  and 
gineers  with  experience  in  artificial 
telligence  and  advanced  statistics 
not  easy  to  find.  So  Fayyad  figur 
many  companies  would  willingly  sh 
out  $10,000  a  month  to  get  the  wh 
show  taken  off  their  hands — maintain! 
a  database,  mining  it  for  key  measun 
and  providing  online  reports.  He  hop 
his  Bellevue  (Wash.)  venture  could 
tract  10  customers  in  year  one.  Actu 
ly,  digiMine  ended  up  with  30,  includi 
Nordstrom,  etrieve,  and  Dialpad.co 
Next,  Fayyad  wants  to  branch  out  i 
manufacturing — an  area  where  he 
joyed  some  success  at  Microsoft.  Har 
Semiconductor  and  Hughes  Electron 
use  data  mining  to  unmask  the  caus 
of  problems  in  factories. 

Perhaps  no  group  is  being  info 
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meeting  of  the  minds  with 
Datalink  would  lead  to  all  this 
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n  ingenious  data  backup/recovery 
strategy  using  VERITAS  NetBackup'" 
software  for  your  enterprise. 


Which  meant  the  new  business 
could  retrieve  the  pitch  at  1 0  a. 
and  catch  an  earlier  flight. 
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undated  more  than  scientists.  The  vol- 
ume of  research  getting  published  on- 
line is  skyrocketing.  Now,  help  is  on 
the  way  thanks  to  data  mining.  For 
example,  a  team  led  by  Kurt  D.  Bol- 
lacker  at  NEC  Research  Institute  in 
Princeton,  N.J.,  has  developed  Cite- 
Seer,  a  program  smart  enough  to  rank 
the  importance  of  new  scientific  papers 
on  the  Web,  in  part  by  evaluating  the 
number  and  significance  of  the  citations 
and  links  to  other  papers. 
201  BEAMS.  Data  mining  also  promises 
to  help  scientists  do  their  jobs,  judging 
from  the  results  of  a  contest  at  the 
University  of  Maryland  School  of  Med- 
icine. It  pits  a  neurosurgeon  against  a 
data-mining  program.  The  challenge  is 
to  devise  a  plan  for  treating  a  brain 
tumor  with  radiation.  While  eyeballing 
X-ray  slices  of  the  patient's  brain,  the 
surgeon  mentally  packs  the  tumor  with 
as  many  buckshot-size  doses  of  radiation 
as  possible.  Then  he  decides  how  to  de- 
liver the  radiation,  using  201  beams  on 
the  inside  of  a  giant  helmet  (photo,  page 
185) — part  of  the  Gamma  Knife  system 
from  Elekta  Instrument. 


MAPPING  CLUSTERS:  Researchers  at  Britain's  University  ot  Birmingham  have 
developed  software  that  categorizes  knowledge  into  broccoli-like  clusters 


After  the  computer  runs  through  the 
same  process,  the  neurosurgeon  picks 
the  better  plan.  Since  the  trial  started 
in  January,  "the  doctor  has  tossed  out 
his  own  plan  every  time  and  used  the 
computers,"  boasts  Michael  C.  Ferris,  a 
computer  scientist  with  the  University 
of  Wisconsin's  Data  Mining  Institute. 
Ferris  developed  the  software  with 
David  M.  Shepard,  a  former  student 
who  now  works  as  a  medical  physicist 


at  the  UniversH 
of  Maryland. 

So  far,  the  bul 
of  these  nasceJ 
data-mining  app| 
cations  has  bee 
painstakingly  dj 
veloped  in-houl 
at  companies  hi 
Texaco.    On    tfl 
Web,  though,  tlj 
technology 
spreading  rapid) 
Web  sites  use 
to   analyze   the 
visitors'  behavij 
and    tailor 
tomer  service  or  suggest  related  lir 
Such  software  is  available  from  scorl 
of  vendors:  giants  such  as  sas  Insj 
tute,  Oracle,  and  NCR,  along  with  nei 
comers  like  ClearForest,  Megaput^ 
Quadstone,  and  Surfnotes.  If  this  ne 
way  of  finding  gold  in  vast  amounts 
data  maintains  its  current  pace, 
long-term  impact  could  rival  that 
the  big  Texas  gusher  of  1901. 

By  Otis  Port  in  New  Yo\ 


Get  your  business 
online  or  this  might    ^ 
as  well  say  "Bye  Now." 


No  matter  what  business  you're  in,  no  matter  how 
big  your  company  is,  becoming  "e"  is  essential  to 
staying  competitive  and  quite  soon,  staying  in 
business.  But  how  do  you  take  your  company  from 
brick  and  mortar  to  the  Web?  It's  not  as  difficult  as 
you  might  think.  Navision  Web  Shop,  the  e- 
business  tool  from  Navision  Software,  Integrates 
your  back  office  processing  with  Web  ordering— 
the  first  step  in  getting  your  company  on  line. 

Web  Shop  lets  you  set  up  and  maintain  your 
storefront  directly  from  Navision  Financials, 
Navision's  proven  business  management  solution 
for  mid-market  businesses.  No  need  to  call  in  a 
team  of  technical  experts  every  time  you  want  to 
add  a  new  service  or  change  a  price.  No  need  to  re 
enter  information  from  your  web  orders  to  your 
order  processing  system.  Navision  Web  Shop  gives 
you  an  affordable,  fast  way  to  go  on  line. 

Navision  Web  Shop.  Fast,  affordable,) 
integrated  "e". 

Navision  Software  US,  Inc.l 

1-800-552-84781 
www.navision-us.coml 
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It's  a  quantum  leap  in  projection  technology. 
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Exceptional  reliability.  It's  Digital  Light  Processing"" 
technology  by  Texas  Instruments.  Whether 
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screen  projectors,  high-definition  home 
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■GREEN  POWER 


Last  year,  Calpine  Corp.,  an  energy  company  headquar- 
tered in  San  Jose,  Calif.,  decided  to  go  after  the  "high- 
nines"  electricity  market.  That's  the  high-reliability 
electricity  needed  by  technology  customers  such  as  its 
neighbors  in  Silicon  Valley.  At  present,  the  U.S.  power 
grid  provides  "three-nines"  reliability — that  is,  the  pow- 
er is  on  99.9%  of  the  time.  But  that  means  the  power  is  out 
about  nine  hours  per  year — an  unacceptable  rate  for  computer 
servers  running  corporate  Web  operations,  where  even  a 
few  seconds'  disruption  can  be  disastrous.  They  need 
99.9999%  reliability,  or  better.  Calpine  found  it  could  offer 

LEADING  ENERGY  COMPANIES 
ARE  SHOWING  THAT  THINKING 

GREEN  IS  GOOD  NOT 

JUST  FOR  THE  ENVIRONMENT, 
BUT  FOR  BUSINESS,  TOO 


high-nines  reliability  by  using  so-calle< 
distributed  power.  In  this  approach,  the  j 
customer  is  taken  partly  or  entirely  of 
the  power  grid  and  serviced  througl 
generators  installed  on  company 
premises.  As  a  bonus,  the  arrangemen 
earns  Calpine  praise  from  environmen 
talists,  because  distributed  power  cai 
be  more  efficient  and  environmental! 
friendly  than  conventional  power 
Amory  Lovins,  a  leading  alternative 
energy  advocate  and  the  founder  of  th 
Rocky  Mountain  Institute  in  Snowmass 
Colo.,  says  distributed  power  avoid 
losses  associated  with  transmissioi 
along  the  grid  and  can  be  tailored  pre 
cisely  to  meet  demand  (page  198). 

Efficiency  and  reliability  have  be 
come  front-burner  considerations  fo 
energy  companies  in  the  top  ranks  o 
the  BusinessWeek  50.  Calpine,  No. 
on  the  list  with  annual  revenues  o 
$2.3  billion  in  2000,  has  made  its  mar 
in  energy  reliability.  It  is  also  a  leade 
in  the  geothermal-power  industry.  Bu 
Calpine  isn't  alone:  Alternative  enerjfl 
programs  are  becoming  an  import  an 
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point  of  differentiation  throughout  the 
power  industry. 

Calpine's  approach  focuses  on  a 
package  of  energy  products  and  ser- 
vices, including  capturing  waste  heat 
from  onsite  generators  and  directing 
t  to  "chillers"  to  produce  cold  water 
for  cooling.  "We're  selling  you  kilo- 
watts. We're  selling  you  the  reliable 
energy.  We're  selling  you  the  cooling. 
\nd  we're  selling  you  an  insurance  pol- 
cy,"  says  Jeffrey  D.  Byron,  director  of 
business  development  at  Calpine  sub- 
sidiary c*Power  Inc.,  which  handles 
iuch  services.  The  package  typically 
»sts  corporate  customers  less  over  the 
!0-year  lifetime  of  the  deal  than  buying 
:onventional  power  and  using  genera- 
ors  and  battery-backup  for  emergen- 
ies.  And  extra  power  generated  on 
he  corporate  customer's  premises  can 
»e  sold  by  Calpine  back  to  the  grid. 

SOME.  Chevron  Corp.,  too,  is  finding 
hat  the  energy  business  these  days  is 
bout  more  than  merely  pumping  out 
jfUs.  In  2000,  the  company  started  a 
ubsidiary,  Chevron  Energy  Solutions, 
o  make  money  by  helping  customers 
ave  money.  For  example,  "we  look  for 
ustomers  that  are  really  lacking  infor- 
lation  on  their  energy  use,"  says  the 
ubsidiary's  President,  James  C.  Davis. 
Tie  Chevron  unit  does  an  analysis  of  a 
lient's  power  usage,  then  develops  mon- 
y-saving  strategies. 

The  company  has  found  that  one  size 
oes  not  fit  all.  Convenience  stores,  for 
xample,  can  often  save  power  and 
loney  simply  by  installing  new  lighting. 
[n  many  cases,  those  stores  are  over- 
t,"  Davis  says.  Replacing  the  lighting 
oes  two  things,  he  says:  It  saves  en- 
rgy  and  "upgrades  the  stores'  image  so 
ley  look  safe,  and  the  products  on  the 
lelves  look  appealing."  Refrigeration 
resents  another  opportunity  to  reduce 
nergy  use,  for  both  small  and  large 
istomers.  Large  energy  users  can  take 
ivantage  of  more  elaborate  energy- 
iving  schemes,  Davis  says,  because 
le  potential  for  saving  money  is  so 
iuch  greater. 

Interest  in  conservation  has  spiked 
;cently  with  the  arrival  of  the  Cali- 
■rnia  energy  crisis,  Davis  says.  That 
cpands  the  marketing  opportunities — 
ith  regard  to  both  energy-savings  and 
ivironmental  image-making.  "We  have 
istomers  who  say,  'energy  isn't  really 
high  cost  of  my  operations,'"  but 
leir  environmental  reputation  matters 
■  them,  Davis  explains. 
The  financial  benefits  of  energy  effi- 
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Subsidiary  c*Power  builds  gas-fired  generators  at  customers'  facili- 
ties, increasing  reliability  and  efficiency 

35 

Helps  customers  analyze  their  energy  use  and  uncover  ways  to  save  on 
energy  costs 

19 

Consulting  service  helps  customers  find  ways  to  save  on  energy  costs, 
and  Duke  and  the  customer  split  the  savings 

IN  CALIFORNIA:  Calpine,  a  leader  in  geothermal  energy,  also  provides  reliable  power  through  small 
generators  on  customers'  premises 


ciency  can  go  beyond  electricity  sav- 
ings. Cadillac  Fairview  Corp.,  a  Canadi- 
an real  estate  company,  has  been  work- 
ing for  two  years  with  Duke  Solutions,  a 
subsidiary  of  Charlotte  (N.  C.)-based 
Duke  Energy  Corp.,  to  reduce  power 
consumption  at  the  Toronto  Dominion 
Center.  More  efficient  lighting,  new  ven- 
tilation systems,  and  other  improve- 
ments have  cut  energy  costs  at  one  of 
the  center's  towers  from  $3  per  square 
foot  to  $2.32,  says  Michael  A.  Miceli, 
the  center's  general  manager.  And  be- 
cause people  like  the  new  lighting  and 
ventilation,  Miceli  expects  it  will  be  eas- 
ier to  find  and  keep  tenants.  "You  get 
this  spillover  [benefit]  of  comfort  that  is 
hard  to  measure,"  he  says. 

Customers  can  hand  off  all  of  their 
energy  management  needs  to  Duke.  The 
process  may  begin  with  Duke  assum- 
ing the  capital  costs  when  a  company 
upgrades  its  energy  system.  Duke  then 
snares  the  savings  the  company  gets 
from  improved  lighting,  heating,  and 
cooling.  For  each  customer,  Duke  will 


also  explore  the  feasibility  of  distrib- 
uted power  for  mission-critical  facilities, 
and  it  sometimes  owns  and  operates 
such  facilities  on  behalf  of  its  customers. 

Duke  is  paid  on  the  basis  of  its  per- 
formance. "If  there  are  no  savings,  we 
don't  get  paid,"  says  James  A.  Joseph- 
son,  a  Duke  Solutions  vice-president. 
For  a  project  that  doesn't  require  much 
of  Duke's  capital,  the  company  might 
take  only  5%  of  a  customer's  energy 
savings.  But  in  some  large  industrial 
projects,  Duke  will  take  all  of  the  sav- 
ings in  return  for  building  and  running  a 
more  reliable  energy  system  that  frees  a 
customer  from  energy  worries. 

The  strategies  employed  by  Calpine, 
Duke,  and  Chevron  go  far  beyond  the 
old  Reddy  Kilowatt  billboards  urging 
people  to  use  less  energy.  And  when 
top-performing  energy  companies  dem- 
onstrate that  green  strategies  are  good 
business,  the  results  are  likely  to  get 
more  attention  than  any  billboard. 

By  Paul  Raeburn,  in  New  York,  with 
Janet  Ginsburg  in  Chicago 
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P2P.  The  term  conjures  up  images  of 
subversive  teenagers  on  Napster 
downloading    free    music    behind 
closed  bedroom  doors.  Never  mind 
that  many  of  Napster's  60  million 
users    are    downloading    classical 
music,    not    Eminem,    and    have 
teenagers  of  their  own.  The  fact  is,  P2P — 
shorthand  for  peer-to-peer  computing — is 
much  more  than  music-swapping. 
It's  using  the  processing  power  of  millions 


of  individual  PCs  to  search  for  extra-ter- 
restrial intelligence  with  the  SETl@home 
project  or  to  explore  AIDS  treatments 
with  the  FightAiDS@Home  initiative. 
Peer-to-peer  is  also  about  companies 
tapping  their  employees'  PCs  to  crunch 
numbers  or  share  knowledge.  And  it's 
dozens  of  other  innovative  applications 
that  have  yet  to  hit  the  market.  Al- 
ready, some  $300  billion  in  venture  cap- 
ital has  been  invested  in  P2P  startups, 
and  the  number  of  outfits  calling  them- 
selves P2P  companies  has  swelled  to 
nearly  150.  "What  venture  capitalists 
look  for  most  is  a  disruptive  technology 
that  changes  the  competitive  land- 
scape," says  Steve  Brotman,  a  partner 
at  Silicon  Alley  Venture  Partners.  P2P, 
he  adds,  "is  more  disruptive  than 
Netscape"  and  its  introduction  of  the 
Web  browser. 

So  what  exactly  is  it?  Part  architec- 
ture, part  philosophy,  P2P  is  a  style  of 
distributed  computing  that  exploits  the 
resources  of  far-flung  computer  nodes 
on  a  network.  Instead  of  being  mostly 
passive  slaves,  or  "clients,"  to  all-pow- 
erful computer  servers,  each  connected 
device  becomes  a  fully  participating  peer 
in  the  network.  These  peers  bypass  the 
central  control  points  of  traditional  com- 
puting systems,  shifting  power  to  the  in- 
dividual nodes.  If  computer  architecture 


were  politics — and 
some  maintain  it 
is — then  P2P  sys- 
tems would  be 
libertarian,  in  con- 
trast to  the  au- 
thoritarian systems 
of  client-server, 
or  browser-Web 
server. 

P2P  is  not  a 
new  idea  by  any  means.  Indeed,  the 
original  design  of  the  Internet  was  to 
let  any  computer  node  talk  directly  to 
another  without  an  intermediary.  What 
has  changed  is  the  power  of  those  com- 
puter nodes.  Today's  PC  is  more  pow- 
erful than  a  circa-1980  Cray  supercom- 
puter. P2P  expert  Clay  Shirky  at  the 
Accelerator  Group,  a  New  York  incu- 
bator, figures  that  the  world's  Net-con- 
nected pes  collectively  pack  some  10 
billion  Mhz  of  processing  power  and 
10,000  terabytes  of  storage. 
CHILD'S  PLAY.  Yet  these  resources  are 
vastly  underutilized.  Think  about  your 
home  PC:  You  might  send  some  e-mail, 
surf  the  Net,  compose  a  document ...  all 
child's  play  for  your  300  Mhz  Pentium  3. 
Most  of  the  time,  that  computer  is  idle. 

P2P  unlocks  the  underused  resources 
of  these  computers  on  the  fringes  of 
the  Internet  and  allows  them  to  be 


P2P  TAPS  THE 
POWER  OF  DISTANT 
COMPUTERS  IN  A 
WAY  THAT  COULD 
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shared  by  a  larger  community.  Nap- 
ster creator  Shawn  Fanning's  innova- 
tion was  to  distribute  digital  music  files 
across  the  hard  drives  of  his  members' 
PCs  rather  than  store  them  on  a  central 
server.  In  the  SETi@Home  project,  2.7 
million  computer  users  in  226  countries 
have  donated  the  processing  power  of 
their  PCs,  creating  a  vast,  distributed 
supercomputer  to  analyze  radio  signals 
from  space  for  signs  of  alien  life.  And  a 
company  called  Groove  Networks  Inc., 
founded  by  Lotus  Notes  creator  Ray 
Ozzie  and  backed  by  $60  million  from 
Accel  Partners  and  others,  is  looking  to 
help  corporations  unleash  the  knowl- 
edge locked  away  on  workers'  PCs. 

One  P2P  project  even  aims  to  share 
phone  lines.  Called  the  Free  World  Dial- 


changes  the  rules,  there  are  opportuni- 
ties for  innovation.  New  search  meth- 
ods are  needed  to  get  at  the  previous- 
ly invisible  data  and  resources  that  P2P 
makes  accessible.  OpenCola  and  Infra- 
search  Inc.  are  two  companies  working 
on  that  problem.  Infrasearch,  a 
Burlingame  (Calif.)  startup  doing  real- 
time distributed  search  and  backed  by 
Netscape  co-founder  Marc  Andreessen 
among  others,  was  acquired  in  early 
March  by  Sun  Microsystems  Inc. 
XDegrees,  based  in  Mountain  View, 
Calif.,  offers  a  central  directory  for 
peer-based  resources  that  companies 
can  use  to  set  up  P2P  systems.  Aim- 
ster,  a  startup  in  Troy,  N.  Y.,  is  creating 
applications  that  can  piggyback  onto 
the  instant-messaging  infrastructure. 


ROPONENTS  OF  P2P  ARGUE  THAT  IT  MORE  CLOSELY 
RESEMBLES  HOW  ORGANIZATIONS  ACTUALLY  WORK 


up  project,  it  takes  Net  phone  calling  a 
giant  step  further  by  allowing  a  per- 
son to  "borrow"  the  phone  line  of  some- 
one else  on  the  network  and  turn  a 
long-distance  call  into  a  local  one.  That 
may  sound  like  standard  Internet  tele- 
phony— but  these  are  calls  between 
telephones,  not  pes.  If  you're  in  San 
Francisco  and  want  to  place  a  call  to 
Helsinki,  you  just  dial  the  number  and 
the  system  routes  it  through  the  Net  to 
another  PC  that  is  physically  located  in 
Helsinki.  The  Helsinki  PC  then  places 
the  local  call. 

sight  SHIFT.  Applications  like  that  give 
F2P  its  reputation  as  a  subversive  force. 
And  they  unnerve  gatekeepers  around 
the  world — whether  it's  telephone  com- 
panies who  manage  and  route  calls  or 
record  companies  who  control  the 
pressing  and  distribution  of  music  CDs. 

But  it's  not  all  anarchy.  The  peer 
model  can  have  real  benefits  for  busi- 
ness. Just  ask  J.  P.  Morgan  Chase  & 
Co.,  which  is  using  P2P  to  distribute 
big  processing  tasks,  such  as  risk  man- 
agement calculations,  across  employ- 
ees' computers  at  night.  Or  law  firm 
Baker  &  McKenzie,  which  is  imple- 
menting P2P  software  from  startup 
NextPage  Inc.  in  Salt  Lake  City  to 
capture  and  share  the  knowledge  of  its 
3,000  attorneys  in  60  offices. 

With   any   new   architecture   that 


And  Centrata  Inc.,  a  venture  funded 
by  Kleiner  Perkins  Caufield  &  Byers 
in  Silicon  Valley,  is  still  in  stealth  mode, 
but  is  building  an  enterprise  computing 
platform  based  on  P2P. 

Proponents  of  this  technology  argue 
that  the  organic  nature  of  P2P  systems 
more  closely  reflect  how  businesses  ac- 
tually work.  "Organizations  are  evolving 


like  complex  adaptive  systems,"  say 
Bob  Andersen,  a  Groove  Networks  P2 
evangelist.  P2P  facilitates  spontaneou 
behavior,  in  contrast  to  software  tha 
supports  structured,  repeatable  bus: 
ness  processes  (think  payroll  or  pui 
chasing  systems).  "The  P2P  architectur 
will  lead  to  entirely  new  organization; 
structures,"  says  Paul  Saffo,  directo 
of  the  Institute  for  the  Future. 

For  these  reasons,  the  knee-jerk  re 
action  that  P2P  provokes  in  many  e 
tablished  institutions,  such  as  th 
recording  industry,  may  prove  shorl 
sighted.  Any  new  technology  or  ide 
worth  its  salt  initially  appears  to  cha 
lenge  some  segment.  The  VCR  is  a  clai 
sic  instance.  Once  seen  as  a  threat 
the  film  industry,  the  video  busine 
now  accounts  f< 
roughly  70% 
film  revenue 
Similarly,  P2P  ne 
works  like  Na 
ster  may  actual 
be  a  boon  to  t. 
music  industry 
once  artists  a: 
record  compani 
figure  out  ne 
business  model 
Indeed,  surve 
show  that  Naj 
ster  use  m 
boost  CD  sales. 

The  P2P  arch 
tecture  will  n< 
displace  the  ce 
trally  manage 
systems  that  ha 
die  much  of 
day's  business  at 
commerce.  But  ii 
already  clear  th, 
P2P  is  here  to  sta 
No  matter  wh 
the  fate  of  Na 

I  ster  is,  other  fil 
sharing  systen 
such  as  Gnute 
and  Freenet  a 
taking  hoi 
There's  even 
project  under  w, 
to  add  many  common  Internet  prot 
cols — for  things  like  e-mail,  news  ai 
chat — to  Freenet,  which  could  create 
parallel  Internet  that  is  complete 
anonymous  and  impossible  to  sh 
down.  Like  the  Internet  itself,  P2I 
an  agent  of  change — and  probably  f 
the  best. 

By  Amy  Cortese  in  New  )'<> 
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hile  it  may  be  more  dra- 
matic to  announce  a  new 
power  plant  or  drill  for  oil 
in  the  Arctic  National 
Wildlife  Refuge,  the  quick- 
est way  to  solve  the  current  power  cri- 
sis is  simply  to  stop  wasting  energy.  So  says  Amory 
B.  Lovins,  the  charismatic  53-year-old  advocate  of 
clean  power  and  co-founder  of  the  Rocky  Mountain 
Institute  (rmi)  in  Old  Snowmass,  Colo.  "Efficiency 
goes  straight  to  the  bottom  line,"  he  declares,  adding 

that  U.  S.  businesses  could  easily  cut  their  utility 
bills  by  half.  Not  only  are  efficient  operations 
more  profitable  but  they  are  also  kinder  on  the 
environment. 

A  Harvard-  and  Oxford-educated  physicist, 
Lovins  burst  onto  the  scene  in  the  early  1970s 
warning  of  foreign-oil  dependency  and  insisting 
that  nuclear  power  was  uneconomic.  He  also  en- 
visioned a  new  kind  of  power  grid  in  which 
homes  and  businesses  could  generate  their  own 
electricity.  Well,  the  last  nuclear  plant  orders  in 
the  U.S.  were  cancelled  in  1978,  and  analysts 
now  predict  that  by  2010,  20%  of  U.  S.  electric 
generation  could  come  from  such  on-site  "dis- 
tributed power"  systems. 

But  power  production  is  only  half  the  equation. 
Conservation  is  the  other.  And  Lovins  has  made 
a  career  of  proving  that  it's  a  lot  cheaper  to 
save  energy  than  buy  it,  coining  the  term  "ne- 
gawatt"  to  describe  energy-saving  technologies. 
Efficiency  services  have  become  a  multibillion 
dollar  industry,  with  companies  such  as  Chevron, 
Enron,  and  Duke  Energy  entering  the  field. 

In  the  midst  of  a  globe-trotting  schedule  con- 


LOVINS 


suiting  for  utilities,  auto  makers,  energy  compa- 
nies, and  the  U.  S.  military,  Lovins  sat  down 
with  BusinessWeek  writer  Janet  Ginsburg  at 
RMl's  solar-powered  offices  to  talk  about  energy 
and  the  future. 

In  your  latest  book,  Natural  Capitalism,  you  write 
about  a  new  resource-friendly  business  model. 
How  does  it  work? 

There  are  four  principles:  increasing  the  pro- 
ductivity of  natural  resources,  modeling  indus- 
trial processes  after  biological  systems  to  mini- 
mize waste,  selling  service-based  solutions 
rather  than  products,  and  reinvesting  in  natur- 
al capital.  [Do  this]  and  you  make  more  money 
with  less  risk  and  provide  better  service  at 
lower  cost. 

As  a  small  example,  carpet  maker  Interface 
figured  out  how  to  cut  its  raw  materials  input  by 
almost  100%,  using  "remanufacturing."  [The  com- 
pany leases  carpets,  then  takes  back  worn  goods 
and  recycles  the  materials.]  Interface  cut  capital 
input  by  about  90%.  Twenty-seven  percent  of 
their  operating  profit  is  from  eliminated  waste. 
Their  goal  is  to  produce  a  floor-covering  service 
that  is  superior  in  every  customer  attribute — and 
at  a  lower  cost  and  higher  margin.  They  lease 
the  carpet,  so  it's  even  tax-deductible  to  the 
customer.  How  on  earth  can  you  compete  with 
that?  It  has  added  $143  million  to  the  bottom 
line. 

What  about  industries,  such  as  computer  chips, 
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where  energy  is  just  a  small  fraction  of 
production  costs? 

Only  about  2%  of  the  cost  of  a  chip 
is  energy.  If  you  do  a  good  job  retro- 
fitting your  existing  plant,  you  can  save 
probably  half.  So  what?  Well,  it  makes 
your  operation  work  better.  You'll  have 
higher  yield,  throughput,  shorter  setup 
time,  and  greater  flexibility  in  switching 
production.  There's  a  direct  effect  on 
energy  bills.  And  very  valuable  side 
benefits.  In  fact,  these  are  often  worth 
10  times  more  than  the  fuel  savings 
themselves. 

Energy  prices  are  near  all-time 
highs,  and  there  are  rolling  blackouts 
in   California.   How   much   of  that 


equipment,  other  than  telco  switches, 
might  consume  as  much  as  2%  of  U.  S. 
electricity.  And  if  you  include  every 
kind  of  office  equipment  and  all  the 
energy  it  takes  to  make  the  stuff,  you 
would  get  about  3%.  If  it  were  more, 
you  would  expect  to  see  enormous 
growth  in  electricity  usage.  It's  not  in 
the  data. 

However,  the  high-quality  power  re- 
quired by  digital  equipment  and  the 
amount  of  power  required  are  two 
very  different  things.  About  99%  of 
power  failures  in  the  U.  S.  are  not  due 
to  inadequate  generation  but  to  prob- 
lems with  the  grid.  If  you  need  digital 
reliability,  the  central  station  model 
doesn't  work  because  there  are  so 


0T  ONLY  WILL  "HYPERCARS"  BE  MORE 
ENERGY-EFFICIENT,  BUT  THEY  WILL  ALSO 
SERVE  AS  MOBILE  POWER  PLANTS 


can  be  solved  by  greater  efficiency? 

How  much  energy  do  we  need? 
Very,  very  little  if  we  use  it  in  a  way 
that  saves  money.  It's  not  just  elec- 
tricity. The  same  is  true  for  oil  and 
gas.  Most  of  the  energy  we  use  now  is 
wasted  in  both  an  engineering  and  an 
economic  sense.  This  enormous  over- 
hang of  unbought  efficiency  is  so  much 
bigger  than  any  potential  increase  in 
supply  that  it  only  takes  a  few  per- 
cent to  be  captured  in  order  to  crash 
the  market  and  put  the  suppliers  out 
of  business. 

I  see  all  the  same  ingredients  that 
led  to  the  1986  price  crash.  It  took 
nine  years  for  President  Carter's  fuel- 
efficiency  standards  to  work  their  way 
into  the  fleet,  but  they  were  largely 
responsible  for  an  87%  cut  in  imports 
from  the  Persian  Gulf.  Then  President 
Reagan  came  in,  right  after  the  second 
and  more  severe  oil  price  shock  in  '79, 
and  started  pushing  supply  again.  The 
combination  produced  a  gusher  of  effi- 
ciency, a  glut  of  energy,  and  bankrupt- 
ed many  of  the  energy  suppliers  the 
Administration  had  been  trying  to 
help. 

Some  are  blaming  the  power  crunch 
on  heavy  consumption  by  the  technolo- 
gy sector.  Don't  we  need  to  build  power 
j limits  to  keep  up  with  demand? 
All    the    computing   and    network 


highly  centralized   system.  [Powel 
could  be  cut  off  for  about  a  year  an 
then,  as  soon  as  it  was  fixed,  cut  ol 
again.  And  the  electric  grid  is  moi 
vulnerable  than  that.  However,  in 
more  efficient,  diverse,  dispersed,  ar 
renewable  energy  system,  major  fa: 
ures  become  impossible. 

There  has  been  a  lot  of  talk  about  h 
drogen-powered  fuel  cells  as  a  clea 
abundant  energy  source.  But  they'; 
expensive.  That  brings  me  to  your  idt 
for  a  Hypercar,  which  is  both  a  c( 
and  a  portable  power  plant.  It  gene 
ates  electricity  tliat  you  can  then  se 
into  the  grid.  Tell  us  about  this. 
Fuel  cells  will  first  be  used  in  buil 


many  problems  getting  the  power  to 
you  reliably. 

So  on-site  power  generation — what  has 
been  called  "distributed  power" — works 
better? 

Yes,  the  rapid  shift  we  see  in  the 
market  toward  distributed  generation 
is  entirely  rational.  Three-quarters  of 
the  residential  customers  in  this  coun- 
try don't  need  more  [capacity]  than,  I 
believe,  1.5  kilowatts  (kw).  And  three- 
quarters  of  the  commercial  customers 
don't  need  more  than  an  average  of  10 
kw.  So  why  make  the  stuff  a  million 
kw  at  a  time  [in  central  plants]?  It 
was  a  magnificent  technical  achieve- 
ment, but  it's  just  too  expensive  to 
deliver.  The  delivery  now  costs  more 
than  the  juice  itself.  And  it's  too  un- 
reliable to  meet  digital  needs. 

Damage  to  natural-gas  and  petroleum 
pipelines  in  the  U.S.  has  contributed  to 
the  current  supply  problems.  How  frag- 
ile is  the  grid? 

In  a  book  I  co-wrote  with  my  part- 
ner, Hunter  Lovins,  in  1981  for  the 
Pentagon,  we  pointed  out  that  three- 
quarters  of  the  oil  and  gas  supply  to 
the  eastern  U.S.  could  be  cut  off  in 
one  evening  without  even  leaving 
Louisiana.  The  reasons  for  that  kind  of 
vulnerability  to  accident  or  malicious 
act  are  built  into  the  architecture  of  a 


ings,  which 
consume  two 
thirds  of  all  the  electricity  in  this  cou 
try.  "Waste  heat"  [excess  heat  frc 
power  production  in  the  fuel  cell]  pi 
vides  additional  space-  and  water-he; 
ing,  which  helps  pay  for  the  hydrog 
that  the  fuel  cell  consumes.  All  in  i 
the  net  effective  cost  turns  out 
be  quite  competitive. 

When  the  price  of  fuel  cells  fa 
to  about  $100  per  kilowatt,  you  c 
afford  to  put  the  fuel  cells  into  ¥. 
percars.  The  Hypercar  is  about  thi 
times  lighter  and  lower  in  drag  th 
a  heavy  steel  car,  so  you  need  onlj 
third  as  many  kilowatts  of  fuel  c 
to  run  the  vehicle 

When  they  are  parked,  the  a 
can  [be  jacked]  into  a  building's  1 
drogen  supply  [and  provide  ext 
power  to  the  building].  They  becoi 
a  profit  center,  selling  power  to  t 
grid  at  a  time  and  place  where 
most  valuable — namely,  offices  in  t 
afternoon. 

It  sounds  like  science  fiction. 

The  things  that  I'm  talking  ab( 
are  happening.  The  technical  a 
economic  logic  behind  them  is 
compelling  that  I  have  no  doi 
whatever  that  they  will  succeed.  "> 
I  have  dreams.  And  they  tend 
come  true. 
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eep  in  the  heart  of  Belorussia,  a 
group  of  programmers  is  trying  to 
automate  creativity  and  thus  shape 
the  future  of  innovation.  Starting 
with  a  long-standing  idea  that  in- 
vention has  logical  rules  and  prin- 
ciples that  lead  from  problem  to 
solution,  the  programmers  are 
weaving  a  meta-researcher  out  of 
code  and  Internet  tools.  Their  goal 
is  to  enable  engineers  and  scientists  to  come 
up  with  product  ideas  and  new  services  much 
more  quickly  than  the  old-fashioned,  light- 
bulb-over-the-head  method.  The  name  of  the 
Boston-based  company  these  programmers 
work  for  nicely  sums  up  the  concept:  Inven- 
tion Machine  Corp. 

A  machine  that  can  actually  eliminate  humans  from  the 
creative  process  is  a  ways  off,  but  it  is  getting  closer.  And 
nobody  knows  that  better  than  Corporate  America.  As  high- 
tech  and  low-tech  companies  alike  search  for  the  new  idea 
that  will  make  them  the  next  attention-grabbing  growth 
company,  the  likes  of  Phillips  Petroleum,  Medtronic,  Herman 
Miller,  General  Electric,  and  Motorola  are  among  the  500  cus- 
tomers using  Invention  Machine's  cutting-edge  software  to 
speed  up  the  invention  process.  So  far,  these  companies  are 
primarily  using  the  software  to  pull  together  and  analyze 
huge  amounts  of  data  very  quickly  in  new  and  innovative 
ways.  Some  results:  stronger  parts  for  Formula  One  racing 
cars  and  a  new  type  of  filter  for  oil  drilling  equipment. 

The  next  step  in  the  automated  invention  process — a  gi- 
ant step — applies  biological  principles.  One  approach,  called 
genetic  programming,  creates  thousands  of  different  solu- 
tions to  a  given  application.  These  virtual  inventions  fight 
for  survival,  with  the  fittest  giving  birth  to  another  gener- 
ation. Eventually,  the  ideal  solution  emerges  with  little  or  no 


THE  DAY  IS  NEAR  WHEN  SOFTWARE  CREATES  PRODUCTS  BY  ITSEl 
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In  1969,  we  worked  on  a 
SECRET    GOVERNMENT    PROJECT 

that  became  the  Internet. 

OIIHH,    SO   THAT'S    WHY    NOBODY    KNOWS    WHO    WE    ARE! 


Back  in  the  '60s  a  small  band  of  computer  whizzes  was 
hired  by  the  Department  of  Defense  to  work  on  the 
ARPAnet.  Or  what  is  commonly  known  as  the  forerunner  to 
the  Internet.  These  visionaries  came  from  the  legendary 
research  and  development  company,  BBN. 

Government  work  being  what  it  is,  there 
A  wasn't  a  lot  of  publicity  about  this. 

|  ^m  Their  work  did,  however,  yield  many  firsts. 

:^B  The  first  router.  The  first  e-mail  message.  The  first 

■HM  network  packet  encryption  technology  and  more. 
Years  later  GTE  acquired  BBN  and  invested 
billions  to  expand  their  existing  infrastructure  into 
a  17,500-mile,  Tier  1 ,  fiber-optic  global  network. 
Spun  off  from  GTE  last  year,  this  power- 
house of  Internet  services  is  known  today  as 
Genuity."  With  Data  Centers  strategically  locat- 
ed around  the  world  and  Network  Operations  Centers 
continually  monitoring  security  and  bandwidth  for  seri- 
ous eBusinesses  everywhere. 

Innovation  is  in  our  blood.  It  is  at  the  core  of  everything 
we  do:  Web  Hosting,  Internet  Access,  Transport  and 
Security.  And  now  we've  combined  our  expertise  in  these 
four  areas  into  an  integrated  eBusiness  Network  Platform 
called  Black  Rocket." The  managed  eBusiness  solution  from 
a  single  accountable  source. 

To  put  this  kind  of  thinking  to  work  on  your  eBusiness, 
visit  www.genuity.com/blackrocket  or  call  1-800-GENUITY. 


Black 
Rocket  is 
Genuity's 
eBusiness 
Network 
Platform. 
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human  involvement.  There  is  even  a  step  beyond  ge- 
netic programming:  so-called  evolutionary  software, 
which  redesigns  itself,  rejecting  weak  links  and  build- 
ing on  strengths  until  it  evolves  into  the  perfect 
process  or  product. 

Improbably,  today's  pioneering  work  has  its  roots  in 
the  gulag  of  Josef  Stalin.  The  logic  stems  from  the 
Theory  of  Inventive  Problem  Solving,  more  commonly 
called  TRIZ  (its  Russian  acronym),  which  was  first  de- 
veloped by  Soviet  scientist  Genrich  Altshuller  while 
spending  his  six  years  in  a  Siberian  prison  as  a  dissi- 
dent. TRIZ  is  a  set  of  rules  meant  to  take  the  trial-and- 
error  tedium  out  of  generating  new  ideas.  Invention 
Machine's  founder,  Valery  Tsourikov,  studied  Altshuller's 
theory,  whose  central  pillar  is  a  principle  called  value 
analysis:  To  improve  a  product,  place  a  value  on  each 

component,  then  or- 


ganize research  ac- 
cording to  those  val- 
ues. TRIZ  gained 
considerable  cachet 
in  the  1990s,  and  en- 
gineers at  organiza- 
tions as  diverse  as 
Ford  Motor,  Motoro- 
la, Boeing,  Eli  Lilly, 
and  NASA  apply  the 
rules  to  their  re- 
search, according  to 
the  TRIZ  Institute. 

Tsourikov  set  out 
to  automate  TRIZ 
and  move  beyond  it. 
Rather  than  devel- 
op a  way  of  think- 
ing, he  wanted  soft- 
ware that,  in  some 
ways,  can  do  the 
thinking  itself.  "We 
have  taken  the  best 
parts  of  TRIZ,  per- 
haps 80%,  and  put  it 
into  a  software  tool 
and  then  added  from 
there,"  says  Sven  Bjorkman,  Invention  Machine's  se- 
nior technical  marketing  manager. 

The  resulting  products  are  dubbed  "semantic  pro- 
cessing technology"  by  Invention  Machine.  Its  soft- 
ware searches  deep  into  the  Internet  and  then  analyzes 
large  volumes  of  text  from  technical  journals,  scientif- 
ic forums,  and  other  sources,  including  a  complete  index 
of  U.  S.  patents.  By  breaking  down  sentence  structure, 
the  software  reorganizes  the  content  of  documents  into 
a  format  of  problems  and  solutions.  What  would  have 
taken  a  human  researcher  days  is  done  in  minutes, 
and  the  results  often  contain  information  an  engineer 
may  not  have  thought  to  look  for,  says  Bjorkman. 

Dow  Corning,  for  example,  is  using  Invention  Ma- 
chine's Techoptimizer,  Co-Brain,  and  Knowledgist  pro- 
grams in  its  search  for  a  new  adhesive.  It  wants  some- 
thing to  bond  very  rigid,  brittle  materials  when  exposed 
to  high  vibration — an  important  industrial  application. 
"Techoptimizer  worked  us  through  four  different  ideas 


THE  ROAD  TO 
AN  INVENTION  MACHINE 


1940s:  TRIZ  The  Theory  of  Inventive  Problem 
Solving,  a  set  of  universal  rules  of  invention,  de- 
veloped by  Russian  scientist  Genrich  Altshuller. 

1970s:  GENETIC  ALGORITHMS  Computer 
programs  based  on  evolution,  which  solve  a  prob- 
lem by  pitting  one  solution  against  another  until 
the  best  rises  to  the  top,  in  Darwinian  fashion. 

1980s:  GENETIC  PROGRAMMING  Pro- 
grams, coupled  with  very  powerful  computers, 
that  can  solve  problems  and  design  an  entire 
product  with  minimal  human  input. 

1990s:  SEMANTIC  PROCESSING  Artificial 
intelligence  combined  with  Internet  search  tools 
and  TRIZ  concepts  to  analyze  vast  volumes  of 
text,  pulling  out  problems  and  solutions  that  a 
researcher  may  not  have  thought  of. 

2000:  EVOLUTIONARY  PROGRAMMING 

Programs  that  actually  improve  on  themselves, 
designing  generation  after  generation  until  an 
ideal  is  reached. 


that  we  hadn't  really  thought  about  on  our  own,"  sa; 
James  W.  Mentele,  senior  information  scientist  for  Do 
Corning.  These  ideas  included  making  an  adhesive 
nonuniform  density  and  even  using  a  rubber  screw 
fasten  the  surfaces  together.  All  the  solutions  wei 
"very  nice,  very  logical,  but  had  not  been  propos< 
by  our  engineers,"  says  Mentele. 
SCI-FI  SOMETIME  SOON.  Genetic  programming  and  ev 
lutionary  software,  concepts  out  of  science  fiction,  go  b 
yond  semantic  software,  but  have  yet  to  produce  cor 
mercial  results.  Genetic  programming  is  derived  fro 
genetic  algorithms,  mathematical  procedures  for  solvir 
problems  based  on  chromosome-like  behavior.  The; 
algorithms  were  first  developed  by  John  Holland 
the  University  of  Michigan  in  the  1970s.  They  a: 
commonly  used  for  scheduling  in  manufacturing  plant 
but  are  limited  to  problems  whose  solutions  can  1 
expressed  as  mathematical  formulas.  Genetic  pr 
grammers,  by  contrast,  are  searching  for  an  evolutio 
ary  process  without  any  predetermined  formulas.  It 
the  computer  version  of  primordial  ooze,  according 
John  R.  Koza,  a  computer  science  professor  at  Stanfo 
University  and  the  inventor  of  genetic  programming 

Koza's  approach  got  a  big  boost  last  year  with  I 
publication  of  a  breakthrough  paper  in  the  first  iss' 
of  the  journal  Genetic  Programming  &  Evolvab 
Machines.  Koza  described  10  potential  products  th 
were  created  by  genetic  software  from  nothing  mo 
than  the  basic  parameters  of  a  problem  posed  by  t] 
programmers.  As  a  test,  Koza's  team  asked  the  pr 
gram  for  a  device  for  receiving  television  signals,  gi 
ing  only  some  general  size  and  performance  requir 
ments.  The  resulting  "invention"  turned  out  to 
the  same  as  the  familiar  Yagi-Uda  antenna,  the  ladd 
shaped  TV  antenna  designed  by  two  men  in  Japan 
the  1920s  and  still  in  use.  "We  have  proven  that  g 
netic  programming  can  produce  products  of  comme 
cial  value,"  says  Koza.  "I  think  it's  only  a  matter 
time  before  something  useful  and  patentable  and  t 
tally  new  is  created." 

It's  not  a  huge  leap  of  logic  to  imagine  software  tl 
can  invent  its  own  products,  without  human  invoh 
ment.  That's  the  dream  of  evolutionary  programme 
and  they,  too,  can  point  to  a  big  leap  forward  k 
fall.  Two  scientists  at  Brandeis  University  announc 
that  they  had  developed  the  first  robots  that  could  ( 
sign  and  build  other  robots.  In  an  effort  called  t 
Golem  Project,  after  the  mythical  Jewish  creature  ci 
ated  from  clay,  researchers  Hod  Lipson  and  Jordan 
Pollack  programmed  robots  with  evolutionary  so 
ware.  Attached  to  a  machine  that  makes  plastic  mc 
els,  the  parent  robots  produced  devices  that  coi 
crawl  on  their  own. 

Genetic  programming  and  evolutionary  softws 
are  still  found  primarily  in  university  labs,  but  co 
panies  looking  for  the  Next  New  Thing  are  taking  l 
tice.  Koza  says  that  the  proportion  of  corporate 
tendees  at  genetic  programming  meetings  has  gro' 
from  zero  a  few  years  ago  to  half.  It's  not  so  hard 
imagine,  then,  that  an  engineer  at  a  hot  growth  co 
pany  may  someday  have  a  lab  partner  made  up  o 
mass  of  blinking  lights. 

By  Catherine  Arnst  in  Bosi 
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COMMENTARY  BY  STEPHEN  H.  WILDSTROM 

Even  before  computer  sales  slowed  drastically  last 
fall,  the  tech  industry  was  buzzing  about  something 
called  the  post-PC  era.  But  just  what  does  that  mean? 
We  use  terms  like  postmodern  or  post-cold  war  when 
we  know  where  we  have  been,  but  have  not  yet  fig- 
ured out  where  we  are  or  where  we're  going.  That's 
not  a  bad  description  of  the  current  state  of  person- 
al technology,  considering  personal  computers  have 
become  cheap,  unremarkable  elements  of  our  home 
and  work  environments. 


PC  ubiquity  has  helped  trigger  a 
tech  slowdown  and  stock  market  fuss, 
knocking  such  highfliers  as  Microsoft, 
Cisco,  Dell  Computer,  and  Intel  clean 
out  of  the  BusinessWeek  50.  For  some, 
such  as  Cisco  Systems  Inc.,  this  period 
will  probably  be  remembered  as  no 
more  than  a  bumpy  patch.  For  others, 
including  Intel  Corp.  and  Microsoft 
Corp.,  the  players  are  being  forced  to 
seek  growth  in  new  non-PC  products 
and  services.  And  the  changing  market 
leaves  a  company  such  as  Dell  Com- 
puter Corp.,  which  has  hitched  its  for- 
tune almost  exclusively  to  the  PC,  to  ei- 
ther seek  a  new  business  model  or  face 
an  unglamorous  future  as  a  low-cost 
commodity  manufacturer. 

Make  no  mistake:  The  PC  is  here  to 
stay.  "Hardly  anything  ever  goes 
away,"  says  Robert  J.  T.  Morris,  direc- 
tor of  IBM's  Almaden  Research  Center 
in  San  Jose,  Calif.  "The  mainframe  and 
the  minicomputer,  too,  were  thought 
to  be  obsolete,  but  those  platforms  per- 
sist." The  point,  says  Morris,  is  that 
while  the  PC,  like  its  predecessors,  will 
remain  important,  its  central  role  in 
the  technology  industry  is  waning. 

To  figure  out  what  a  post-PC  world 
might  look  like,  let's  start  with  what 
went  wrong.  As  someone  who  test- 
drives  technology  for  a  living,  I  find 
the  personal  computer,  for  all  its  won- 


ders, to  be  a  bit  of  a  disappointment. 
Computers  have  often  been  compared 
with  radios,  which  have  evolved  from 
complex  devices  for  enthusiasts  into  ap- 
pliances everyone  uses  without  thinking. 
But  even  in  their  third  decade,  person- 
al computers  seem  more  like  shortwave 
radio  transmitters,  which  can  be  used 
only  with  specialized  training. 

To  some  extent,  the  computer  in- 
dustry is  a  victim  of  its  own  success. 
Even  in  the  hands  of  undertrained 
workers  who  use  just  a  fraction  of  the 
available  power,  PCs  are  so  cheap  and 
flexible  that  they  have  blown  away  all 
challengers,  including  the  much-her- 
alded network  computer.  But  today's 
Pes  are  overkill  for  most  of  the  tasks 
they  do  in  business,  so  faster  chips 
and  more  storage  don't  mean  much. 
Hardware  whose  power  far  outstrips 
the  demands  of  the  software  has  al- 
ready led  to  much  longer  replacement 
cycles.  And  now  the  market  is  just 
about  saturated,  especially  in  the  U.S. 
The  obvious  conclusion  is  that  growth 

THE  UBIQUITOUS  COMPUTER 
WILL  EVENTUALLY  BE  SURROU 
BY  A  RAFT  OF  SPECIALIZED 
DEVICES  THAT  TALK  TO  EACH  OT 
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the  business  market  will  be  much 
•wer  than  it  has  been. 
The  picture  at  home  isn't  much  pret- 
r.  The  household  PC  is  likely  to  be 
lited  more  and  more  to  the  creative 
actions  it  best  performs,  leaving  the 
>re  passive  chores  of  browsing  Web 
as  or  playing  music  or  online  video  to 
ipler,  more  specialized  devices. 
This  creative  market,  broadly  denned, 
still  huge.  It  covers  everything  from 
dents  writing  papers  to  parents  post- 
;  video  of  junior's  first  steps  on  a  Web 
2  for  Grandma  and  the  world  to  see. 
t  most  of  these  content  creators  al- 
idy  seem  to  have  computers,  and 
rket  penetration  may  be  stuck  at 
ne  50%  of  households,  where  it  has 
vered  for  the  past  couple  of  years, 
•st  recent  growth  in  retail  sales  of 
nputers  has  been  in  replacement  or 


additional  units  for  homes  that  already 
have  one.  And  that  demand  may  stag- 
nate, because  the  future  is  likely  to  see 
homes  with  one  full  PC  and  an  assort- 
ment of  other  specialized  devices  such  as 
Web  browsers  or  music  players. 

The  main  reason  this  hasn't  happened 
is  that  the  devices,  or  information  ap- 
pliances, have  so  far  not  been  very  good. 
And  they  remain  isolated  gadgets,  inca- 
pable of  working  together.  "I  don't  think 
there  has  been  too  much  progress,"  ad- 
mits Donald  A.  Norman,  whose  1999 
book  The  Invisible  Computer  presaged 
the  info-appliance  revolution. 

Given  the  rough  topography  of  the 
world  beyond  Pes,  what  might  be  the 
rules  of  survival  for  the  endangered 
species  of  ceos  in  this  industry?  Here's 
my  checklist: 
■  Best-of-breed  products.  You  don't  need 


a  PC  if  all  you  want  to  do  is  surf  the 
Web  and  read  and  write  e-mail.  But  if 
that's  all  a  product  is  going  to  do,  it 
had  better  do  it  really  well,  with  a 
Web  browser  at  least  as  good  as  Mi- 
crosoft's Internet  Explorer  5.5  and  a 
mail  program  as  good  as  Outlook  Ex- 
press. No  appliance,  including  those  de- 
veloped by  Microsoft  and  America  On- 
line, has  come  close.  Furthermore, 
because  Web-browsing  appliances  need 
mostly  the  same  innards  as  pes,  they 
aren't  going  to  be  a  lot  cheaper;  their 
appeal  must  come  from  quality  and  us- 
ability, not  price.  These  appliances  will 
not  succeed  as  long  as  manufacturers 
use  terrible  keyboards  or  fuzzy  dis- 
plays to  shave  a  couple  dollars  off  the 
bill  for  materials. 

■  Get  them  talking.  If  I  schedule  an  ap- 
pointment on  the  Internet  appliance  in 
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my  kitchen,  I  want  it  to  show  up  auto- 
matically on  the  calendar  on  the  PC  in 
my  home  office.  Today,  the  only  way  to 
accomplish  this  is  to  use  slow,  cranky 
Web-based  calendars.  "Appliances  have 
gotten  a  lot  more  intelligent,  but  they 
are  all  independent,"  says  Norman. 
"The  networked  home  is  still  a  lot  of 
talk,  and  there  seems  to  be  a  new  in- 
dustry consortium  every  week." 

The  growing  assortment  of  devices — 
PCs,  countertop  appliances,  handhelds, 
and  things  we  can't  even  imagine  yet — 
need  a  network,  preferably  a  wireless 
one.  Ideally,  each  device  should  con- 
nect to  a  local  network  when  it  is  avail- 
able and  to  a  wide-area  network,  such 
as  the  wireless-phone  system,  when 
needed.  The  slow  development  of  wire- 
less networks  means  this  capability  is 
several  years  off,  but  designers  should 
keep  the  goal  firmly  in  mind. 

Devices  on  the  network  need  a  way 
to  discover  one  another  and  learn  each 
other's  capabilities.  This,  for  example, 
would  allow  you  to  send  e-mail  from 
your  handheld  to  the  nearest  printer 
without  setup  or  configuration  head- 
aches. Technologies  such  as  Microsoft's 
Universal  Plug  and  Play  and  Sun  Mi- 
crosystems Inc.'s  Jini  could  be  a  big 
help,  but  given  the  rancor  between 
those  companies,  we  are  almost  sure  to 
get  two  rival,  incompatible  approaches. 

While  we  wait  for  standards  to  de- 
velop, it  would  be  good  if  consumers 
could  just  set  up  and  run  a  network 
without  having  to  understand  things 
like  the  Dynamic  Host  Configuration 
Protocol  or  Network  Address  Transla- 
tion. I  doubt  that  self-managing  net- 
works will  ever  solve  the  problem.  So 
there  may  be  a  new  business  for  [SPs  in 
running  home  networks  for  their  cus- 


OF  THE  POST-PC  WORLD 


The  computer  is  sure  to  be  a  fixture  of  your 
cubicle  or  classroom  for  years  to  come.  At  home, 
however,  specialized  devices  will  rule. 


I A  device  that  does  only  one  thing  has  to  do  it 

really,  really  well. 

I  Appliances  must  link  easily  to  share  information. 
I  Entering  information  has  to  get  a  lot  easier  than 

it  is  now. 
I  Privacy  will  be  paramount.  A  house  full  of 

devices  that  hear  all  and  see  all  could  be  more 

threatening  than  helpful. 


tomers.  This  could  be  a  great  opportu- 
nity for  broadband  service  providers 
on  the  BW50  list,  including  AOL  Time 
Warner,  Verizon  Communications,  and 
SBC  Communications,  but  none  has  yet 
risen  to  the  challenge. 
■  Ears  and  eyes.  For  entering  large 
amounts  of  text,  nothing  can  beat  the 
130-year-old  keyboard.  But  the  key- 
board requires  extensive  training  to 
use  efficiently,  demands  that  chunks 
of  plastic  clutter  up  desks,  and  hardly 
works  at  all  for  non-alphabetic  lan- 
guages such  as  Chinese. 

Alternatives  for  handhelds  are  all 
unsatisfactory.  Shorthand  scripts  like 
Palm  Inc.'s  Graffiti  work  fine  for  short 
messages,  but  accuracy  and  speed  are 
elusive.  Onscreen  keyboards  are  awful, 
and  telephone  keypads  are  worse. 

This  should  spell  new  business  op- 
portunities in  the  field  of  speech — the 
most  natural  form  of  human  communi- 
cation. But  it  will  be  years,  at  best, 
before  a  computer  achieves  the  lan- 
guage processing  skills  of  a  five-year-old 
child.  Speech  recognition  works  well  if 


you  can  make  sure  that  peopi 
say  only  things  that  the  compul 
er  can  understand,  usually  by  rl 
stricting  topics  and  requiring  I 
precise  syntax.  The  trouble  witj 
this,  says  speech  expert  Vict< 
Zue,  associate  director  of  Mass 
chusetts  Institute  of  Technologjl 
Laboratory  for  Computer  Sc 
ence,  is  that  "directed  dialo 
means  that  people  are  still  ser 
ing  machines."  More  humanli 
comprehension,  he  warns,  is  ri 
immediately  forthcoming. 

Zue  believes  that  compute 
of  the  future  may  have  to  co: 
bine  vision  with  speech  to  g: 
that  sort  of  comprehensioj 
Mounting  a  camera  in  a  handh 
device  is  easy  today,  but  getti: 
a  machine  to  comprehend  what 
sees  is  a  huge  challenge. 
■  Keep  Big  Brother  at  bay.  A  co 
puter  that  sees  all  and  hears 
is  a  computer  that  can  tell  all 
and  one  you  may  not  want 
your  home  or  office.  Ironical 
the  price  of  more  humane  co 
puting  could  be  a  grave  thn 
to  what's  left  of  our  privacy. 

Mechanisms  have  to  be  dev 
oped  to  make  sure  that  info: 
tion  we  want  kept  private  does 
leak  out.  Technologies  exist 
keeping  what  is  heard  or  seen 
your  house  inside  your  walls, 
the  sociological  hurdles  may  pn 
more  challenging  than  the  technical  on| 
The  industry's  cavalier  attitude,  typi: 
by  the  widespread,  quiet  collection 
personal  data  on  the  Web,  have  crea 
a  credibility  gap.  "The  difficulty  is  co 
ing  up  with  a  sociological  proof  that 
are  protecting  privacy,"  says  IBM's  M 
ris.  "It's  a  trust  problem  in  the  end 
have  to  solve  the  problem,  or  we  will 
to  reap  the  benefits  of  the  technoloi 

Ultimately,  a  successful  transition 
a  post-PC  era  may  depend  as  much 
attitude  as  technology.  When  comput 
were  regarded  as  experimental  devi 
for  the  technically  inclined,  or  as  b 
ness  machines  maintained  by  a  tec 
cal  priesthood,  users  were  tolerate 
great  deal.  But  one  requirement  tl 
people  have  about  gadgets,  whetl 
they  are  information  appliances 
washing  machines,  is  that  they  do  th 
intended  jobs  simply  and  reliably.  '1 
tech  industry  has  a  long  way  to  go 
fore  it  can  live  up  to  thai  expectati 


Wildstrom  is  BusinessWeek's  71 
nolnc/i)  A-  You  columnist. 
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their 
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ur  customers  expect  timely,  accurate  answers  — on  the  web,  via  email,  over  the  phone, 
y  in  your  lobby.  With  Primus®  knowledge-enabled  software,  you  can  deliver  answers 
T  iter  and  more  effectively  than  ever  before.  In  fact,  several  Primus  customers  found  that 
gol  2y  were  able  to  reduce  incident  escalations  by  50%  or  more. 

id  out  how  Primus  software  can  reduce  your  call  escalations— and  so  much  more. 
jaU  us  at  1.888.323.7244  or  visit  www.primus.com/financial  today  to  qualify  for  a  free 
stom  ROI  analysis. 
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Now  you  can  have  the  power  of  sophisticated 
business  solutions  that  fit  your  needs  precisely. 
Forget  the  complexity  and  expense  of  scaled- 
down  software  designed  for  mega  operations. 
Frontstep  specializes  in  solutions  for  midsize 
manufacturers,  distributors  and  divisions  of 
Fortune  1000  companies. 

Collaborate  and  Win 

Think  how  your  customers  will  appreciate  fast, 
trouble-free  ordering  and  fulfillment  via  the 
Internet.  Consider  how  instant  access  to  sales, 
service  and  order  information  can  empower 


your  selling  channels.  Make  real-time  sync  ;(t| 
nization  of  supply  chains  a  practical  reality 
your  business  more  efficiently  by  automat 
your  most  demanding  processes.  And  tie  i 
together  into  a  single,  easy  to  manage  sol 


Get  Up  and  Running  Faster 

Frontstep  solutions  take  a  fraction  of  the  i 
time  to  implement  and  can  be  installed  al 
once  or  one  step  at  a  time-whatever  wor 
for  you. 
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of  delivering  practical  solutions  to  com- 
isiness  requirements  speaks  for  itself. 
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Financial  security  doesn't 
have  to  be  a  fairy  tale." 


Sanih  Ferguson 
Schwab  Investor 


It's  about  knowing.  And  planning. 
And  making  smart  decisions. 

Introducing  the  Charles  Schwab  Stock  Explorer. 

It's  an  approach  that  helps  you  carefully  screen  stocks. 
For  potential  investment  ideas.  Online  or  off. 
The  featured  strategies  can  be  used 

as  a  starting  point  to  select  stocks. 
So  you  can  explore  the  potential  of  your  portfolio. 
And  start  planning  for  your  own  happily  ever  after. 

To  sample  the  new  Stock  Explorer,  visit  schwab.com 
and  click  on  'welcome'  or  call  1-800-739-5544. 
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EDITORIALS 
Innovators  Win . . . 


IN  THE  U.S.,  the  mood  swing  is  palpable. 
Last  year's  manic  Internet  euphoria  has  been 
replaced  by  a  darkening  pessimism  about  all 
things  high-tech.  There  are  rumors  that  the  New  Econ- 
omy is  dead,  with  the  demise  of  dot-coms  ending  the 
revolution.  Don't  believe  them.  It  is  certainly  true  that 
the  more  fanciful  business  models  of  the  early  days  of 
the  Web  world,  which  disdained  profitability  along 
with  bricks  and  mortar,  are  over.  But  the  revolution 
lives  on,  and  corporate  competition  depends  more  than 
ever  on  success  in  a  Net-centric,  information-driven, 
global  economy. 

There  is  no  denying  that  the  icons  of  2000 — Microsoft, 
Lucent,  Dell,  and  others  that  once  led  the  BusinessWeek 
50 — are  gone  this  year.  In  their  places  are  oil  and  pow- 
er companies,  such  as  Exxon  Mobil,  and  financial  insti- 
tutions such  as  Citigroup.  These  companies  are  unglam- 
orous  compared  with  the  high-tech  supernovas  of  the 
past.  But  at  a  time  when  gurus  have  been  proved 
wrong  and  conventional  wisdom  proved  false,  the  one 
constant  for  winning  remains  innovation.  Corporations 
must  use  innovation  not  just  occasionally  but  continu- 
ously if  they  are  to  prosper  in  the  21st  century. 

Creating  an  innovative  business  culture  is  one  of  the 
greatest  challenges  ahead.  Innovation  isn't  just  about 
designing  products.  It's  about  designing  consumer  ex- 
periences and  providing  services.  Dynegy  Inc.,  for  ex- 
ample, provides  energy  but  gets  most  of  it  from  the 


marketplace,  not  the  ground.  Duke  Energy  Corp.  is 
in  the  power  business,  but  its  "product"  is  the  sav 
ings  that  it  shares  with  consumers  after  it  upgrades 
their  home  systems  to  conserve  electricity. 

In  businesses  that  can  be  digitalized,  from  software  t( 
music  to  film,  the  subscription  model  appears  tran 
scendent.  It  is  no  surprise  that  aol  Time  Warner  Inc. 
basing  its  operations  on  this  model.  But  General  Electri< 
Co.?  No  longer  just  selling  jet  engines,  GE  is  in  th< 
"thrust  service"  business,  selling  contracts  for  a  guar 
anteed  level  of  engine  use.  Included  in  the  contrac 
are  the  engines,  parts,  repairs,  and  financing. 

Companies  in  the  BW50  are  using  information  tech 
nology  to  promote  innovation  that  transforms  wha 
they  sell,  what  they  do,  and  how  they  do  it.  Tyco  In 
ternational  Ltd.,  No.  1  on  the  list,  uses  it  to  knit  toT 
gether  its  varied  enterprises.  Merrill  Lynch  uses  it  ti 
create  new  products,  such  as  personalized,  real-timj 
market  information  it  will  soon  make  available  on 
personal  digital  assistant.  Xilinx  uses  it  to  link  itself  tj 
customers  and  partners,  watch  inventory,  and  distribut 
software — all  via  the  Web. 

And  this  is  just  the  beginning.  "Bioinformatics,"  th 
merging  of  information  technology  with  biogenetic  en 
gineering,  is  a  new  field,  thanks  to  the  decoding  of  th 
human  genome.  Nanotechnology — building  computer 
and  machines  at  the  atomic  level — is  just  taking  off.  Th 
ability  to  innovate  will  determine  the  future. 


. . .  And  Smart  Managers ,  To< 
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HIS  YEAR'S  BusinessWeek  50  is  a  blast 
from  the  past.  New  Economy  darlings 
M  such  as  Cisco,  Lucent,  and  Microsoft  are 

gone.  Indeed,  a  year  ago,  24  of  the  top  50  were  high- 
tech  companies.  No  more.  This  year,  energy  companies, 
utilities,  banks,  and  conglomerates  are  in. 

That's  not  to  say  that  technology  is  totally  out. 
Five  companies  have  made  the  BW50  each  year,  in- 
cluding this  year,  since  the  list  was  started.  Three — 
Sun  Microsystems,  EMC,  and  Tellabs — are  pure  tech 
plays.  Merck  &  Co.  is  a  life-sciences  pharmaceutical 
company.  Morgan  Stanley  Dean  Witter  uses  a  lot  of 
information  technology. 

No  doubt  soaring  oil  and  gas  prices  played  a  key 
role  in  getting  Exxon  Mobil,  EOG  Resources,  Calpine, 
and  other  energy-based  companies  onto  the  list.  But 
relying  simply  on  higher  prices  didn't  do  the  trick. 
Some  slimmed  down  to  core  operations  to  maximize  ef- 


ficiency. Others  managed  assets  wisely  and  refusel 
to  pay  outsized  prices  for  oil  fields  or  service  oper; 
tions.  Amerada  Hess  Corp.  turned  away  from  som| 
high-priced  energy  assets  to  pick  up  other  less  e> 
pensive  ones. 

Managing  acquisitions  well  was  a  prime  factor  il 
getting  onto  the  BW50.  Drug  giant  Merck  resistel 
the  temptation  to  pay  huge  sums  for  acquisitions,  re" 
lying  instead  on  its  own  labs  to  churn  out  top-sellin| 
drugs.  Citigroup  and  FleetBoston  Financial  Corp.  ha\ 
moved  beyond  traditional  banking  strengths  to  incoi  I 
porate  insurance,  investment,  and  other  financial  sej  | 
vices.  Others  focus  on  managing  flexibility.  Providia 
Financial  Corp.  has  sophisticated  statistical  models  t 
manage  credit  card  risk. 

Staying  a  winner  in  this  economic  environment  \vi 
prove  to  be  harder  than  any  time  during  the  pas 
decade.  Stay  tuned. 
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fO     While  the  world  may  be  getting  smaller,  its  challenges  clearly  aren't.  That's  why  it's 


reassuring  to  know  some  people  have  your  best  interests  in  mind.  People  who  eat,  sleep  and 


breathe  your  business.  So  when  you  talk  about  your  company's  Internet  needs,  they  understand 


every  word  you  say.  Fujitsu  is 


the  world's  third  largest  IT 


services  company  "-a  $50  billion 


THE  INTERNET  CAN  PUT  YOU  IN  TOUCH 

WITH  MILLIONS  OF  CUSTOMERS 

AROUND  THE  GLOBE. 

THEN  WHY  DO  YOU  FEEL  SO  ALONE? 


provider  of  IT  and  telecommunications  products  and  services.  With  60,000  IT  support  and 


service  professionals  and  operations  in  over  100  countries,  we're  anything  but  distant.  We  get 


to  know  each  of  our  global  customers,  on  their  own  turf.  All  over  the  world.  Isn't  it  nice  to  know 


that,  wherever  the  Internet  takes  your  business,  there  will  be  someone  right  by  your  side? 


FUJITSU 


THE     POSSIBILITIES     ARE     INFINITE 


www.fujitsu.com 


•Source:  IDC.  December  1 999.  Who  Will  be  Leading  the  Global  IT  Services  Industry  in  20007.  A  Competitive  Analysis  by  Mauro  Peres,  Sophie  Janne  Mayo. 


ALLSTATE  had  to  build  an  Internet  distribution  channel  under  an  aggressive 

ne  that  left  some  on  Wall  Street  skeptical.  Using  enterprise  softwai* 
Microsoft,  they  created  a  new  quote-and-buy  Web  solution  from  scratch  and 
I  with  legacy  systems.  As  planned  and  on  budget,  www.allstate.com 


©  2001  Microsoft  Corporation.  All  rights  reserved.  Microsoft  and  Windows  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  In  the  United  States  and/or  other  countries.  Allstate  Is  a  reglsterod 
service  mark  of  Allstate  Insurance  Company. 
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Enterprise  software  from  Microsoft  helps  you  implement 
lew  ideas  fast.  Though  the  logic  is  clearly  faulty,  the 
phrase  "it  has  to  happen  yesterday"  is  understood  by  most 
businesspeople.  That's  why  Microsoft  gives  you  a  complete 
set  of  software  building  blocks  that  can  be  rapidly 
assembled,  reconfigured,  and  reassembled  according  to 
your  situation.  From  mission-critical  operating  system 
software  like  the  Microsoft®  Windows®  2000  Server  family 
to  powerful  business  software  such  as  the  Microsoft  .NET 
Enterprise  Server  family,  all  Microsoft  software  is  designed 
to  be  flexible  enough  to  help  you  quickly  meet  whatever 
the  "do  it  yesterday"  world  of  business  sends  your  way.  To 
find  out  how  ycu  can  make  your  business  more  agile,  visit 
microsoft.com/business  Software  for  the  Agile  Business. 


Microsoft 


You  got  out  of  bed  this  morning  and  the  world  was  still  there. 


The  trains  were  running. 


The  lights  worked. 


And  so  did  everything  else  you  turned  on. 


But  who's  making  sure  it  all  works? 


We  are. 


All  over  the  world. 


And  if  you  haven't  heard  of  us, 


You  will. 


usa.siemens.com 
NYSE  symbol:  SI 


On  the  New  York  Stock  Exchange  March  12,  2001 


SIEMENS 


Global  network  of  innovation 


CIT 
NYSE.  ©2001  The  CIT  Group,  Inc. 
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to  stay  there . 


For  nearly  a  century,  CIT  has  demonstrated  the  financial 
strength  and  balance  that  has  allowed  us  to  grow  into  one  of  the 
most  respected  financial  organizations  in  the  world. 

With  over  50  billion  dollars  in  managed  assets  and 
leadership  positions  across  a  wide  array  of  industries,  from 
Aerospace  and  Healthcare  to  Technology  and  Construction,  our 
focus  is  fixed  firmly  on  the  future. 

Today,  with  new  and  expanded  capabilities,  we  continue 
to  build  upon  a  tradition  of  providing  innovative  solutions  for  a 
growing  family  of  customers. 

Because  helping  our  customers  reach  their  goals  is  how  we 
continue  to  reach  ours. 

Discover  why  today's  business  leaders  put  their  trust 
in  today's  financing  leader. 


CIT.com 
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nkings  and  profiles 


www.businessweek.com/bschol 


Q&A:  Meet  Paul  West,  financial-aid  director  at  Duke's  Fuqua  Schoc 

www.businessweek.com/globalt 


GLOBAL 
BUSINESS 


n-depth  coverage  of  Asia, 
iurope.  and  Latin  America 


NEWSMAKER  Q&A:  The  new  WTO  chief,  Thailand's  Supachai 
Panitchpakdi,  warns  rich  nations  to  pay  attention  to  the  have-nots  j 


CAREERS 


Ivice  and  tools  for 
iper-management  job  seekers 


www.businessweck.coiii/cart'l 


ASK  CAREERS:  An  exec  whose  dot-com 
was  snapped  up  by  a  big  outfit  copes  with 
postmerger  blues — by  eyeing  the  exits 


L  LeadersOnlii 
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Although  the  forecast  was  accurate, 

Bill  wasn't  one  to  express  his  feelings 

for  the  GOES  NOAA  11  Satellite  Imager. 


i 


H 


Every  day  you're  using  products 
from  ITT  Industries  without  noticing 
them.  And  we  like  it  that  way. 
Technology  shouldn't  be  noticeable. 
It  should  be  reliable. 

Whether  we're  building  high 
purity  valves  for  pharmaceutical 


production  or  the  sensors  that 
allow  a  weather  satellite  to  create 
forecasting  images,  you'll 
never  be  aware  of  our  technology. 
Which  is  good. 

Because  it  isn't  about  technology, 
it's  about  life. 


CONNECTOR 


ITT  Industries 

Engineered  for  life 


You're  competing  in  the  Internet  Economy.  The  Economy  of  Skills.  Where  intellectual  capital  is  the  currency  of  the  day. 
You  need  to  create  a  company  culture  that  welcomes  new  ideas  and  new  ways  of  thinking.  And  you  need  the  best  people 
to  make  that  happen.  Are  you  doing  everything  you  can  to  find  the  best  talent  now?  What  if  you  made  it  easy  for  new 
graduates  to  give  you  their  resumes  online?  What  if  you  could  match  up  the  perfect  candidate  with  the  right  hiring  manager 


Find  your  best  talent. 


Discover  all  that's  possible  on  the  Internet. 


within  hours?The  Internet  can  help  you  recruit  faster  and  more  cost-effectively  than  you  can  imagine. 
In  fact,  our  cost  per  hire  dropped  39%,  and  our  time  to  hire  dropped  60%.  We  can  show  you  how. 
Whether  you  manage  your  own  network,  or  use  a  service  provider  with  a  Cisco  Powered  Network 
^y,vlSE9   we  can  helP  Vou  discover  a  new  way  to  recruit  for  the  future.  Visit  cisco.com/go/iq 


Cisco  Systems 


Empowering  the 
Internet  Generation" 


Up  Front 


TRADE  TIFFS 

GRAND  OLD 
PROTECTIONISTS 

there's  a  move  to  protect 
the  U.  S.  steel  industry  gath- 
ering steam  in  Washington — 
and,  surprisingly,  it's  coming 
from  otherwise-free-trade  Re- 
publicans. U.  S.  Trade  Rep 
Robert  B.  Zoellick  is  floating 
the  idea  of  temporary  high 
tariffs  on  foreign  steel  im- 
ports to  be  imposed  only  if 
the  industry  can  come 
up  with  a  restruc- 


EDITED  BY 
SHERIDAN  PRASSO 

turing  plan.  World  Trade  Or- 
ganization agreements  allow 
temporary  protections  in 
times  of  crisis. 

U.S.  steel  companies  have 
been  battered  by  low  world 
prices,  and  11  have  filed  for 
bankruptcy  in  the  past  year. 
The  Clinton  Administration 
repeatedly  rebuffed  protec- 
tionist calls  from  the  Steel- 
workers'  union.  But  the  Bush 
team  has  set  up  a  task  force 
including  the  Treasury  and 
Commerce  Depts.  Treasury 
Secretary  Paul  O'Neill  is  like- 
ly to  be  sympathetic:  While 
heading  Alcoa,  he  pushed 
Washington  to  help  establish 
an  aluminum  cartel  that 
raised  worldwide  prices. 

gop  protectionism  has 
precedent:  President  Reagan 
did  the  same  for  motorcycles 
in  1983  to  let  Harley-Davidson 
retool  in  the  face  of  Japanese 
competition.  Paul  Magnusscm 


TALK  SHOW  ttl  put  Napster  third  on  a  list  of  uprisings  of 
massive,  uncoordinated  civil  disobedience  in  the  last  100 
years,  after  [speeding]  and  [bootlegging]. 5? 

— Posting  on  Slashdot.  org  by  New  Media  Professor  Clay  Shirky 


BROWNOUT  BLUES 

DAY-FOR-NIGHT 
IN  CALIFORNIA 

WHAT  WOULD  CALIFORNIA  BE 
like  if  the  sun  set  at  9  p.m.? 
Two  more  hours  to  skateboard 
or  surf,  to  paint  or  play?  It's 
possible.  A  congressman  from 
California,  Democrat  ^ 
Brad  Sherman,  has  in- 
troduced a  bill  enabling 
California  and  states  in 
the  Pacific  Time  Zone  to 
set  their  clocks  two 
hours  ahead  on  May  1. 
That  way,  it  would  stay 
light  well  into  the 
evening — particularly  on 
the  northern  Pacific 
Coast — and  hold  down 
demand  for  electricity 
during  peak  periods. 
While  the  sun  would  " 
rise  later,  too,  the  change 
could  cut  electricity  consump- 
tion by  1%  to  2%  a  day,  says 
Sherman.  "The  bill  provides 
California    with    the    tools 


to  ease  the  burden,"  he  sa^ 
"Double  Daylight  Savi 
Time"  has  support  from  mc 
than  a  dozen  House  lawms 
ers  but  is  still  looking 
Senate  backers.  The  Calif* 
nia  legislature  first  ask 
Congress  to  act  last  ye 
since  time  changes  need  ft 
eral  approval. 


GOLDEN  GATE:  Thinking  solar 


It  wouldn't  be  the   fid 
time  the  U.S.  extended  Dj 
light  Saving  Time.  The  Is 
time  was  during  the  ener  _ 
crisis  in  1973-75.  Laura  Co 


DUELING 
HARVARD  HEAVIES 

IS  THE  HARVARD  UNIVERSITY 
pond  big  enough  for  two  big, 
fighting  fish?  One  is  former 
U.  S.  Treasury  Secretary 
Lawrence  H.  Summers, 
picked  to  be  Harvard's  next 
president.  The  other  is  Jef- 
frey D.  Sachs,  who  heads  the 
Harvard  Center  for  Interna- 
tional Development.  The  two 
were  Harvard  grad  students 
together  in  the  '70s.  They  at- 
tended each  others'  weddings, 
published  a  paper  together, 
and  then  earned  tenure  as 
Harvard  professors  on  the 
same  day. 

But  when  it  came  to  the 
Asian  financial  crisis  of  1997- 


MJk  ^^  '99,  the  two  econo- 
^k  A  mists  clashed. 
f*^|PW  Striking  blows  by 
*  ■    proxy  through 

speeches  and  pa- 
pers, Sachs  ar- 
gued that  U.S. 
officials  and  the 
International 
Monetary  Fund 
made  the  Asia 
crisis  worse  by 
pushing  auster- 
ity and  high  interest  rates  in 
countries  such  as  Indonesia. 


Casting  Treasury  as  the  force 
behind  the  IMF,  Sachs  called 
the  IMF  "the  Typhoid  Mary 
of  emerging  markets"  and 
said:  "The  Treasury  and  the 
IMF  have  driven  a  large  part 
of  the  developing  world  into 
recession."  Summers,  known 
for  his  forceful  stances,  de- 
fended U.S.  policy.  While  con- 
ceding some  of  Sachs's  points, 
he  didn't  cave  in. 

As  Harvard  narrowed  its 
pick  for  Sachs's  new  boss  to 
Summers,  a  source  close  to 


/ 


the  situation  says  Sachs  h 
"fierce  objections."  But  Sac 
adamantly  denies  that:  "I  < 
couraged  Larry  Summers 
take  this  job.  We've  be 
friends  and  colleagues  for 
long  time;  I  think  he'll  be 
excellent  president."  He  a 
his  dispute  with  Summt 
mere  "friendly  jousting"  a 
says  he  will  stay  at  Harva 
Summers,  for  his  part,  sJ 
only  that  he's  "looking  f< 
ward  to  seeing  old  frienc 
when  he  gets  there. 


THE  LIST  TOY  TROUBLE  AT  FAST-FOOD  OUTLETS 


Kids' meal  toys 
are  dangerous. 
The  Consumer 
Products  Safe- 
ty Commis- 
sion has  cited 
a  rash  of  inci- 
dents and 
called  for  bet- 
ter safeguards. 

DATA:  RESIAURANI 
BUSINESS,  CPSC 


CHICK-FIL-A 

February,  2001 

Recall:  3.8  million 
model  planets,  because 
of  choking  hazard  from 
suction  cups 

KFC 

August,  2000 

Recall:  425,000  Tan- 
gled Treeples  animal  fig- 
ures, after  packaging  got 
stuck  over  a  child's  face 


MCDONALD'S 

March,  2001 

Recall:  234,000  Scooter 
Bugs,  because  of  broken 
antennas  causing  choking 


^4 
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BURGER  KING 

March,  2001 


Recall:  400,000  River 
boat  toys  because  of 
choking  hazard;  25 
million  Pokemon  balls 
after  suffocation  of  tw 
children  in  1999-20O 


(&  business  hosting 


IBM   E-BUSINESS   HOSTING™  HELPS  YOUR   E-BUSINESS  GROW  BY  GROWING 
WITH  YOU.  WE   HAVE  SOLUTIONS  YOU   CAN   CUSTOMIZE  -  FROM   COLOCATION  TO 
A  FULL  RANGE  OF  MANAGED  SERVICES.  WE   HAVE  SCALABLE   INFRASTRUCTURES 
THAT  WILL  RAMP  UP  YOUR  SITE'S  CAPABILITIES,   RIGHT  WHEN  YOU   NEED   IT. 
AND  WE   HAVE   MANAGED  STORAGE  AND  SECURITY  SERVICES  TO   KEEP  ANY 
SIZED   E-BUSINESS   RUNNING   SMOOTHLY,  DAY  AND   NIGHT. 


E-BUSINESS   HOSTING.  ONLY  FROM 


iM. 


Call  1  800  IBM  7080,  ask  for  host  or  visit  ibm.com/e-business/hosting 


Up  Front 


CHANGING  CHINA 

LET  A  THOUSAND 
STAIRMASTERS  BLOOM 

CHINA     IS    SUDDENLY    ON     A 

health  kick,  and  nowhere  is 
the  trend  more  evident  than 
in  chic  Shanghai,  where  im- 
age-conscious residents  have 
higher  living  standards  and 
more  disposable  income.  Vit- 
amin sales  have  skyrocketed 
in  the  past  few  years,  and 
health-club  memberships  are 
all  the  rage  in  a  city  where 
just  a  decade  ago  a  phone 
line  and  an  air  conditioner 
topped  the  most-wanted  lists. 
A  dozen  health  clubs  have 


opened    recently   GOLD'S 

in   Shanghai.   At  GYM  is 
the  local  outpost   hot 
of       California's  ~ 
Gold's  Gym,  membership  is 
up  to  1,000  since  its  Septem- 
ber opening.  They're  mostly 
male  professionals,  25  to  40, 
who  pay  a  $725  annual  fee. 
Sales  of  nutritional  supple- 
ments, such  as  protein  and 
whey  powder,  are  "huge — its 
unbelievable,"  says  manager 
Jill  Bodnar,  an  American. 

Of  course,  most  Chinese 
can't  afford  such  pursuits.  But 
a  growing  number  can.  It  may 
be  Communist  China,  but  the 
bourgeois  search  for  the  body 
beautiful  is  on.    Alysha  Webb 


BELTWAY  WAYS 

AGOVERUP 

IN  WASHINGTON? 

"I     BELIEVE     ANITA     HILL!" 

screamed  the  graffiti  writ 
large  on  a  Washington  build- 
ing around  the  time  of  the 
1991  confirmation  hearings  for 
Supreme  Court  Justice 
Clarence  Thomas,  whom 
Hill  accused  of  sexual  ha- 
rassment. For  nearly  10 
years,  the  10-by-20-foot 
commentary  loomed 
over  the  busy  intersec- 
tion of  Connecticut 
and  Calvert. 

But  now  it  has  just 
as  mysteriously  disap- 
peared, giving  rise  to 
conspiracy  theories  about  who 
did  it  and  why.  What's  known 
is  that  the  painter(s)  came  in 
the  night,  around  Dec.  12, 
when  the  Supreme  Court — 
including  Thomas — ruled  in 
favor  of  George  W  Bush  in 
the  election  recount  war.  The 
city  and  the  building's  owner 
say  they  played  no  role  in  it. 


Could  it  have  been  Bush 
supporters  offering  a  "thank 
you"  for  Thomas'  support?  A 
sign  of  Washingtonians'  de- 
sire to  put  the  Clinton  years 
behind?  American  University 
political  analyst  Allan  Licht- 
man  notes  the  Supreme 
Court's  desire  to 
preserve  its  rep- 


utation and  jokingly  suggests 
that  Thomas  may  have  sent  a 
clerk  to  do  the  deed.  But 
pundit  Ben  Wattenberg  scoffs 
that  a  conspiracy  "would  re- 
quire more  coordination  than 
I've  seen  in  more  than  30 
years  here."  Another  theory? 
Just  someone  cleaning  up  the 
neighborhood.  Qretchen  Cook 


■'im'n'W.jgH: 


THE  MONEY  SCRAMBLE 


PITCH  YOUR  IDEA  IN  28  FLOORS  OR  LESS 


GOT     A     GOOD     IDEA     FOR     A 

startup,  even  in  this  dismal 
environment?  Want  a  venture 
capitalist  to  fund  it?  Well,  talk 
fast.  You've  got  two  minutes — 
in  an  elevator. 

That's  the  goal 
of  a  Mar.  31  con- 
test for  MBA 
students  from  18 
top  universities, 
including  Duke, 
the  University 
of  Michigan, 
Carnegie-Mellon, 
and  the  Univer- 
sity of  Chicago. 
Sponsored  by 
Wake  Forest  University  in 
Winston-Salem,  N.C.,  the 
contest  puts  one  or  two  stu- 
dents in  an  elevator  with  lo- 
cal venture  capitalists.  They 
have  to  make  a  successful 


pitch  lasting  no  longer  1 1 
the  two-minute  ride  to  I 
28th  floor  of  Wachc  I 
Center,  downtown  headqi  I 
ters  for  Wachovia  Bank.  I 
ganizing  pro!  I 
sor  Stan  Mar  I 
says  that  w',  I 
there  may  be  I 
such  competiti  I 
nationwide,  "w  I 
structured  o  I 
around  the  \ I 
the  world  woi  I 
— hence 
elevator.  "Oft  I 
times  you  ha\  I 
short  period  1 
influence     st 


time  to 
holders." 
The    prize 


?    Investmt 


from  three  North  Carolinal 

firms  with  $500  million  in 

ly-stage  money.     Joan  Oh 


THE  BIG  PICTURE 


ARE  YOUR 
FILES  SAFE? 

Despite  dangers 
to  computer 
files  from  viruses, 
power  outages, 
and  hackers,  a  sur 
vey  of  1,000  U.S. 
computer  users 
finds  that  many 
don't  back  up 
their  data  often 
enough — if  at  all. 


Never  back  up  their  data        41 


COMPUTER 
USERS 

WHO: 


Back  up  data  (at  work)  once    *g 
a  month  or  less 


Back  up  data  (at  home)  once  gg, 
a  month  or  less 


Worry  about  losing  data 


43 


Have  lost  data  to  viruses, 
blackouts,  or  hackers 


22 


Dat.| 

lomel 
Cor  J 


FOOTNOTES  Annual  sales  projections  worldwide  for  interactive  TV  set-top  boxes:  2001,  $6  billlOll;  2004,  $1 1 .5  billion 
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U.it, i    MiiiiIMi.uk  h  Iim    ,  Mki,  In, 


U-800-OK-CANON, 

•isit  www.imagerunner.com 


There  are  some  openings 

only  an  imageRUNNER 

can  fill. 


Staple 
Saddle  Stitch 


Meet  the  imageRUNNER  5000.  An  amazing 
document  production  system  that  can  output 


at  50  ppm  and  deliver  full-finishing  capabilities  right  from  the  desktop. 

A  seamless  fit  to  any  network,  this  digital  marvel  is  built  on  the  highly 

acclaimed  imageRUNNER  product  platform.  So,  put  a  fresh  coat  of  paint 

on  the  walls,  the  imageRUNNER  5000  is  headed  your  way.  At  Canon, 

we're  giving  people  the  know-how  to  realize  the 

full  power  of  the  digital  office. 


W 


imageRUNNER" 

5  0  D  D 


KNOW  HOW 


UBSP 


ci 


(How  3  simple  letters  are  about  1  ia 


Yes,  we  have  a  new  name. 

But,  more  importantly,  we  have  become  an  even 
more  powerful  ally  for  investors,  providing  them  with 
personalized  investment  service. 

PaineWebber's  success  has  been  built  on 
relationships. 

By  taking  the  time  to  understand  your  needs  and 
goals,  our  Financial  Advisors  can  help  you  make 
investment  decisions  that  are  customized  for  you- 
not  you  and  10,000  other  investors. 

As  UBS  PaineWebber,  we  are  more  eguipped  than 
ever  to  make  that  relationship  even  more  powerful. 

Why  is  this  union  between  UBS  and  PaineWebber 
destined  to  work? 

Because  we  are,  at  heart,  two  complementary 
organizations.  Like  us,  UBS-one  of  the  world's 


I  2001  UBS  PaineWebber  Inc.  All  rights  reserved.  Member  SIPC. 


ran 


premier  financial  services  firms,  based  in 
Switzerland-has  always  placed  the  highest 
value  on  the  bonds  between  Financial  Advisoi  tc 
and  clients. 

We  both  have  recognized  reputations  for  bei 
prudent  managers  of  our  own  capital-and  that  oft 
our  clients. 

And  we  both  believe  that  you  build  busings 
by  being  great  collaborators. 

In  essence:  Our  name  may  be  changing, 
but  our  relationship-based  philosophy  isn't. 

Organizationally,  we  are  now  a  part  of 
UBS  Warburg,  a  division  of  UBS  recognized  af » 
a  world  leader  in  research. 

What  does  this  mean  to  our  clients  and 
Financial  Advisors? 


Hie 


•' 


ne 


Webbe 


r 


lake  a  world  of  difference  to  investors.) 


They  will  now  access  research  from  UBS 
irburg,  whose  presence  extends  to  six  of  the 
rld's  seven  continents.  Analysts  from  PaineWebber 
ye  now  joined  the  UBS  Warburg  team,  increasing 
i  I  roster  of  analysts  from  60  to  600,  covering 
00  companies. 

As  well,  UBS  PaineWebber  clients  will  benefit 
m  an  abundance  of  new  products  and  services, 
luding  access  to  UBS  Warburg's  expertise  in  global 
:urities,  structured  risk  management  products  and 
eign  exchange. 

Over  the  last  two  decades,  a  hallmark  of 
ineWebber's  success  has  been  our  thematic 
proach  to  investing,  conceived  and  driven  by  our 
)-ranked  Investment  Strategy  Group.  They,  too,  will 
w  operate  under  the  UBS  Warburg  banner. 


For  our  Financial  Advisors  and  clients,  this 
news  has  very  positive  implications. 

It  not  only  underscores  UBS  PaineWebber's 
continued  commitment  to  the  long-term  value  of 
research  excellence-it  signifies  the  dramatic  new 
breadth  of  insight  our  Financial  Advisors  and  clients 
have  access  to. 

New  resources.  New  capabilities.  New  strength. 
All  flowing  into  what  is  the  lifeblood  of  our  new 
company-the  relationships  between  each  individual 
client  and  their  Financial  Advisor. 

Yes,  our  name  is  now  UBS  PaineWebber. 

And  the  real  evidence  of  change  will  emerge  in  the 
powerful  new  ways  we  can  earn  more  "thank  you's" 
from  investors  who  seek  personalized  investment 
solutions. 
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XEROX:  INFLEXIBLE 
AND  OUT  OF  TOUCH 


What  an  excellent,  in-depth — and 
sad — story  about  a  company  I  once 
loved  ("Downfall  X,"  Cover  Story,  Mar. 
5).  I  enjoyed  a  successful  career  at  Xe- 
rox Corp.  from  1969  to  1976.  [Chairman 
G.  Richard]  Thoman  is  right:  At  Xerox, 
you  must  be  "liked"  to  succeed.  This  is 
true  for  insiders  as  well  as  outsiders. 
Even  when  I  was  at  Xerox,  the  "liking" 
was  more  important  than  the  results. 
Because  of  this,  Xerox  lost  a  lot  of  tal- 
ented men  and  women. 

It  is  amazing  to  me  how 
many  former  Xerox  em- 
ployees are  currently  in  top 
management  at  successful 
corporations. 

C.J.  Knegten 

President  and  CEO 

Nu-Deluxe  Corp. 

Buffalo  Grove,  111. 

Over  the  past  four  years,  I 
have  had  numerous  dealings 
with  Xerox  employees  while  I  was  liv- 
ing in  Rochester,  N.Y.,  where  the  com- 
pany still  has  a  major  presence.  Busi- 
nessWeek  mentions  only  in  passing  that, 
in  the  late  1960s,  Xerox  headquarters 
was  lured  away  from  then  high-tax  New 
York  State  to  greener  pastures  in  Stam- 
ford, Conn. 

People  who  have  grown  up  in  the 
Xerox  management  culture  have  often 
been  recruits  from  nearby  New  York 
City  firms.  They  do  not  have  their  fin- 
gers on  the  pulse  of  what  is  going  on 
back  in  Rochester,  where  most  Xerox 
products  are  still  produced. 

One  way  to  help  bring  the  company 
back  to  financial  health  would  be  to  re- 
turn its  head  office  to  Rochester.  This 
would  weed  out  those  Stamford  man- 
agers who  view  Xerox  only  as  a  job 


and  who  often  view  assignments  in 
Rochester  as  exile  "in  Siberia. 

Brian  Donovan 
New  York 

It  is  common  knowledge  that  Xerox 
failed  to  commercialize  innovations  made 
at  its  Palo  Alto  Research  Center.  It  is 
less  well-known,  however,  that  Xerox 
also  lost  its  leadership  in  the  1970s  in 
the  most  critical  part  of  analog  copier 
technology.  About  60  PhDs  (I  was  one 
of  these)  hired  in  the  late  1960s-early 
1970s  to  make  a  quantum  leap  in  imag 
ing  technology  failed  to  come 
up  with  useful  inventions. 

Meurig  W.  Williams 
Bradenton,  Fla. 

As  someone  who  has  been 
a  Xerox  supplier  since  1970 
and  a  Hewlett-Packard  Co. 
supplier  since  1990,  let  me 
tell  you  that  the  difference 
between  them  is  night  am 
day.  Xerox  always  beat  u 
on  suppliers  and  ignore 
their  ability  to  increase  value  with  ne 
ideas  and  new  products.  HP,  while  n 
slouch  in  obtaining  competitive  pricim 
from  suppliers,  is  always  willing  to  worl 
with  suppliers  to  create  new  products 
and  it  shares  in  the  resulting  benefits. 
Xerox  is  the  ultimate  unchangeabl 
Old  Economy  company.  And  therein  he 
the  reason  for  its  downfall.  Innovation  i 
what  reduces  costs — not  bludgeonin 
suppliers  into  bankruptcy. 

James  Seese 
St.  Loui 

AIRBUS  SAYS  ITS  TERMS 
ARE  JUST  BUSINESS  AS  USUAL 


We  take  exception  to  certain  argu- 
ments put  forward  about  the  new  Air- 
bus A380  in  "Giving  'em  away?"  (Inter- 
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NYK  LOGISTICS 

&MEGACARRIER 


Introducing  our  new  logo  symbolizing  the  integration  of 

all  segments  of  the  NYK  Group,  and  expressing  our  pride  as  a  megacarrier 

with  over  a  century  of  experience  in  sea,  land  and  air  transport. 

Through  computer-driven  integration,  the  segments  of  the  NYK  Group  achieve 

a  new  synergy  that  enhances  transport  efficiency  on  a  global  scale. 

Now  NYK's  advanced  logistics  centers  can  tailor  sophisticated 

logistics  technology  (LT)  solutions  to  make  total  supply  chain  management 

a  reality  in  your  business.  Propel  your  logistics  into  the  21st  century. 

Get  the  power  of  synergy  with  the  NYK  Group. 

The  Power  of  Synergy 


NIPPON     YUSEN     KAISHA 


Yusen  Bldg.,  3-2,  Marunouchi  2-chome,  Chiyoda-ku,  Tokyo  100-0005,  Japan   TEL:  81-3-3284-515 1   E-mail:  prteam@jp.nykline.com   http://www.nyklin 
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process  this: 


If  you  need  to  walk  your  e-biz  solution 
provider  through  the  abc's  of  the 
prOCeSS  industries,  you  may  never 
get  to 


Other  e-business  providers  offer  one-size-fits-all  solutions.  Only  AspenTech  brings  20  years  of  proven  process 
industry  expertise  to  the  table.  With  solutions  tailored  specifically  for  your  industry,  you  can  realize  tens  to 
hundreds  of  millions  of  dollars  per  year  in  added  value.  With  minimal  risk.  That's  process,  to  the  power  of  e. 


www.aspentech.com/ebiz 


aspentech 

process,  to  the  power  of  e. 


e-marketplaces    +    e-supply   chain    +    engineering    +    manufacturing    =    dramatic    results 


dona]  Business,  Mar.  5).  Airbus  is  not 
ring  "extraordinarily  generous  terms 
early  buyers  of  the  A380."  And  the 
lies  quoted  are  off  the  mark.  In  fact, 

Airbus  terms  are  typical  for  launch 
.nsactions  at  this  stage  of  a  new  pro- 
lm,  and  the  concessions  made  remain 
line  with  established  expectations, 
cause  Boeing  Co.  has  long  enjoyed 
•nopoly  pricing  on  the  747  program, 
lines  are  finally  benefiting  from  pric- 

levels  in  the  large-aircraft  category 
it  competition  has  already  brought  to 
ler  segments  of  the  aircraft  market. 
This  is  why  the  terms  and  conditions 
ered  to  early  customers  in  no  way 
pair  the  profitability  of  the  A380  pro- 
im,  nor  will  they  affect  our  future 
rtomers.  Airbus  is  most  certainly  not 
ving  customers  the  option  of  cancel- 
j  orders  12  months  before  delivery 
hout  customary  penalties."  Airbus  is 
;  offering  40%  airframe  discounts,  nor 
it  offering  purchase  agreements  with 
little  as  $500,000  downpayments. 
Airbus  is  a  profit-making  enterprise 
i  must  justify  its  business  decisions  to 
ders  of  its  publicly  traded  shares  on 
rely  commercial  grounds.  The  A380 
)gram  is  on  target  to  generate  a  20% 
ernal  rate  of  return. 

John  J.  Leahy 

Executive  Vice-President 

Airbus  Industrie 

Blagnac,  France 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

tec  h&you@bus  inessweek.com 

SMARTER  TOOLS  TO 
SCOUR  A  WIDER  WEB 


One  of  the  challenges  of  the  Internet  is 
that  as  the  World  Wide  Web  grows,  find- 
ing needles  in  that  ever-expanding 
haystack  keeps  getting  harder.  But  there  are 
tools  that  can  make  it  easier  to  locate  useful 
information. 

My  favorite  is  the  Google  Toolbar,  which  in- 
corporates the  power  of  what  is  hands-down 
the  best  search  service  on  the  Web  directly  into 
Microsoft  Internet  Explorer  for  Windows.  (It 
does  not  work  with  Netscape  or  AOL).  For  some 
reason,  Google  has  hidden  this  lamp  under  a 
bushel,  not  promoting  it  even  on  the  service's 
spartan  home  page.  But  you  can  download  it 
from  toolbar.google.com. 

Once  downloaded,  the  program  creates  a  small 
Google  toolbar  on  IE  (version  5.0  or  later).  Typing 
a  word  or  phrase  into  the  toolbar  and  clicking 
the  "search"  button  brings  up  a  list  of  relevant 
Web  pages,  just  like  on  www.google.com.  If  you 
click  the  toolbar's  "search  site"  button  instead, 
your  search  will  be  limited  to  the  site  you  are 
on — often  with  better  results  than  using  that 
site's  own  search  capabilities.  On  the  www.busi- 
nessweek.com  site,  for  example,  I  typed  "Win- 
dows 98"  into  the  site's  own  search 
function  to  find  stories  on  the  operat- 
ing system.  I  got  a  long  list  of  stories, 
but  many  of  even  the  top  returns 

GOOGLE  TOOLBAR 

(toolbar.google.com) 
Best  of  breed,  but  works 
only  with  Internet  Explorer 


Helpers  like 
the  Google 
Toolbar  can 
streamline 
searches  on 
the  fact- 
packed  Net 
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LOOKING  FOR  A  HEAVY- 
DUTY  COLOR  PRINTER? 

Get  the  scoop  on  the 
fast  Xerox  Phaser 
1235  in  Technology  & 
You  at  www.business- 
week.com/technology/ 
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ATOMICA 

(www.atomica.com) 
Defines  words,  gets  rele- 
vant information  as  well 
as  launching  searches 


had  only  passing  references  to 
Windows  98.  The  top  returns  us- 
ing the  Google  toolbar  were  what  I 
was  looking  for:  stories  focused  on 
Windows  98.  The  toolbar  also  gives  ac 
cess  to  other  Google  features,  including  advanced 
searches  using  many  options. 

Google  Toolbar — along  with  the  other  search 
tools  I  looked  at — sends  some  information  on 
the  nature  of  your  inquiries  back  to  servers 
where,  among  other  things,  the  data  are  used  to 
compile  relevancy  rankings  for  pages.  I  looked  at 


all  of  the  privacy  policies  and  found  nothing  pj 
ticularly  objectionable,  but  if  you  have  concern 
you  should  read  the  policies  before  signing  i  .,. 
All  the  tools  require  an  active  Internet  connt  . 
tion  to  work. 

Atomica  (formerly  GuruNet)  is  different  fc 
cause  it  gives  you  direct  results,  not  links.  On 
the  program  is  installed  on  a  Windows  syste 
you  can  alt-click  on  a  word,  and  a  window  po 
open  giving  you  a  dictionary  definition.  T 
American  Heritage  Dictionary  is  the  standa 
reference,  but  a  variety  of  other  works  are  us 
for  technical  terms.  The  window  also  offers  y 
an  assortment  of  data  appropriate  to  the  sear 
term.  For  example,  searching  on  a  city  nar 
offers  maps  and  weather,  while  a  company  nar 
offers  financial  information  and  news. 
HERE  TODAY...  Smart  Cursor  from  Comet  Sj 
terns  is  somewhat  similar,  but  less  clever  ai 
versatile.  Once  Smart  Cursor  is  installed  in  I 
ternet  Explorer,  you  can  choose  a  dictionary  ci 
sor,  an  encyclopedia  cursor,  or  a  search  cursi 
When  you  click  on  a  word,  you  get  a  definiti 
{American  Heritage  Dictionary),  an  encyclopec  '■■" 
reference  (Britannica.com),  or  a  Web  search.  B  1 [ 
it  only  works  for  words  on  a  Web  page,  where 
Atomica  works  on  any  text. 

I  found  QuickClick  from  NBCi  the  least  use 
of  the  services  I  tried.  It's  similar  to  Smart  Ci  '" 
sor  in  that  it  allows  you  to  get  additional  infc 
mation  just  by  clicking  on  a  word  on  your  scret 
But  it's  much  slower,  and  getting  a  dictionary  c 
finition  requires  at  least  one  additional  clic 
QuickClick  concentrates  on  offering  links  relat 
to  what  you  clicked  on,  but  I  found  them  often    I 
be  of  limited  relevance.  It  also  provides  a  wi  ' [ 
dow  for  entering  search  terms,  but  it  only  giv 
you  links  to  other  search  engines.  All  in  a 

QuickClick  was  often  slower  and  har   W 
er    than    just    using    regul 
browser  tools. 


■ 


SMART  CURSOR 

(www.cometsystems.com/sc/ 
Similar  to  Atomica,  but 
works  only  on  Web  pages 

QUICKCLICK 

(www.quickclick.com) 
An  also-ran  in  this  group 


One  thing  that  all  of  the 

products  have  in  common  is  tl 

lack  of  a  clear  business  model  th  *'■ 

will  give  them  staying  power.  Goog 

offers  first-rate  technology,  but  then 


no  indication  that  the  privately  held  company 
anywhere  close  to  profitability.  Atomica  is  tryii 
to  sell  its  software  as  a  knowledge-sharing  to 
for  corporations.  And  there  have  been  persi 
tent  rumors  that  General  Electric  will  pull  tl 
plug  on  NBCL  I  don't  know  how  long  these  toi 
will  be  around,  so  enjoy  them  while  you  can. 
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ABISCUIT 
American  Legend 

Laura  Hillenbrand 
ndom  House  •  399pp 


$24.95 


i  RUNT  THAT  DOMINATED 
HE  SPORT  OF  KINGS 


"  have  at  best  a  passing  acquaintance 
with  the  sport  of  kings.  And  it  was 
.  forged  largely  as  a  result  of  geo- 
iphical  accident.  My  home  in  Balti- 
>ro  is  about  a  half-mile  from  the  back 
etch  at  Pimlico  Race  Course,  site  of 
>  Preakness  Stakes,  the  second  jewel 
racing's  Triple  Crown.  Mostly,  I  as- 
:iate  that  spectacle  with  boozed-up, 
tn-chair-toting  fans  parading  up  the 
>ck  and,  after  the  race,  hurling  styro- 
im  coolers  into  the  azaleas  in  our 
nt  yard. 

Now,  after  reading  Laura  Hillen- 
ind's  penetrating  and  thoughtful 
ibiscuit  An  American  Legend,  I  feel 
)it  sheepish  about  my  resentment.  I 
1  no  idea  that  the  track  around  the 
•ner  was  such  hallowed  ground.  On 
•v.  1,  1938,  Pimlico  hosted  one  of  rac- 
fs  most  celebrated  duels:  a  match  be- 
een  Seabiscuit  and  archrival  War  Ad- 
ral,  the  reigning  Triple  Crown  winner, 
abiscuit  won  handily  before  a  crowd 
40,000 — the  track's  seating  capacity 
s  less  than  half  that — and  went  on  to 
ain  near-mythic  status. 
Hillenbrand,  a  contributing  writer  at 
uus  magazine,  is  a  deft  storyteller 
ose  descriptions  of  such  races  are  es- 
rially  good,  filled  with  images  of 
onding  hooves  and  splattering  mud. 
t  Seabiscuit  is  more  than  a  horse 
>ry.  It  is  an  account  of  the  flowering 
mass-spectator  sport  in  an  age  when 
;  public  was  starved  for  distraction.  It 
o  is  an  absorbing  tale  of  the  three 
irky  humans  who  brought  out  the 
st  in  Seabiscuit. 

In  the  midst  of  the  gloom  of  the 
eat  Depression,  the  country  lifted  its 
ze  to  a  new  pantheon  of  heroes.  One 
the  most  revered  just  happened  to 
i^e  four  legs  and  a  stubby  tail.  Seabis- 
lit  earned  his  status  on  the  basis  of 
ied:  From  1934  to  1940,  he  won  33 
:es  and  set  13  records  at  eight  differ- 
:  tracks.  But  the  horse  also  had  heart. 


once  recovering  from  a  ruptured  liga- 
ment that  would  have  put  most  thor- 
oughbreds out  to  pasture. 

Timing  also  contributed  to  the  Seabis- 
cuit legend.  As  the  horse  was  coming  to 
prominence  in  1935,  racetrack  betting 
had  only  recently  been  made  legal  again, 
after  years  of  being  banned.  Newly  le- 
gitimized, thoroughbred  racing  began 
drawing  throngs  of  fans  back  to  the  na- 
tion's tracks.  New  mass  media  stoked 
interest,  too.  "People  accustomed  to 
reading  comparatively  dry  rehashes  of 
events  were  now  enthralled 
by  vivid  scenes  rolling  across 
the  new  Movietone  news- 
reels,"  Hillenbrand  writes. 
Radio  created  even  greater 
immediacy,  having  become  a 
presence  in  90%  of  American 
households  by  the  time 
Seabiscuit  nosed  the  finish 
line  for  the  last  time,  in  1940. 

Seabiscuit  became  a  true 
pop  star:  In  1938,  Hillenbrand 
notes,  the  beloved  steed  got 
more  newspaper  column  inch- 
es than  Franklin  Delano  Roo- 
sevelt or  Adolf  Hitler.  Mundane 
workouts  became  major  spectator 
events,  sometimes  drawing  as  many  as 
40,000  fans.  In  1939,  Hillenbrand  notes, 
promoters  of  the  San  Francisco  World's 
Fair  wanted  to  "make  Seabiscuit  an  ex- 
hibit," proposing  to  build  a  special  pad- 
dock and  walking  ring.  (The  offer  was 
declined.)  The  mud-colored  horse's  like- 
ness loomed  over  Manhattan  on  mas- 
sive billboards. 

Seabiscuit  would  have  gone  nowhere, 
however,  had  it  not  been  for  the  efforts 
of  three  men.  The  first,  Charles  Howard, 
26  and  restless  for  adventure,  headed 
West  to  open  a  bicycle-repair  shop  at 
the  turn  of  the  century  and  soon  became 
owner  of  the  first  Buick  dealership  in 
San  Francisco.  By  1934,  the  extroverted 
Howard  was  rich,  and  a  friend  suggested 


that  he  invest  in  racehorses.  He  agreed. 
Among  his  purchases  was  a  three-year- 
old  runt  who  had  been  a  maddeningly  er- 
ratic racer.  Seabiscuit's  price:  $8,000.  (Be- 
fore trotting  off  to  stud,  Seabiscuit's  race 
earnings  totaled  a  then-record  $437,000, 
or,  notes  Hillenbrand,  "nearly  60  times 
his  price.") 

As  Hillenbrand  portrays  them,  train- 
er Tom  Smith  and  jockey  Red  Pollard 
were  opposites  who  worked  miracles  to- 
gether. Smith  was  a  taciturn,  cagey  tac- 
tician and  a  shrewd  evaluator  of  talent. 
A  reporter  once  quipped:  "Tom  Smith 
says  almost  nothing,  constantly."  In  con- 
trast, Pollard  was  an  outgoing  thrill- 
seeker.  He  twice  suffered  horrible  spills 
resulting  in  serious  injuries.  The  sec- 
ond accident,  five  months  before  the 
Seabiscuit-War  Admiral  showdown, 
nearly  sheared  off  his  right  leg  below 
the  knee.  After  lengthy  recoveries,  and 
against  doctors'  advice,  he  returned  both 
times  to  ride  Seabiscuit  to  victory. 
Occasionally  Hillenbrand  oversells  her 
story.  Of  an  important 
race,  she  writes:  "For  as 
long  as  they  lived,  spec- 
tators would  regard  what 
they  saw  next  as  the  most 
extraordinary  feat  they 
ever  witnessed  in  sport." 
Even  if  they  had,  how 
would  we  know? 

That's  a  small  quibble, 
though,  given  the  quality  of 
her  writing  and  dogged  re- 
porting. Following  the  main 
text  are  seven  pages  of  ac- 
knowledgements and  35  pages  of 
notes  detailing  the  author's  sources.  As 
a  result  of  Hillenbrand's  pursuit  of  de- 
tails, the  narrative  has  a  texture  sel- 
dom found  in  sports  biographies.  Among 
her  timely  coups:  an  interview  with  Al- 
fred Gwynne  Vanderbilt  Jr.,  who  as  the 
twentysomething  owner  of  Pimlico  in 
the  1930s  was  the  man  most  responsible 
for  Seabiscuit's  historic  meeting  with 
War  Admiral.  Vanderbilt  died  in  1999. 
If  they  were  alive  today  to  read 
Seabiscuit,  Howard,  Smith,  and  Pollard 
would  no  doubt  get  a  kick  out  of  seeing 
the  proud  horse  making  one  more  come- 
back. The  publicity  blitz  isn't  over,  ei- 
ther. Coming  soon  to  a  theater  near  you: 
Seabiscuit:  The  Movie. 

BY  MARK  HYMAN 
Hyman  is  a  contributing  editor  for 
Sports  Business. 


IN  1938,  HILLENBRAND  WRITES,  SEABISCUIT  GOT 
MORE  NEWSPAPER  INCHES  THAN  FDR  OR  HITLER 
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With  hundreds  of  satisfied  customers  like  us.. .plus  partnerships  with  Microsoft,  Cisco, 
PricewaterhouseCoopers  and  others...Centra  is  the  leading  provider  of  software  and  ASP  services  for  secure 

virtual  classrooms,  Web  conferences,  and  eMeetings. 

www.centra.com 


Centra 


Powering  Today's  Most  Successful  Companies. 

Atlanta  Boston  Chicago  Dallas  Denver  Los  Angeles  New  York  Philadelphia  San  Francisco  Washington 
London  Paris  Tokyo  Basel  Toronto 


Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


TAX-CUT  TRUTHS 

YOU  WONT  HEAR  FROM  THE  PREZ 


LOPSIDED: 

The  "typical 
American 
family"  will 
keep  $1,600 
more  each 
year,  Presi- 
dent Bush 
says,  but  89% 
of  all  filers 
will  get 
much  less 


Laura  D'Andrea  Tyson  is 
dean  of  the  Haas  School  of 
Business  at  the  University  of 
California  at  Berkeley. 


Imagine  you  are  a  waitress,  married,  with 
two  children  and  a  family  income  of  $26,000 
per  year.  Should  you  be  enthusiastic  about 
the  tax  cuts  proposed  by  President  Bush?  He 
certainly  wants  you  to  think  so.  He  uses  an  ex- 
ample of  a  family  like  yours  to  illustrate  the 
benefits  of  his  plan  for  working  Americans.  He 
boasts  that  struggling  low-income  families  will 
enjoy  the  largest  percentage  reduction  in  their 
taxes.  The  income  taxes  paid  by  a  family  like 
yours  will  fall  by  100%  or  more  in  some  cases. 
This  is  true — but  highly  misleading. 

President  Bush  fails  to  mention  that  your 
family  pays  only  about  $20  a  year  in  income 
taxes,  so  even  a  100%  reduction  does  not  amount 
to  much.  Like  three-quarters  of  working  Ameri- 
cans, you  pay  much  more  in  payroll  taxes — about 
$3,000  a  year — than  in  income  taxes.  Yet  not  a 
penny  of  the  $1.6  trillion  package  of  Bush  tax 
cuts  (in  reality,  closer  to  $2  trillion  over  10  years) 
is  used  to  reduce  payroll  taxes.  Moreover,  should 
your  income  from  waitressing  fall  below  $26,000 
as  the  economy  slows,  your  family  could  be 
among  the  75%  of  families  in  the  lowest  20%  of 
the  income  distribution  that  stand  to  get  ab- 
solutely zero  from  the  Bush  plan. 

The  President  claims  that  the  "typical  Amer- 
ican family  of  four"  will  be  able  to  keep  $1,600 
more  of  their  money  each  year  under  his  plan. 
Since  you  won't  be  getting  anything  like  that, 
you  might  be  tempted  to  conclude  that  your 
family  must  be  an  exception.  Not  really.  The  re- 
ality is  that  the  President's  claim  is  disingenuous. 
Eighty-nine  percent  of  all  tax  filers,  including 
95%  of  those  in  the  bottom  80%  of  the  income 
distribution,  will  receive  far  less  than  $1,600. 
TRICKLE  DOWN?  So  where  will  the  largest  tax 
cuts  go?  To  the  richest  1%  of  the  population, 
those  with  annual  average  pretax  incomes  of 
$915,000.  They  will  receive  more  generous  cuts 
than  the  bottom  80%  combined.  Perhaps  some  of 
the  effects  of  tax  cuts  for  the  rich  will  "trickle 
down"  to  your  family  if  wealthy  individuals  de- 
cide to  spend  some  of  their  extra  aftertax  in- 
come, an  average  of  about  $40,000  per  year — din- 
ing out,  buying  things,  or  building  new  houses. 

But  don't  count  on  it.  Even  President  Bush 
can't  bring  himself  to  use  trickle-down  logic  to 
defend  his  plan.  Of  course,  it  is  true  that  the  top 
1%  of  income  earners  currently  pay  the  largest 
share  of  all  federal  taxes,  about  20%  of  the  total. 
But  they  will  receive  about  40%  of  the  total  tax 
relief  provided  by  the  Bush  tax  cuts. 

One  reason  the  rich  do  so  well  under  the  Bush 
plan  is  the  proposed  repeal  of  the  estate  tax. 


Since  you  might  someday  want  to  start  yoi 
own  restaurant  or  organic  farm,  shouldn't  y< 
support  this?  Otherwise,  when  you  die,  woi 
your  children  be  forced  to  liquidate  the  bu! 
ness  you  worked  so  hard  to  build  simply  to  pi 
the  estate  tax?  Highly  unlikely.  Nearly  all 
this  tax  is  paid  by  the  richest  5%  of  filers,  ai 
one-half  is  paid  by  about  4,000  estates  with  v 
ues  exceeding  $5  million. 

Farms  and  small  businesses  already  recei 
special  treatment.  Your  heirs  will  be  entitled 
calculate  the  taxable  value  of  your  estate  on  i 
current  use  value,  not  its  highest  market  valu 
and  they  will  be  allowed  to  pay  any  estate  t; 
they  owe  on  a  14-year  installment  plan.  Mor 
over,  in  the  hands  of  your  heirs,  the  value 
your  assets,  like  the  value  of  all  assets  in  estate 
will  be  calculated  at  the  time  of  your  death,  n 
at  the  time  you  acquired  them.  As  a  result 
this  so-called  step-up  in  basis  provision,  neith 
you  nor  your  heirs  will  owe  capital-gains  tax  ( 
the  value  of  the  assets  you  bequeath  thei 
About  $25  billion  in  capital-gains  income  escap 
taxation  each  year  as  a  result  of  this  provisioi 

Since  neither  you  nor  most  Americans  w 
ever  have  to  pay  the  estate  tax,  why  fret  abo 
President  Bush's  desire  to  reward  the  very  ri< 
who  will?  After  all,  along  with  the  gift  tax,  tl 
estate  tax  accounts  for  only  1.5%  of  total  feder 
tax  revenues.  Yes,  but  repeal  of  the  estate  t; 
would  reduce  government  revenues  by  mo: 
than  $25  billion  a  year  over  the  next  10  years- 
rising  to  $50  billion  a  year  by  2010.  This  is  mo: 
than  enough  to  finance  health  insurance  for  tl 
millions  of  low-income  Americans  who  work  f 
small  businesses  like  yours  or  a  drug  benefit. 
REFORM  IDEAS.  There's  more.  Most  studies  fii 
that  charitable  contributions  are  increased  \ 
the  deduction  for  them  in  the  estate  tax.  A 
cording  to  the  U.  S.  Treasury,  repeal  of  the  t; 
could  cut  charitable  giving  by  more  than  $6  b 
lion  a  year.  Since  educational  and  medical  insi 
tutions  are  favorite  charities,  repeal  of  the  esta 
tax  could  mean  a  reduction  in  scholarships 
medical  care  for  children  of  families  like  youi 
Instead  of  repealing  the  estate  tax,  why  not  r 
form  it  by  excluding  small  farms  and  business* 
raising  the  exemption  levels,  eliminating  tl 
step-up  provision  for  publicly  traded  securitie 
cutting  the  rate,  and  indexing  both  the  effe 
tive  exemption  and  tax  brackets  for  inflation? 

Time  to  end  all  the  fantasy.  You,  dear  Bui 
nessWeek  reader,  are  not  a  waitress  supporting 
family  on  $26,000.  And  President  Bush's  tax  pi; 
is  not  fair  for  most  working  Americans. 


i 

•I 
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And,  the  know-how.  At  Ernst  &  Young,  our 
tools  and  fresh  perspectives  will  enable 
you  to  move  forward  confidently  in  the 
New  Economy.  We  can  help  you  refine 
your  financial  strategies,  provide  advice  to 
help  assure  your  successful  IPO,  use  our 
e-business  experience  to  help  build  online 
trust  between  you  and  your  customers, 
CO  and  employ  our  knowledge  to  create  tax 
-^  strategies  that  help  you  optimize  value. 
Oh,  and  did  we  mention  acquisitions? 

noweconomy" 


Ernst  Young 


From  thought  to  finish: 


)00  Ernst  &  Young  lip 


AmftffindoMfs  2000 

Server  Family 


THE  FABLED  FIVE  NINES.  ELUSIVE,  COVETED,  f Ef 

For  a  server  operating  system,  the  five  nines  are  a  measure  of  reliability  that  translates 
over  five  minutes  of  server  downtime  per  year*  For  your  business,  that  means  servers 
and  running  when  people  need  them.  Of  course,  rumors  of  this  99.999%  uptime  usua 
under  ideal  lab  conditions.  But  where  are  these  five  nines  when  your  business  needs 
If  you're  using  Microsoft"  Windows*  2000  Server-based  solutions,  they  may  be  closer  t| 
think.  Today  Starbucks,  FreeMarkets  and  MortgageRamp,  an  affiliate  of  GMAC  Comrr 


•This  level  of  availability  Is  dependent  on  many  lactors  outside  of  the  operating  system,  Including  other  hardware  and  software  technologies,  mission-critical  operational  processes  and  professk 
•  2000  Microsoft  Corporation,  All  rights  reserved.  Microsoft,  Windows,  and  the  Windows  logo  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  In  the  United  States  and/Or  other  countries  Th«  ni 
companies  and  products  mentioned  herein  may  be  the  trademarks  of  their  respective  owners. 


jjSER  THAN  YOU  THINK. 

ge,  are  using  Windows  2000  Server-based  systems  designed  to  deliver  99.999%  server 
.  Of  course,  not  all  installations  require  this  level  of  reliability,  but  one  thing  is  for  sure:  The 
vs  2000  Server  family  can  help  you  get  to  the  level  of  reliability  you  need.  In  fact,  industry 
J  i  such  as  Compaq,  Hewlett-Packard,  Unisys,  Stratus  and  Motorola  Computer  Group  can  work 
u  to  deliver  solutions  with  up  to  five  nines  uptime.  To  learn  more  about  server  solutions  you 
jnt  on,  visit  microsoft.com/windows2000/servers  Software  for  the  Agile  Business. 
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Economic  Trends 


BY  CHARLES  J.  WHALEN 

JOBS:  THE  TRUTH 
MIGHT  HURT 

New  data  point  to  a  decline 

The  economy  may  be  slowing,  but 
at  least  employment  is  still  rising, 
right?  That's  what  the  latest  numbers 
from  the  Bureau  of  Labor  Statistics 
tell  us.  But  the  bureau  is  in  the  process 
of  changing  the  way  it  estimates  its 
monthly  numbers — and  jobs  have  fallen 
since  November  in  the  sector  where 
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the  new  method  is  now  being  used. 

In  June,  2000,  the  bureau  applied  its 
new  technique  for  estimating  jobs  to 
the  wholesale  trade  sector,  comprising 
companies  that  supply  such  enterprises 
as  retailers,  construction  contractors, 
hospitals,  and  farms.  That  technique, 
called  probability  sampling,  provides 
better  estimates,  because  the  employer 
sample  is  chosen  at  random,  which  helps 
ensure  a  true  representation  of  existing 
companies.  The  approach  is  also  de- 
signed to  more  easily  accommodate 
changes  in  the  sample  size  when  new 
businesses  are  created:  It's  "the  recog- 
nized standard — more  scientifically 
based,"  says  Patricia  M.  Getz,  division 
chief  for  the  bureau's  Current  Employ- 
ment Statistics.  The  old  method,  called 
quota  sampling,  doesn't  choose  the  com- 
panies at  random  but  simply  cuts  off 
the  sample  when  responses  meet  the 
quota.  Jobs-data  collectors  are  sched- 
uled to  phase  out  the  quota  approach  by 
June,  2003,  she  says. 

If  the  sampling  method  used  in 
wholesale  trade  is  more  accurate,  as 
Getz  argues,  then  the  jobs  trend  there 
is  a  bit  unsettling.  Total  nonfarm  em- 
ployment is  estimated  to  have  grown 
steadily  since  September,  2000 — with 
jobs  up  by  395,000  between  November, 
2000,  and  February,  2001,  for  example. 


Yet  wholesale  jobs  have  fallen  every 
month  since  November,  2000  (chart). 

Does  the  drop  in  wholesale  employ- 
ment mean  that  the  economy  has  actu- 
ally been  losing  jobs  overall?  The  whole- 
sale industry  is  in  part  related  to 
manufacturing,  and  the  numbers  there — 
unlike  the  still-expanding  service  sec- 
tor— are  falling  even  with  quota  sam- 
pling. "It  makes  sense  that  it's  related 
to  the  slowdown  in  manufacturing,"  Getz 
says  of  the  fall  in  wholesale  jobs.  But  a 
large  part  of  the  industry  provides 
goods  to  the  service  sector.  It  may  well 
be  that  a  more  accurate  reading  of  ser- 
vice jobs  would  show  that  it,  too,  is  be- 
ginning to  decline. 


FOOTBALL  STRIKE? 
WHO  CARES? 

Urban  economies  are  little  affected 

Big-league  sports  continue  to  strike 
out  with  economists.  First  there 
was  a  rash  of  studies  that  found  stadi- 
ums and  professional  teams  have  little, 
if  any,  positive  economic  impact  on  a 
community.  Then  researchers  conclud- 
ed that  even  the  intangible  benefits, 
such  as  civic  pride,  aren't  enough  to 
justify  public  subsidies.  Now  an  article 
in  the  Southern  Economic  Journal  finds 
that  local  economies  don't  suffer  when 
their  hometown  team  stops  playing  be- 
cause of  a  strike  or  lockout. 

The  new  research,  by  Dennis  C. 
Coates  and  Brad  R.  Humphreys  of  the 
University  of  Maryland  Baltimore  Coun- 
ty, looks  at  37  cities  that  had  a  pro 
baseball,  football,  or  basketball  team  at 
any  time  between  1969  and  1996.  Their 
goal:  to  see  if  a  city's  per  capita  personal 
income  was  at  all  harmed  by  a  work 
stoppage  in  baseball  or  football,  or  by 
the  loss  of  a  basketball  franchise. 

Coates  and  Humphreys  conclude  that 
strikes  and  lockouts  in  professional  base- 
ball and  football  had  no  measurable  im- 
pact on  an  area's  per  capita  income. 
Neither  does  the  departure  of  a  pro 
basketball  franchise. 

The  report  doesn't  surprise  Coates, 
who  emphasizes  that  sports  franchises 
make  only  a  tiny  contribution  to  com- 
munity employment.  In  fact,  he  and 
Humphreys  have  just  completed  addi- 
tional research  that  finds  teams  don't 
add  much  to  total  employment  even 
when  one  looks  closely  at  the  sectors  of 
amusements,  recreation,  restaurants  and 
lodging,  where  employment  is  most  like- 
ly to  be  affected  by  pro  franchises. 

The  results  provide  further  evidence 


that  pro  sports  make  no  sense  as  a  cc 
nerstone  for  regional  economic  devi 
opment.  Communities  that  spend  di 
lars  to  lure  or  keep  teams  are  wastii 
taxpayer  money,  the  authors  argue.  B 
the  public  doesn't  seem  to  care.  Vote 
in  Houston  and  Phoenix,  for  examp 
recently  passed  referendums  to  sub; 
dize  new  stadiums. 


TIME  TO  SPEND 
THAT  REFUND 

It  may  be  a  lot  bigger  this  year 


Despite  a  collapse  in  consumer  cor 
dence  and  the  "unwealth  effect" 
falling  stock  prices,  consumers  are  st 
spending.  In  fact,  February  retail  sal 
are  up  2.7%  from  the  same  month  Is 
year.  And  many  households  are  getti 
some  help  from  an  unlikely  source — t 
Internal  Revenue  Service. 

According  to  a  research  report  1 
William  V.  Sullivan  Jr.,  senior  econom 
at  Morgan  Stanley,  the  ms  sent  out 
record  $38.9  billion  in  refunds  in  F< 
ruary.  That's  $2.3  billion  more  than 
the  same  month  last  year,  he  notes.  O 
big  reason:  More  taxpayers  are  coi 
pleting  their  taxes  returns  early  by  t£ 
ing  advantage  of  electronic  filing 

But  early  filing  isn't  the  only  reas 
for  the  refund  boom.  Many  peoj 
seemed  to  have  boosted  their  tax  wil 
holding  last  year,  expecting  large  sto 
market  gains,  says  Mark  M.  Zandi,  ch 
economist  at  Economy.com.  But  wh 
those  gains  failed  to  materialize,  th 
found  they  had  withheld  too  much,  l 
suiting  in  the  large  refunds.  Total  i 
funds  for  the  full  February-to-May  t 
season  "could  range  between  $145  a 
$150  billion,"  says  Sullivan.  Even  1 
low  estimate  would  top  last  year's  ] 
funds  by  about  $10  billion 

With  the  economy  slowing,  such 
large  injection  of 
cash  couldn't  be 
better  timed.  Most 
households  spend 
their  refunds  on 
items  such  as 
clothes,  cars,  and 
furniture.  And  the 
unspent  portion 
often  goes  to  pay- 
ing off  debt,  clear- 
ly a  good  thing 
considering  con- 
sumer loans  are  at 
an  all-time  high. 

By   James    M. 
Mehring 
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u    •  1 1 1  i  l.s  of  energy  elnrnency  travel  lar  lbeyon<ri  your  bottom  line. 

Every  year,  more  and  more  organizations  embrace  energy  management  as 
a  means  to  their  financial  goals.  But  how  many  recognize  the  other  benefits 
of  energy  efficiency,  like  improved  corporate  reputation  and  cleaner  air? 
Energy  Stir"  Partners  do.  And  the  U.S.  Environmental  Protection  Agency 
congratulates  them  all.  Especially  the  Partners  of  the  Year,  whose  outstanding 
achievements  demonstrate  that  an  investment  in  energy  performance  never  stops  paying  off.' 


(e^ffU 


To  team  more  about  Energy  Star,  call  1-888-STAR-YES  or  visit  www.epa.girv/buildmgs. 


IGY  DTAR  Partners  of  tike    lear  Advance  Transformer  Co.  •  Arden  Realty,  Inc.  •  GE  Lighting  •  Harwood  International 

Johnson  &  Johnson   •  La  Quinta  Inns,  Inc.  •  North  Memorial  Health  Care 
Pitney  Bowes,  Inc.  •  Public  Service  Company  of  Colorado  -  Denver  District  Cooling 
Sachem  Central  School  District  •  ShopKo  Stores,  Inc.  •  State  of  Wisconsin 

I    ergy  Star  Is  sponsored  by  the  1  S  Environmental  Protection  Agency  and  the  U.S.  Department  of  Eneigy   Energy  Star  is  a  1   s  registered  mark 


His  life  is  in  piece 


SB0 


Mark  knew  more  about  crime  than  he  did  about 
building.  Today,  he's  learning  more  than 
carpentry.  He's  learning  that  he  is  valued,  able, 
and  important  to  his  community. 

What  happened?  You  happened! 
Adults  like  you  helped  Mark  and  other  kids 
build  a  better  community  and  a  foundation  for 
success.  Programs  like  these  are  bringing  out 
the  best  in  kids  and  the  best  in  their 
communities. 


LESS  CRIME  IS 
NO  ACCIDENT 

It  takes  you  —  and  programs  that  work. 


Call  1-800-WE  PREVENT  and  we'll  send  you  a 
free  booklet  on  how  you  and  your  community 
can  keep  kids  away  from  crime  and  crime 


1-800-WE  PREVENT 


www.weprevent.org 


TAKE  A  BITE  OUT  OF 
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U.S.  Department  of  Justice 

Crime  Prevention  Coalition  of  America 
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VI LL  THE  BEAR 

1AKE  CONSUMERS  RUN  FOR  COVER? 

espite  big  portfolio  losses,  a  healthy  job  market  buoys  spending  for  now 


U.S.  ECONOMY 


LESS  FUEL  FOR 
THE  WEALTH  EFFECT 


ANNUAL 
I -CHANGE  IN 
HOUSEHOLD 
1- NET  WORTH 


The  biggest  risk  to  the  econo- 
my this  year  has  always  been 
e  stock  market  and  its  effect  on  households.  So  far, 
e  drag  has  been  mainly  psychological — the  "can  we 
Ik  ourselves  into  a  recession?"  variety.  Now,  the 
despread  bear  market  and  its  erosion  of  wealth 
>ans  that  shoppers  are  getting  hit  in  a  vulnerable 
ot,  their  wallets.  The  good  news:  Healthy  job  growth 
d  fatter  paychecks  are  offsetting  some  of  the  sting. 
The  equity  sell-off  is  centered  in  high-tech  Nasdaq 
>cks,  but  on  Mar.  12  and  Mar.  14,  it  spread  to  old-line 
npanies,  culminating  in  a  market  rout.  On  those  days, 
*  Standard  &  Poor's  500-stock  index  closed  down  4.3% 
d  2.6%,  respectively,  bringing  its  losses  since  its  peak 
Mar.  24,  2000,  to  23.6%.  That  put  the  market  square- 
in  bear  territory,  defined  as  a  drop  of  20%.  The  broad- 
:  measure  of  stock  wealth,  the  Wilshire  5000  index,  is 
off  27.6%. 

The  market  massacre  has 
increased  calls  for  aggressive 
action  by  the  Federal  Re- 
serve. Talk  of  a  supersize  cut 
of  75  basis  points  or  more  at 
its  Mar.  20  meeting  is  making 
the  rounds,  and  a  cut  of  at 
least  a  half-point  is  assured. 

The  Fed  faces  a  dilemma, 
though.  It  cannot  be  seen  as 
"bailing  out"  the  market.  Fed 
lairman  Alan  Greenspan  has  said  that  is  not  the 
>d's  job.  At  the  same  time,  the  latest  economic  data 
not  justify  a  steep  rate  cut  since  they  hardly  point 
a  recession.  The  February  job  market  was  stronger 
an  expected,  and  retail  sales  for  the  first  quarter 
e  holding  up  well. 

Still,  market  weakness  will  most  likely  play  an  indi- 
ct role  in  any  upcoming  Fed  move.  The  Fed  is  keen- 
aware  that  overall  demand,  especially  by  consumers, 
ist  keep  growing  at  least  modestly  to  avoid  a  reces- 
>n.  Historically,  recessions  don't  occur  without  an 
tright  drop  in  domestic  spending.  Through  the  first 
arter,  that  hasn't  happened. 

JT  THE  MARKETS  CONTINUED  DRAG  on  psy- 

ology  and  wealth  raises  that  risk  (chart).  Because  of 
a  market's  unprecedented  impact  on  real  economic  ac- 
ity,  its  deterioration  could  create  a  vicious  cycle:  As 
urket  weakness  cuts  into  spending  and  economic 
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Data:  Federal  Reserve 


WHERE  INCOME  GAINS 
ARE  STR0NG-AND  WEAK 


JAN. '00  FEB. '01 

▲  PERCENT  CHANGE  FROM  A  YEAR  AGO 

Data:  Labor  Dept.,  BusinessWeek 


growth,  profits  expectations  erode  futher,  falling  back  on 
stock  prices,  making  consumers  cut  back  even  more.  To 
break  this  cycle,  the  Fed  may  opt  for  a  super-aggres- 
sive cut  that  would  shore  up  confidence  about  the  fu- 
ture among  consumers  and 
investors. 

The  Fed's  own  data  on 
household  balance  sheets  give 
policymakers  support  for  a  big 
move.  For  the  first  time  on 
record,  household  net  worth 
dropped  last  year.  That  sug- 
gests the  decline  in  stock 
prices  has  at  least  neutralized 
the  wealth  effect,  which  added 
two  percentage  points  to  year- 
ly consumer  spending  in  the  late  1990s.  The  concern  is 
that  an  outright  loss  of  wealth  could  hit  demand  hard. 

According  to  the  Fed's  tally,  household  net  worth — 
total  financial  assets  minus  total  liabilities — fell  $842  bil- 
lion in  2000.  The  yearly  drop  was  the  first  recorded 
since  the  Fed  began  keeping  track  in  1952.  The  decline 
means  that  the  fall  in  stock  prices  wiped  out  all  of 
the  gains  in  home  values,  which  remain  on  the  rise  be- 
cause of  the  still-strong  housing  market.  Moreover,  the 
Business  Outlook  estimates  that,  based  on  the  current 
level  of  the  Wilshire  5000,  the  drop  in  household  net 
worth  in  the  first  quarter  will  about  match  the  $1.2  tril- 
lion drop  recorded  in  last  year's  fourth  quarter. 

Make  no  mistake,  though.  Even  with  the  2000  re- 
versal of  fortune,  households  have  amassed  record 
wealth.  From  1995  to  1999,  net  worth  exploded  by 
$17.6  trillion,  or  by  71%.  The  2000  loss  was  only  2%.  In- 
vestors have  those  past  gains  to  keep  them  warm  dur- 
ing these  chilly  times  in  the  market. 

WHAT  THE  FED  WOULD  LIKE  TO  SEE  is  consumers 

relying  less  on  their  accumulated  capital  gains  to  sup- 
port buying  and  borrowing.  Optimally,  overall  real  con- 
sumer spending  will  glide  back  down  to  a  pace  that 
more  closely  follows  the  2%-to-3%  trend  of  aftertax 
incomes. 

Luckily,  the  labor  markets  remain  healthy  enough  to 
support  moderate  pay  gains  in  the  broad  service  sector 
(chart).  The  February  employment  report  was  unex- 
pectedly strong.  Nonfarm  payrolls  increased  by  135,000, 
and  the  unemployment  rate  remained  at  4.2%.  So  far  in 
the  first  quarter,  private  nonfarm  jobs  have  risen  by  an 
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average  of  128,000  per  month,  compared  with  just 
70,000  in  the  fourth  quarter. 

As  in  other  recent  reports,  the  labor  data  showed  the 
sharply  divergent  trends  between  the  slumping  manu- 
facturing sector  and  the  vibrant  service  sector.  Factory 
jobs  fell  by  94,000  last  month,  about  the  same  amount 
they  declined  in  January.  Private  service  companies,  on 
the  other  hand,  added  173,000  new  workers  in  Febru- 
ary. In  addition,  the  factory  workweek  slipped  by  18 
minutes,  to  40.6  hours,  while  the  service  workweek 
remained  at  32.8  hours. 

THIS  DICHOTOMY  is  also  evident  in  salaries.  The  av- 
erage hourly  wage  for  production  workers  rose  by  70  in 
February  from  January.  Pay  is  up  4.1%  from  a  year 
ago.  Service  workers  have  seen  their  hourly  wage  rise 
4.6%,  but  factory  pay  is  up  3.2%. 

Add  in  the  drop  in  hours,  and  pay  for  manufacturing 
employees  is  faring  even  worse.  Weekly  paychecks  in 
that  sector  have  barely  grown  over  the  past  12  months. 
However,  service  workers  have  seen  their  paychecks  in- 
crease 4.6%,  faster  than  the  3.2%  clip  a  year  earlier. 
Since  three-quarters  of  private  employees  work  in  ser- 
vices, that  means  the  vast  majority  of  workers  are 
seeing  their  paychecks  grow  faster  than  inflation. 

Fatter  paychecks  may  explain  why  retail  sales, 
though  slowing,  have  not  fallen  off  sharply.  Retail  buy- 
ing slipped  0.2%  in  February,  but  that  followed  a  re- 


CANADA 


vised  increase  of  1.3%  in  January,  when  retailers  use 
heavy  discounting  to  clear  out  merchandise.  In  earll 
March,  adverse  weather  slowed  sales  receipts,  bt 
even  if  this  month's  purchases  are  flat,  retail  buyi 
would  grow  at  an  annual  rate  of  4%  in  the  first  quart 
up  from  1%  in  the  fourth  (chart). 

Vehicle  sales  helped  to  pump  up  the  retail  number 
Non-auto  sales,  meanwhile,  are  on  track  to  grow  3 
this  quarter,  about  equal  to  their  fourth-quarter  gaii 
Building  materials  sales  and  department  stores  are  d< 
ing  well.  Restaurant  and  bar  receipts  were  off  sharpl 
in  February,  perhaps  because  winter  storms  kef 
revelers  at  home. 

The  key  to  the  outlook  is 
consumers'  tenacity.  Wall 
Street's  bear  threatens  to 
keep  chomping  away  at  stock 
prices,  which  could  cause  con- 
sumers to  retrench,  bringing 
on  a  nasty  recession.  But  for 
now,  at  least,  the  job  market 
looks  healthy  enough  to  off- 
set most  of  the  ursine  jitters 
and  keep  households  shopping 
at  a  sufficient  pace  to  avoid  a  downturn.  So  the  outloo 
for  consumer  spending  may  well  become  the  tale  of  tw 
markets:  stock  and  job.  And  the  Fed  will  have  to  kee 
a  sharp  eye  on  both. 


FIRST-QUARTER  BUYING. 
IS  HOLDING  UP 


RETAIL  SALES  - 
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THE  GREAT  WHITE  NORTH  GEARS  DOWN 


Newly  installed  Bank  of  Canada 
Governor  David  Dodge  confi- 
dently projected  on  Feb.  20  that 
the  Canadian  economy  would  grow 
3%  this  year.  He  might  have  to  re- 
think that  figure. 

In  the  following 
days,  word  came  that 
fourth-quarter  growth 
in  real  gross  domestic 
product  slowed  to  2.6% 
after  averaging  4.5%  in 
the  first  three  quarters, 
and  most  private  ana- 
lysts expect  further 
slowing  in  the  first  half 
of  2001.  As  a  result, 
the  boc  cut  its  bank 
rate  by  a  half-point  on  Mar.  6,  to 
5.25%,  following  a  quarter-point  re- 
duction six  weeks  earlier.  More 
cuts  are  expected. 

The  decline  in  fourth-quarter 
growth  was  much  greater  than  ex- 


J0B  GROWTH 
STALLS  OUT 


A  THOUSANDS  OF  WORKERS,  CHANGE 
FROM  PREVIOUS  MONTH 
Data:  Standard  &  Poor's  DRI 


pected,  and  growth  in  domestic  de- 
mand came  to  a  complete  stop. 
Business  investment  in  machinery 
and  equipment  fell  sharply,  and 
consumer  spending  slowed  as  auto 
sales  dropped.  The  Boc  suggested 
that  its  Mar.  6  rate  cut 
was  insurance  against 
the  U.S.  slowdown 
cutting  into  Canadian 
growth. 

But  the  spillover  ef- 
fects are  already  show- 
ing up.  Manufacturing 
indicators  are  weaken- 
ing, and  labor  markets 
are  softening  in  the 
wake  of  cutbacks  by 
Nortel  Networks  Inc.  and  General 
Motors  Corp.  Canadian  payrolls  de- 
clined unexpectedly  in  February,  by 
23,500  workers,  after  flattening  out 
in  January.  Factory  job  losses  so 
far  this  year  total  32,000. 


Economic  growth  will  weaken 
further  because  the  U.  S.  trade 
impact  has  not  been  fully  felt.  In 
fact,  net  trade  was  a  big  plus  in 
fourth-quarter  GDP,  reflecting 
large  energy  exports  to  Califor- 
nia. Also,  a  February  survey  of 
capital  spending  plans  showed 
sizable  planned  cutbacks,  even 
before  the  Nortel  announcement. 
Additional  inventory  reduction, 
which  was  a  drag  on  fourth-quar- 
ter growth,  will  be  required  in 
the  first  half. 

The  pluses  in  Canada's  outlook 
are  continued  modest  growth  in 
consumer  spending,  buoyed  by 
January's  tax  cut,  along  with  con- 
struction and  energy  output.  In 
addition,  with  core  inflation  low 
already,  the  Boo  has  lots  of  room 
to  ease  policy  as  needed,  and  it 
will  likely  match  moves  by  the 
Federal  Reserve  step  for  step. 
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THE  POWER  OF  BUSINESS  WEBS. 


They  said  you  were  too  slow. 

Didn't  understand  the  new  economy 

But  you  waited. 

Surveyed  the  scene  like  a  field  genei 

And  waited. 

Saw  the  shakeout. 

Maneuvered  the  troops. 

They  won't  know  what  hit  them. 

This  is  the  power  of  business  webs. 

This  is  Bowstreet. 

www.bowstreet.com 


\jf  bowstreet 


News:  Analysis  &  Commentary 


MARCH  26,  2001 


WHEN  WEALTH 
IS  BLOWN  AWAY 


s  the  old  Wall  Street  joke  goes: 
"Now  I'm  in  real  trouble.  First 
the  laundry  called  to  tell  me 
they  lost  my  shirt,  then  my  bro- 
ker called  to  tell  me  the  same 
I  thing."  But  with  the  Nasdaq 
wn  over  60%  from  its  peak,  the  Stan- 
rd  &  Poor's  500-stock  index  down  23%, 
i  the  Dow  Jones  industrial  average 
wn  12%,  that's  no  joke.  Many  terri- 
d — and  suddenly  poorer — investors 
#  sit  paralyzed  on  the  sidelines.  Afraid 
buy,  but  reluctant  to  sell,  they  fear 
ihing  out  at  the  lowest  point  of  the 
irket  and  missing  a  sudden  upswing 
turnaround. 

They  could  be  waiting  a 
ig  time,  despite  the  fact 
it  everyone  from  Wall 
*eet  strategists  to  CNBC  pun 
s  have  been  alluding  to  a  mar- 
bottom  for  months.  "You've 
t  some  expert  calling  a  bottom  every 
le  there's  a  half-day  rally — some  have 
led  10  bottoms  in  the  last  three  to 
ir  months,"  says  Bill  Meehan,  chief 
irket  analyst  at  Cantor  Fitzgerald, 
ese  gurus  are  focusing  on  such  con- 
itional  market  measures  as  price-earn- 
js  ratios,  earnings  forecasts,  and  in- 
■est-rate  cuts.  They  are 
erlooking  the  funda- 
mtal  event  that  took 
ce  in  the  market  in  the 
t  year— that  $4.6  tril- 
n  in  investor  wealth 
vanished  since  the 
:irket's  peak. 
iThis  loss,  representing 
inost  half  of  Gross  Do- 
;stic  Product  and  over 
ir  times  the  amount  of 


Stock  market 

Shockwaves 

could  slam  the 

entire 

economy 


the  U.S.  economy 
and  the  stock  market 
itself.  Back  when 
stock  prices  were 
surging,  consumers 
felt  flush  with  cash, 
and  they  engaged  in 
a  spending  frenzy. 
The  rising  stock  mar- 
ket added  about  one 
percentage  point  a 
year  to  economic 
growth  over  the  last 
five  years,  according  to  Stephen  Roach, 
chief  economist  at  Morgan  Stanley 
Dean  Witter. 

But  now  the  plunge  in  stocks  has 
them  holding  onto  their  wal- 
lets for  dear  life.  This  "un- 
wealth  effect"  could  lead  to 
more  cuts  in  consumer  spend- 
ing and  further  depress  corpo- 
rate profits,  sending  the  stock  market 
into  a  downward  spiral.  "It's  going  to  be 
sharper  on  the  downside  than  it  even 
was  on  the  upside,"  says  Roach. 

Investors  are  building  up  their  cash 
positions.  They're  avoiding  putting  new 
money  into  a  stock  market  where  peril 
seems  to  lurk  at  every  turn.  Corporate 


DISAPPEARING  ACT:  EARNINGS  ESTIMATES* 

Standard  &  Poor's  500-stock  index 

ON  DEC.  31      ON  JAN.  31      ON  MAR.  12 

FIRST  QUARTER  2001       5.1%      0.6%   -5^8% 
SECOND  QUARTER  2001  ~5j5  1 JL       —3.0 
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earnings  projections 
continue  to  be  re- 
vised downward, 
companies  are  issu- 
ing record  numbers 
of  negative  earnings 
warnings,  and  every 
day  there  are  new 
reports  of  layoffs  and 
bankruptcies.  Tech- 
nology companies  are 
spooking  investors 
the  worst,  as  tech 
spending  continues  to  slow  and  earn- 
ings projections  are  slashed. 

Adding  to  investor  woes  are  growing 
dangers  abroad.  In  Japan,  the  Nikkei  re- 
cently fell  to  its  lowest  level  since  1985. 
And  on  Mar.  14,  19  Japanese  banks  were 
put  on  negative  credit  watch  by  Fitch 
Investors  Service  Inc.,  the  rating  ser- 
vice, raising  questions  about  the  viability 
of  the  Japanese  banking  system.  That 
sent  stocks  of  U.  S.  companies  from  Mer- 
rill Lynch  to  Boeing,  as  well  as  U.S. 
banks  like  Citigroup,  swooning.  And  an- 
alysts in  Europe  are  slashing  earnings 
forecasts.  So  far  this  year,  stocks  are  off 
10%  in  Britain  and  Germany.  The  bench- 
mark dax  index  is  back  to  its  level  of 
Nov.,  1999. 

The  supposed  stock 
market  cure-all — inter- 
est-rate cuts  by  the 
Federal  Reserve — has 
had  little  effect  so  far. 
And  the  next  one — 50  to 
75  basis  points  expected 
on  Mar.  20 — is  already 
priced  in.  "People  are 
saying  they  don't  have 
any    sense    of   how    to 
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ENCOURAGED  SPENDING.. 


strategist  at  Brown  Brothers  Harri- 
man  &  Co. 

This  fear  hit  home  even  more  on  Mar. 
12  when  the  tech-heavy  Nasdaq  was  wal- 
loped the  hardest,  falling  below  2,000  for 
the  first  time  since  Dec,  1998.  And  as 
profits  worries  continued  to  spread  be- 
yond tech,  the  Dow  dropped  4.1%  and 
the  s&p  was  hit  with  its  fifth-biggest 
point  loss  ever,  finally  slipping  into  bear 
territory — 23%  off  its  peak.  Despite  a 
brief  recovery  on  Mar.  13,  the  market's 
carnage  resumed  on  the  14th,  with  the 
Dow  falling  under  10,000  for  the  first 
time  since  October. 

"THAT  CON  GAME."  Instead  of  buying  on 
the  dips — the  prevailing  stock  strategy 
during  the  bull  market — investors  are 
stockpiling  cash.  "Last  year  investors 
were  saying,  'I  bought  something  and  it 
quadrupled,  and  I'm  retiring  at  29.'  Now 


only  place  to  get  returns  is  no  longi 
true,"  says  Cantor  Fitzgerald's  Meehai  H  i 

Typical  is  Jack  P.  McDonald,  60,  ti 
Akron,  Ohio,  who  owns  a  children's  fu  !ii 
niture  franchise  in  Cleveland.  McDona  M 
says  he  took  money  he  would  have  i  ml 
vested  in  the  stock  market  and  put 
toward  another  retail  franchise  becau:  I 
"I  can  control  what  goes  on  there  mo  m 
than  I  can  in  the  market."  He  also  h  501 
some  $100,000  in  savings  that  he  cou  u 
put  into  the  market  at  any  time,  but  h(  d; 
waiting  to  see  if  Alan  Greenspan  will  c 
rates  enough  or  if  a  tax  cut  will  spi  « 
the  economy. 

Certainly,  many  Wall  Street  strat  ;  n 
gists  continue  to  predict  a  Fed-induc(  ty 
economic  rebound  which  will  propel  tl  [ft 
market  higher.  "The  recovery  is  beir  I 
actively  engineered  by  both  M  m 
Greenspan  and  President  Bush,"  sa; 
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they're  saying,  'I'll  never  go  near  that 
con  game  again,' "  says  Jim  Griffin,  chief 
strategist  at  Aeltus  Investment  Manage- 
ment Inc.  In  the  first  two  months  of  this 
year,  investors  poured  unprecedented 
amounts  of  cash  into  money-market 
funds,  raising  the  total  money-market 
assets  to  a  record  $140  billion,  accord- 
ing to  AMG  Data  Services.  And  although 
Wall  Street  holds  that  money  on  the  side- 
lines is  a  bullish  sign,  insisting  investors 
are  likely  to  plow  that  cash  into  the  stock 
market  at  any  given  moment,  the  likeli- 
hood of  that  happening  until  the  spate  of 
bad  earnings  news  runs  its  course  looks 
slim.  "People  can  get  better  returns  in 
money  markets  and  bonds  by  far,  and 
perhaps  even  in  overseas  markets.  So 
the  notion  that  the  stock  market  is  the 


Edward  Kerschner,  global  investmei 
strategist  at  UBS  Warburg.  Some  point  v 
other  bullish  signs  in  the  market:  Marg 
debt  has  fallen  sharply  in  recent  month  ill 
expunging  excesses.  Also,  historical 
when  a  bear  market  has  spread  to  tl 
more  conservative  areas  of  the  market, 
often  means  a  bottom  is  near. 

The  reluctance  on  the  part  of  investo: 
to  put  their  money  to  work  in  stocks  e: 
plains  in  part  why  the  Dow  and  S&P  ha> 
fallen  into  a  slump  along  with  the  Nasda 
Whereas  investors  were  recently  takir 
money  out  of  New  Economy  stocks  ai 
putting  it  into  Old  Economy  stocks,  no 
they  are  simply  removing  thai  moil 
from  the  market  altogether  and  huildii 
cash  positions.  On  Mar.  14,  all  30  Da 
stocks  ended  up  in  the  rvi\  for  the  seem 
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iie  in  ;i  week  during  which  stocks  like 
neral  Electric  Co.  hit  a  52-week  low. 
ivestors  thought  GE,  a  superbly  man- 
id  company,  was  a  great  place  to  put 
Oey  and  avoid  earnings  hits  in  tech 
npanies.  Ditto  for  Coke,  Philip  Morris, 
i  others.  But  now  they're  afraid  to 
ich  even  these  companies,"  says  Charles 
Pradilla,  chief  investment  strategist  at 
Cowen  Securities  Corp.  Year-to-date,  9 
:  of  11  sectors  in  the  s&p  500  are  in 
rativc  teiritory. 

UESOME  NUMBERS.  The  reason  for  the 
reased  caution:  eroding  earnings  ex- 
stations.  Analysts  have  been  racing  to 
chet  down  earnings  forecasts.  At  the 
winning  of  the  year,  earnings  for  the 

•  500  were  projected  to  grow  9.2% 
2001  over  last  year,  but  now  they 

•  expected  to  rise  only  2.7%,  predicts 
'•■  -st  Call  Corp.,  the  earnings  research 
in|  n.  "The  numbers  are  gruesome  by 

/one's  standards,  and  they  are  going  to 
;p  falling  fast,"  says  Joseph  S.  Kali- 
nowski,  equity  strategist 
at  First  Call. 

For  all  that,  technolo- 
gy is  where  the  most 
dramatic  earnings  ero- 
sion has  taken  place. 
Profit  estimates  for  high- 
tech  companies  have 
been  dropping  almost 
daily  for  the  last  five 
months,  but  many  pun- 
dits believe  Wall  Street's 
expectations  are  still  too 
high.  The  Street  expects 
a  29%  drop  in  first-quar- 
ter tech  profits,  followed 
by  a  27.5%  decline  in  the 
second  quarter,  a  15% 
decline  in  the  third  quar- 
ter, and  a  9%  gain  in  the 
fourth  quarter.  But  fol- 


CHILL  FACTOR 


Nasdaq's  p-e  is  down 
from  its  Mar,  2000, 
high  of  81,  it  remains 
well  above  historical 
norms.  Still,  the  faster 
growth  and  stronger 
productivity  of  the 
New  Economy  may 
justify  higher  tech 
stock  valuations  than 
they  have  averaged  in 
the  past. 

That  said,  if  current 
earnings  estimates  for 
tech  companies  prove 
too  rosy,  then  their 
p-e's  will  turn  out  to 
be  even  higher.  And 
that  looks  to  be  the 
case  with  many  indus- 
try heavyweights.  The 
Nasdaq's  big  kahuna, 
Microsoft  Corp.,  with 
a  30  forward  p-e,  has 
seen  profit  estimates 
cut  to  1.1%  growth 
from  4.4%  early  in  the 
year.  But  Credit  Suisse 
First  Boston  analyst 
Wendell  H.  Laidley 
worries  that  Microsoft 
will  not  make  its  num- 
bers. The  reason: 
While  most  analysts 
expect  the  PC  industry 
to  grow  slightly  in  the 
first  quarter,  he  thinks  it  may  shrink  by 
2.4%,  and  69%  of  Microsoft's  sales  come 
from  PC  desktop  software. 

Or  take  Intel  Corp.,  the  second-largest 
tech  stock  and  premier  chip  company.  It 
trades  at  a  41  forward  p-e  and  is  already 
down  61%  from  its  52- week  high.  But 
the  consensus  forecast  calling  for  steady 
profit  gains  in  the  second  half  is  a  pipe 
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Consumer  spending 
mirrored  the  tech-stock  surge.  Now,  in 
rst-case  scenario,  shoppers  could  drastically 
3ack,  shrinking  corporate  profits  further 


ing  a  spate  of  announcements  in  re- 
it  days — from  the  likes  of  Yahoo!,  Cis- 
and  Intel — that  things  will  continue  to 
eriorate  well  into  the  fourth  quarter, 
;n  that  scenario  looks  optimistic, 
lose  numbers  are  writ  in  water,"  scoffs 
rket  strategist  Laszlo  Birinyi  of 
inyi  Associates  in  Westport,  Conn. 
5o  how  much  farther  could  stocks  fall? 
spite  the  sharp  declines,  some  think 
uations  remain  too  high.  The  Nasdaq 
mposite  Index  sells  at  45  times  for- 
rd  12-month  earnings,  while  the  s&p 
I  trades  at  a  p-e  of  about  24.  Though 


dream,  warns  U.S.  Bancorp  analyst 
Ashok  Kumar  :  "The  question  is,  the  sec- 
ond half  of  what  year?" 

Some  market  pros  say  all  that  might 
be  needed  to  turn  tech  prices  around  is 
for  a  few  large  companies  to  signal 
growth  rates  aren't  declining  as  much  as 
they  had  thought.  "You  need  tech  stocks 
to  pull  out  of  this  because  they're  so  heav- 
ily weighted  in  the  overall  market  index- 
es, as  well  as  in  investors'  portfolios," 
says  Arnold  Kaufman,  editor  of  Standard 
&  Poor's  Outlook  investment  newsletter. 

But  that  signal  may  be  a  long  time 


in  coming  if  the  econo- 
my continues  to  weak- 
en. And  the  reverse 
wealth  effect  makes 
that  all  the  more  likely. 
The  biggest  destruc- 
tion of  wealth  has 
come  from  the  Nas- 
daq's plunge  and,  ac- 
cording to  at  least  two 
economists,  Ed  Hyman 
from  International 
Strategy  &  Invest- 
ment, and  Ian  Shep- 
herdson  from  High 
Frequency  Economics, 
it  is  beginning  to  take 
a  toll  on  consumer 
spending.  According  to 
Hyman,  since  1996, 
dips  and  rises  in  the 
growth  rate  of  con- 
sumer spending  closely 
track  the  movements 
of  the  Nasdaq.  Judg- 
ing from  Nasdaq's  lat- 
est tumble,  Hyman 
believes  consumer 
spending  has  a  lot  fur- 
ther to  fall.  Morgan 
Stanley's  Roach  says 
that  investors  will 
start  saving  income 
once  they  realized  the 
stock  market  isn't 
building  wealth  for 
them.  That  will  chill  the  economy.  An 
early  warning  sign:  Retail  sales  fell  0.2% 
in  February  after  rising  1.3%  in  January. 
Many  economists  dispute  that  a  re- 
verse wealth  effect  automatically  means 
bad  things  for  economic  output  and  con- 
sumer spending.  They  contend  that  the 
effect  is  inconsistent.  But  people  who  do 
expect  a  serious  spending  hit  from  the 
stock  market  point  to  the  fact  that  the 
market's  slide  has  been  unusually  large 
and  rapid  this  time.  In  fact,  a  recent  Fed 
report  said  that  tumbling  stock  prices 
caused  household  net  worth  to  fall  last 
year  for  the  first  time  since  the  Fed  be- 
gan keeping  records  in  1952.  And  that's 
sure  to  make  people  tighten  their  purse 
strings,  says  Hyman.  Consider  Anurag 
Agarwal,  57,  a  retired  ge  project  man- 
ager from  Voorhees,  N.J.,  who  lost 
$900,000  of  his  $1  million  portfolio  last 
year.  He  says  he's  driving  less,  reducing 
the  thermostat  and  has  cut  four  tele- 
phone lines  to  two.  "When  the  market 
bounces  back  a  bit,  I'm  going  to  get  out 
forever,"  he  says. 

The  bear  market  of  2001  has  caused 
plenty  of  damage  already,  but  plenty  more 
people  could  lose  their  shirts.  No  joke. 

By  Marcia  Vickers  in  New  York,  with 
Geoffrey  Smith  in  Boston,  Peter  Coy  and 
Mara  Der  Hovanesian  in  New  York,  and 
bureau  reports 
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FINANCIAL  INSTITUTIONS 


TEARING  UP 
THE  STREET 


The  bear's  toll  on 
investment  banks 
and  brokerages 
is  devastating 

The  masters  of  Wall  Street's  top 
five  firms  pocketed  checks  for  pay 
and  bonuses  totaling  $154  million 
last  year.  It  was  their  reward  for 
the  fat  earnings  their  firms  racked  up 
on  the  back  of  the  Nasdaq's  rise.  But 
they'll  be  lucky  to  see  such  large  chunks 
of  change  again. 

The  long-running  bull  has  metamor- 
phosed into  a  mean  bear.  Not  only  is  it 
savaging  their  clients'  port- 
folios, but  it's  also  ripping 
into  the  Street's  once  golden 
stream  of  revenues,  a  record 
$245  billion  last  year.  The  num 
ber  of  initial  public  offerings 
which  typically  earn  fat  7%  fees,  has 
slumped  to  just  21  so  far  this  year, 
down  from  85  at  the  same  point  in  2000. 
The  volume  of  mergers  plummeted  66%, 
to  $327  billion  over  the  same  period. 
And  junk-bond  sales — investment  banks' 
latest  hope  for  jump-starting  earnings — 
are  sputtering.  "The  Street  is  in  the 
process  of  adjusting  to  lower  revenue 
expectations,"  says  Amy  S.  Butte,  se- 
curities-industry analyst  at  Bear,  Stearns 
&  Co.  All  told,  analysts  expect  Morgan 
Stanley  Dean  Witter,  Goldman  Sachs, 
and  Lehman  Brothers  to  post  combined 
revenues  of  $11  billion  in  the  first  quar- 
ter— less  than  half  the  $26  billion  they 
made  a  year  ago,  according  to  Thomson 
Financial/First  Call  Corp. 
DISMAL.  The  bear's  impact  on  brokerage 
house  profits  and  share  prices  is  devas- 
tating. The  Standard  &  Poor's  brokerage 
and  bank  index  has  fallen  26%  this 
year — twice  as  much  as  the  s&p  500- 
stock  index.  And  more  damage  is  on 
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the  way.  Analysts  foresee  brokerage 
earnings  plummeting  25%  in  the  first 
quarter,  before  ending  flat  for  all  of 
2001,  vs.  a  26%  rise  last  year,  according 
to  First  Call.  Yet  even  such  dismal  num- 
bers may  be  way  too  optimistic.  They 
assume  that  Wall  Street,  as  in  the  past, 
will  roar  back  in  the  final  quarter. 
"There  is  clearly  more  probability  at 
this  point  that  estimates  will  be  declin- 
ing," says  Guy  Moszkowski,  securities 
analyst  at  Salomon  Smith  Barney. 

With  such  a  big  fall,  the  Street's 
heavy  hitters  are  making  a  frenzied 
search  for  ways  to  save  money.  Memos 
from  top  management  demanding  $1  bil- 
lion packages  of  cuts  are  fluttering 
around  executive  suites  like  confetti. 
Insiders  say  that  J.  P.  Morgan  Chase  & 
Co.,  for  example,  plans  to  sell  its  head- 
quarters at  60  Wall  St.  in  an  effort  to 
wring  $2  billion  in  savings  by 
2002.  Once  it  moves,  no  big 
investment  bank  will  be  head- 
quartered on  Wall  Street  any 
longer. 

Fat  payrolls  are  a  prime  target.  Since 
1992,  securities-industry  jobs  have 
soared  72%,  to  a  record  772,200.  More 
than  150,000  workers  have  been  added 
since  early  1998  alone.  Paychecks 
reached  new  heights,  too.  The  New 
York  Stock  Exchange's  broker-dealer 
members  racked  up  record  expenses — 
much  of  it  for  salaries — of  $58  billion,  on 
$61.4  billion  of  revenues  in  the  fourth 
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quarter  of  2000.  Already,  merged  giar 
such  as  Credit  Suisse  First  Boston  a  ft 
J.  P.  Morgan  Chase,  had,  with  oth 
banks,  announced   10,000  layoffs  \i 
year.  But  a  second  torrent  of  pink  sli  P 
is  in  store.  On  Mar.  6,  Bear  Stearns  i 
nounced  400  layoffs — 3.6%  of  its  ps  N 
roll.  Goldman  Sachs,  Morgan  Stanl 
and  Merrill  Lynch  are  all  conducting 
ternal  reviews  and  may  cut  up  to  1( 
of  their  workforces  this  year,  analy; 
say.  "All  of  the  large  firms  are  probal 
going  to  make  some  announcemen 
says  Frank  Fernandez,  research  direct 
at  the  Securities  Industry  Assn. 

...M&A  ACTIVITY  STALL! 
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If  market  doldrums  continue,  the 
mber  could  get  much  larger.  Some 
adhunters  figure  15%  of  Wall  Street's 
3S  could  disappear  in  several  waves  of 
^offs  by  yearend.  "There  is  going  to 
a  lot  of  pain,"  predicts  Alan  Johnson, 
inaging  director  of  compensation  at 
nsultants  Johnson  Associates. 
Of  course,  Wall  Street  has  seen  mar- 
ts stumble  before,  most  recently  in 
98.  Top  brass  vows  to  avoid  the  same 
stake  made  then:  firing  employees 
ross  the  board — only  to  have  to  hire 
ck  the  same  people  at  higher  salaries 
ce  the  market  rebounded.  So  this 


time,  financial  headhunters  expect  Wall 
Street  firms  to  delay  layoffs  as  long  as 
they  can.  Initially,  they  will  quietly  weed 
out  the  lowest-producing  5%  of  employ- 
ees on  their  payrolls.  But  even  if  Wall 
Street  can  avoid  the  worst,  it  needs  to 
bring  its  stratospheric  compensation 
down  to  earth.  "We  were  hiring  kids 
right  out  of  college  who  were  making 
$500,000  their  first  year,"  says  an  ex- 
ecutive at  an  investment  bank  who  asks 
not  to  be  named. 

To  avoid  savage  cuts,  firms  must  get 
growing  again.  Most  say  they  want  to 
focus  on  higher-margin,  higher-growth 
businesses.  Merrill  Lynch  &  Co.,  for  ex- 
ample, plans  to  invest  in  investment 
banking  in  Germany,  in  its  global  equi- 
ties business,  and  in  improving  fee-based 
services  for  its  wealthy  clients — those 
with  $1  million  portfolios.  "We  want  to 
be  more  targeted  in  what  we  do,"  says 
Thomas  H.  Patrick,  Merrill's  chief  fi- 
nancial officer. 

But  those  efforts  alone  can't  rescue 
the  firm  from  the  current  downdraft. 
Although    Patrick    is    mum    on    the 


AUSTERITY 


are  constant  reminders  to  be  cost-sen- 
sitive," says  a  financial  analyst  at  a  small 
investment  bank.  "We're  told:  'If  you 
can  do  it  on  the  phone,  rather  than  get- 
ting on  a  plane,  do  it.'"  Even  outside 
the  office,  at  locations  such  as  the  pop- 
ular watering  hole  at  14  Wall  St.,  in- 
vestment bankers  are  more  stingy.  "Cor- 
porations are  not  having  as  many 
parties,"  says  General  Manager  Patrick 
Barragan.  His  sales  are  off  10%  to  15%. 
"ANOTHER  SWING."  Investment  banks 
are  not  the  only  financial  outfits  strug- 
gling with  the  moribund  market.  Asset 
managers  are  pulling  in  their  belts  after 
getting  hammered — as  investors  yanked 
$3.6  billion  out  of  mutual  funds  in  Feb- 
ruary alone.  Commercial  banks,  too, 
have  announced  a  litany  of  cost-cutting 
measures.  And  that  may  just  be  the  tip 
of  the  iceberg,  says  ing  Barings  bank 
analyst  Andrew  B.  Collins.  "It  starts 
with  the  capital-market  players,  and 
then  spreads  to  the  bread-and-butter 
bankers"  as  lending  weakens,  too,  he 
says.  Collins  predicts  Bank  of  America 
will  "take  another  swing"  at  reducing  its 


Memos  from  top  managers 
demanding  $1  billion  packages  of  cuts  are 
fluttering  around  executive  suites  like  confetti 

OUT  THE  DOOR?  HEADHUNTERS  SAY  15%  OF  STREET  JOBS  MAY  VANISH  BY  YEAREND 


specifics,  he  admits  that  there  are 
"some  things  we  will  just  stop  doing." 
And  analysts  remain  skeptical:  On  Mar. 
12,  after  Chairman  and  ceo  David  H. 
Komansky  and  other  top  Merrill  man- 
agers met  with  analysts,  five  of  the  12 
who  report  to  First  Call  downgraded 
their  earnings  estimates.  Other  ana- 
lysts are  unimpressed  by  another 
popular  play  among  investment  banks 
to  take  advantage  of  choppy  markets 
to  sell  more  derivative  and  hedge 
products. 

That's  why  austerity  is  increasingly 
the  buzz  word  on  Wall  Street.  "There 
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staff  at  both  its  Charlotte  (N.  C.)  head- 
quarters and  in  California,  where  the 
bank  has  a  big  presence.  Bank  of  Amer- 
ica cut  staff  twice  last  year. 

But  perhaps  online  brokers  may  take 
the  biggest  hit.  On  Mar.  14,  following 
layoffs  at  Ameritrade  Inc.,  Credit  Suisse 
First  Boston's  online  brokerage  said  it 
would  cut  150  jobs,  or  10%  of  its  work- 
force. "We  expect  a  lot  of  these  firms  to 
lay  off  people,"  says  Sang  Lee,  online 
broker  analyst  at  Celent  Communica- 
tions. So  far,  E*Trade  Group  Inc.  in- 
sists it  has  no  plans  to  trim  jobs.  But 
analysts  believe  it  will  have  to  slash  its 
$400  million  marketing  budget  to  protect 
its  bottom  line. 

No  one  is  going  to  get  off  easy.  Many 
of  Wall  Street's  giants  spent  the  '90s  in 
hot  pursuit  of  a  Holy  Grail:  The  ulti- 
mate diversified  financial  engine  able  to 
grab  on  to  good  times,  and  steer  clear 
of  the  bad.  Now,  there's  nowhere  to 
run.  Brokers  may  have  to  get  used  to 
stagnation  for  a  while. 

By  Emily  Thornton,  with  Heather 
Timmons  and  Mara  Der  Hovanesian, 
in  New  York,  Ben  Elgin  in  San  Mateo, 
Calif.,  and  Pallavi  Gogoi  in  Chicago 
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COMMENTARY 


By  Howard  Gleckman 


TAX  CUTS:  WHY  TRIGGERS  WON'T  WORK 


President  Bush  has  a  problem  back 
in  Washington.  After  a  romp  in  the 
GOP-controlled  House,  his  tax  cut  is 
threatened  in  the  50-50  Senate  by,  of 
all  people,  trigger-happy  Republicans. 
Senate  gop  moderates  fear  that  their 
President's  10-year,  $1.6  trillion  tax 
plan  is  too  much  of  a  riverboat  gamble. 
At  least  five  want  to  put  in  place  a 
mechanism  that  would  sound  the  alarm 
if  big  projected  surpluses  fail  to  materi- 
alize. Deficit  hawks  such  as  Republi- 
cans Olympia  J.  Snowe  of  Maine  and 
Arlen  Specter  of  Pennsylvania  have 
joined  a  half-dozen  Democrats  such  as 
Evan  Bayh  of  Indiana  to  line  up  be- 
hind such  a  "trigger"  that  would  halt 
tax  cuts  if  surpluses  fall  short. 
The  idea  of  linking  tax  breaks  to 


spending  targets  were  never  met. 
Lawmakers  just  hid  the  excess  spend- 
ing, shifting  expenditures  from  one 
year  to  another.  "It's  easy  to  mess 
around  with  triggers,"  says  ex-Sena- 
tor Warren  Rudman  (R-N.H.),  an  au- 
thor of  the  statute.  "There  was  no 
penalty  for  not  pulling  the  trigger."  If 
Congress  couldn't  hold  the  fine  in  an 
era  of  deficits,  it's  hard  to  imagine  it 
would  do  so  in  a  period  of  surpluses. 

An  even  bigger  problem  comes 
from  timing.  The  new  tax  triggers 
would  likely  be  tied  to  either  the  size 
of  the  surplus  or  perhaps  a  reduction 
in  the  national  debt.  If  either  fell 
short  of  projections,  future  stages  of 
Bush's  tax  cut  would  be  delayed.  But 
the  most  likely  reason  for  a  smaller 


Several  GOP  senators  favor  "triggers"  that 
would  halt  cuts  if  revenues  fall  short.  But 
who  would  pull  them? 


actual  surpluses,  rather  than  notori- 
ously flaky  10-year  budget  forecasts, 
makes  sense.  It  appeals  to  voters  who 
worry  that  tax  cuts  could  bust  the 
budget.  And  triggers  have  been  em- 
braced by  Federal  Reserve  Chairman 
Alan  Greenspan.  Indiana's  Bayh  says 
the  device  would  require  future  law- 
makers to  think  twice  about  the  im- 
pact of  tax  changes  on  the  budget.  "It 
can  force  people  to  revisit  decisions  in 
the  fight  of  day,"  he  says. 
"NO  PENALTY."  Sounds  great  in  theo- 
ry. But  if  history  is  any  guide,  trig- 
gers won't  impose  much  fiscal  re- 
straint in  the  real  world.  Congress 
can't  control  today  the  way  lawmak- 
ers decide  to  tax  or  spend  in  future 
years.  So,  a  trigger's  effectiveness  will 
depend  entirely  on  the  willingness  of 
a  future  Congress  to  pull  it.  That's 
what  went  wrong  the  last  time  Con- 
gress tried  such  an  approach,  with  the 
Gramm-Rudman-Hollings  law  of  1985. 
In  an  effort  to  get  a  handle  on  $200 
billion  deficits,  Congress  tried  to  cap 
spending.  If  outlays  exceeded  mandat- 
ed limits,  the  law  was  supposed  to 
trigger  across-the-board  budget  cuts. 
There  was  just  one  hitch:  The 


surplus  would  be 
a  sagging 
economy. 
And  Con- 
gress 
wouldn't 
snatch  away  a 
planned  tax  cut 
just  as  the  econo- 
my was  turning 
sour.  Says  former 
Congressional 
Budget  Office  Di- 
rector Rudolph 
G.  Penner:  "It  is 
very  difficult  to 
pull  a  trigger  in 
a  way  that  you 
wouldn't  regret." 

If  such  a  de- 
vice were  in 
place  today, 
what  politician 
would  vote  to 
delay  a  sched- 
uled tax  cut?  Bayh 
says  a  bipartisan  bill 
may  include  an  exemp 
tion  in  the  event  of  a 
recession.  Senator 
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Robert  G.  Torricelli  (D-N.J.),  would 
give  the  President  even  broader  au- 
thority to  waive  the  law.  Such  loop- 
holes just  lessen  the  chances  of  any- 
one ever  pulling  a  trigger. 

Of  course,  triggers  could  also  be 
used  to  curb  spending.  But  by  the 
end  of  the  decade,  75%  of  federal 
spending  will  be  for  such  sacrosanct 
entitlements  as  Social  Security  and 
Medicare.  And  big  cuts  in  other  popu- 
lar programs  might  be  just  as  diffi- 
cult. "A  trigger  can  be  made  to  work 
only  if  politicians  have  the  will  to  pull 
it,"  says  Allen  Schick,  a  budget  expert 
at  the  University  of  Maryland. 

The  structure  of  the  Bush  tax  cuts 
makes  triggers  even  less  viable. 
Most  of  his  plan — rate  cuts,  marriage 
penalty  relief,  and  a  doubling  of  the 
child  credit — are  fully  effective  by 
2006.  But  the  biggest  anticipated 
surpluses  don't  arrive  until  2007.  As 
a  result,  nearly  all  Bush's  plan 
would  already  be  in 
place  before  the 
triggers  ever 
kicked  in. 

For  now,  trig- 
gers have  little 
support  in  the 
Administration. 
Budget  Direc- 
tor Mitch 
Daniels  calls 
them  a 
"boneheaded 
idea."  Still, 
the  President 
needs  the  backing 
of  Senate  moder- 
ates for  his  tax 
cut.  So  don't  be 
surprised  if  he 
ends  up  buying 
votes  with  a 
nice-sounding 
but  ultimately 
toothless  device. 
Just  don't  expect 
Congress  to  ac- 
tually pull  that 
trigger  anytime 
soon. 


Gleckman  cov- 
ers fiscal  policy  from 
Washington. 
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MURDOCH'S  SATELLITE  DREAM 
REMAINS  BEYOND  HIS  REACH 

GM  is  sitting  on  his  bid  for  Hughes  and  its  DirecTV  service 


You  have  to  give  Rupert  Murdoch 
credit  for  perseverance.  Nearly  20 
years  after  his  first  try  to  crack  the 
U.S.  satellite  TV  market,  the  70-year-old 
chairman  of  News  Corp.  is  still  at  it. 
He  first  tried  in  1983.  Then  there  was  a 
failed  partnership  with  Hughes  Elec- 
tronics Corp.  and  NBC  back  in  1990.  He 
tried  again  in  1996  with  his  ill-fated 
ASkyB  service,  and  a  botched  merger 
with  Echostar  Communications  end 
ed  in  acrimony  and  litigation. 
This  time  Murdoch  is  tak- 
ing on  General  Motors  Corp. 
For  months,  Murdoch  has  had 
a  deal  on  the  table  to  merge  the 
GM-controlled  DirecTV  service,  and  its 
10  million  subscriber  base,  with  News 
Corp.'s  growing  collection  of  satellite 
assets  in  Europe,  Asia,  and  Latin  Amer- 
ica, called  Sky  Global  Networks  Inc.  Di- 
recTV is  operated  by  Hughes  Electron- 
ics, which  is  30%  owned  by  GM.  The 
deal  would  create  a  $70  billion 
satellite  colossus,  the  first  truly 
worldwide  TV  distribution  com-  / 
pany.  But  Murdoch's  agreement 
in  recent  days  appears  on  the 
verge  of  collapse  as  GM  tries  to 
shop  a  better  deal. 

Murdoch  isn't  giving  up.  On 
March  13,  say  sources  close  to 
the  deal,  he  sent  a  letter  re- 
questing a  meeting  with  GM 
board  members,  effectively  go- 
ing over  the  heads  of  Hughes 
executives  who  have  quietly 
been  bottling  up  his  bid.  "He 
wants  one  last  drive  to  the  goal 
line,"   says   Robert   H.    Lyon, 
president  of  Institutional  Capital 
Corp.,  which  owns  nearly  10.3 
million  shares  of  Hughes. 
SMITH'S  STRUGGLES.  Executives 
at  GM,  Hughes,  and  News  Corp. 
aren't  commenting.  But  a  meet- 
ing, which  Murdoch  wants  by 


So  far,  though,  sources  say  he  has  been 
turned  down  by  Microsoft  Corp.,  Gen- 
eral Electric  Co.,  and  others.  Smith  is 
now  contemplating  a  $6  billion  debt  of- 
fering, say  sources  close  to  the  deal,  as 
well  as  possibly  selling  off  some  Hughes 
assets  to  round  out  the  deal.  That  won't 
be  easy.  "With  this  kind  of  equity  mar- 
ket, he'd  have  more  luck  finding  the 
Holy  Grail  than  equity  part- 
ners," says  Larry  Haverty, 
senior  vice-president  at  State 
Street  Research,  which  owns 
11  million  Hughes  shares. 
GM,    however,    is    under 


EMPIRE  IN  THE  SKY 


Snaring  DirecTV  unit  would  extend  Murdoch's  global 
satellite  presence.  Here's  what  he  already  has: 


pressure  to  make  a  move.  Sharehok 
ers  are  eager  to  see  it  sell  Hughes,  thu 
generating  $5  billion  to  $8  billion  to  pa 
down  debt.  To  back  Murdoch's  bid,  M 
crosoft  and  Liberty  Media  would  pre 
vide  some  of  that  cash.  But  the  des 
hasn't  excited  Hughes  shareholders,  wh 
would  own  65%  of  Sky  Global  but  ced 
management  control  to  Murdoch.  Hugl 
es  stock  fell  more  than  12%  in  the  wee 
after  details  of  the  offer  leaked  in  Fel 
ruary.  "That  deal  assumed  a  lot 
growth  by  [News 
Corp.'s  interactive 
guide  provider 
Gemstar-TV  Guide 
International  Inc.] 
and  the  satellites 
that  I'm  not  sure  I  be 
lieve,"  says  S.  Basu  Mullick,  portfoli 
manager  at  Neuberger  Berman  Part 
ners  Fund,  who  controls  more  than 
million  shares. 

Still,  the  merger  could  well  be  a  boo 
for  DirecTV  and  its  investors.  A  Direcr\ 
Sky  Global  linkup  would  allow  DirecTV 
access  to  cheaper  programming  throug 
News  Corp.'s  worldwide  sports  events 
along  with  the  advanced  technology  bein 
used  at  the  Murdoch-controlled  BSkyB  i 
Great  Britain.  By  combining  DirecTV  an 
Sky  Global,  the  company's  share 
should  be  worth  about  30%  mor 
than  their  current  level,  says  Havei 
ty.  That's  based  on  synergies  DirecT 
would  have  with  Sky  Global' 
satellite  holdings  and  technok 
gy  companies  such  as  Gemstar. 
For  News  Corp.,  of  course 
the  prize  is  DirecTV's  fast-grow 
ing  customer  base  in  the  U.£ 
and  Latin  America.  DirecTV  ha 
told  Wall  Street  it  will  add 
million  customers  this  year  i 
the  U.S.  alone,  nearly  dou 
bling  cash  flow,  to  more  tha 
$300  million. 
The  problem  for  both  sides  i 
the  bad  blood  between  the  two  comp; 
nies.  Investors  say  News  Corp.  argue 
Michael  Smith's  motivation  to  block  th 
deal  is  all  about  keeping  hi 
own  job.  For  their  part,  Hugh 
es  executives  have  said  pri 
vately  that  Murdoch  is  low 
balling  the  deal  during  a  perk* 
of  market    weakness.    Kit  lie 
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In  recent  weeks,  Dennis  Kozlowski,  the 
most  aggressive  acquirer  in  Corporate 
America,  has  been  on  the  prowl.  Ap- 
parently he's  after  a  new  kind  of  game. 
On  Mar.  13,  the  ceo  of  industrial  con- 
glomerate Tyco  International  Ltd.  an- 
nounced his  riskiest  deal  yet.  Seeking  to 
emulate  the  highly  successful  relationship 
General  Electric  Co.  has  with  GE  Capital 
Services  Inc.,  he  plans  to  buy  the  com- 
mercial lender  cit  Group  Inc.  in  a  mostly 
stock  deal  initially  valued  at  $9.2  billion. 

Until  now,  Kozlowski's  dealmaking  has 
been  confined  to  industrial  businesses 
ranging  from  electronics  to  medical  sup- 
plies to  valves.  With  CIT,  he  is  venturing 
into  commercial  finance — at  the  outset 
of  what  could  be  a  prolonged  slump. 
What's  more,  he's  of- 
fering a  54%  premium 
for  a  company  that  has 
performed  poorly  since 
going  public  in  1998.  So 
it's  little  wonder  that 
investors  trimmed  $5 — 
11% — off  Tyco's  shares 
after  the  deal  was 
announced. 

Kozlowski  dismisses 
the  skeptics.  "You  have 
to  look  beyond  this 
week  to  see  this  deal 
makes  a  lot  of  sense," 
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he  says.  There's  no  denying  KOZLOWSKI: 
his  reputation  for  savvy  ac-   He's  offering  a 
quisitions.  Since  taking  the   54%  premium 
reins  in  1992,  dealmaking  has 
helped  build  Tyco's  market  cap  from  $2 
billion  to  nearly  $80  billion. 

With  CIT,  he  argues  that  Tyco — like 
GE — will  now  be  able  to  offer  customers 
the  financing  they  need  to  buy  every- 
thing from  waste-water  treatment  plants 
to  home-security  systems.  He  figures 
Tyco  can  provide  $4  billion  to  $6  billion  in 
financing  to  its  customers  and  that  those 
deals  will  soon  help  drive  Tyco  to  $50 
billion-plus  in  annual  revenues,  a  32% 
jump  from  the  $38  billion  analysts  ex- 
pect in  2001. 

But  the  deal  carries  as  many  potential 
dangers  as  benefits. 
Tyco  has  no  in-house 
expertise  in  commercial 
finance,  so  it  will  have 
to  lean  on  CIT  to  pro- 
vide the  necessary 
management  discipline. 
Kozlowski  has  already 
gotten  cit's  veteran 
ceo,  Albert  R.  Gamper 
Jr.,  to  agree  to  stay  on 
for  three  years.  Gam- 
per says  the  rest  of  his 
team  will  remain. 
Judging   from    past 
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performance,  however,  that  ma 
be  cold  comfort  to  investors,  ci 
has  struggled  since  its  own  las 
big  acquisition,  the  purchase  < 
lender  Newcourt  Credit  Group  In 
in  1999.  "They  missed  their  [ean 
ings]  numbers,  and  we  became  coi 
cerned  that  credit  quality  wou 
go  downhill,"  says  James  Met 
elvey,  an  analyst  at  John  Hancoc 
Financial  Services  Inc.,  which  sol 
its  CIT  stake  last  year.  Moreove 
in  December,  CIT  warned  ths 
earnings  growth  would  slow  to  8' 
this  year,  short  of  the  10%  to  12| 
Wall  Street  expected.  Concede 
Gamper:  "It  has  been  tough  b( 
cause  the  environment  for  final 
cial  companies  has  been  difficult 
UNDER  PRESSURE.  Indeed,  til 
slowing  economy  raises  questior 
about  the  timing  of  Tyco's  mov 
"Finance  companies  that  have  bee 
stretching  for  growth  are  going  t 
be  under  pressure  from  growin 
competition,"  warns  Lisa  J.  Arch 
now,  a  credit  analyst  at  Standar 
&  Poor's  Corp.  Debt  analyst  Cari 
A.  Levenson  of  the  corporate-bon 
research  firm  Gimme  Credit  thin! 
Tyco  could  have  accomplished  th 
same  thing  by  affiliating  with  a  1 
nance  company  rather  than  buj 
ing  one. 

Kozlowski  is  counting  on  bi 
synergies  to  make  the  deal  pa 
off.  Will  they  materialize?  Despit 
comparisons  with  the  relationship  b« 
tween  ge's  industrial  units  and  GE  Caj 
ital,  the  latter  finances  just  2%  of  G 
projects.  And  having  a  financing  an 
carries  risks.  David  B.  Sochol,  an  an 
lyst  at  Legg  Mason  Inc.,  says  there's 
temptation  "to  reduce  underwritin 
standards  just  to  close  the  deal  wit 
clients."  Take  a  look  at  Lucent  Tecl 
nologies,  Intel,  or  Newcourt — all  hav 
been  burned  by  customer  lending.  I 
the  past,  such  problems  have  led  corr 
panies  from  AT&T  to  Westinghouse  Ele 
trie  to  dump  finance  units. 

What  about  Kozlowski's  quest  to  repl 
cate  the  success  of  GE  Capital?  That  con 
pany  has  a  huge  competitive  advantag 
because  of  its  parent's  stellar  AAA  crec 
it  rating.  Tyco  rates  in  the  single  A'; 
s&P  has  it  on  watch  for  an  upgrade,  bv 
Moody's  Investors  Service  has  CIT  on  a 
view  for  a  possible  downgrade.  So  vvi 
the  deal  succeed?  "It  could  happen,  hi 
it's  not  a  slam  dunk,"  cautions  one  CIT  ar 
alyst.  One  thing  is  sure:  CIT  will  be  Dot 
nis  Kozlowski's  biggest  test  yet. 

By  William  C.  Symonds  in  Bostoi 
ii'ilh  Pamela  L.  Moore  and  Heather  Tin 
mans  in  Neie  York 
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Retirement  Planning:  Feeling  #3 


/® 
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It's  nice  to  know  that  your  IRA  is  invested  wisely. 

In  leading  fund  families  like  Janus,  American  Century  and  INVESCO. 

And  Schwab  lets  you  choose  from  over  1,200  funds  in  all. 

What's  more,  Schwab's  IRA  Express  can  help  you  choose 
the  IRA  that's  right  for  you. 


Q  INVESCO 


To  set  up  your  IRA,  just  log  on  to  schwab.com 

and  click  on  'welcome.'  Or  you  can  call  or  visit. 


It  could  be  the  most  satisfying  thing  you  do  today. 


Call 

Click 

Visit 

1-800-761-5463 

schwab.com 

384  locations  nationwide 

Charles  Schwab 

creating  a  world  of  smarter  investors. 

Use  IRA  Express  to 
«'.  open  your  IRA  online. 


i  tspectuses  con!  ;  .tion.  including  man 

l  Please  read  the  prospectuses  carefully  before  investing  or  sending  money.  Past  performance  is  not  an  indication  of  future  results.  Pnrcna  v 
/.lien  redeemed  may  be  rath  mere  or  less  to  the*  original  cost.  Each  investor  needs  to  rate 

l  fee  to  purchase  a  fund,  you  will  pay  a  transaction  fee  when  <  'lange  the  funds  v 

es  and  other  administrative  services.  !R 


News:  Analysis  &  Commentary 


COMMENTARY 


By  Charles  Haddad 


WHAT  PRICE  IS  RIGHT  FOR  WORLDCOM? 


For  Bernard  J.  Ebbers,  the  basket- 
ball-coach-turned-telecommunica- 
tions-mogul, the  past  few  weeks 
truly  have  been  March  Madness.  Ear- 
ly in  the  month,  Ebbers'  Clinton 
(Miss.)-based  company,  WorldCom 
Inc.,  confirmed  it  was  axing  nearly 
6,000  of  its  90,000  workers— the  first 
layoffs  in  the  company's  20-year  histo- 
ry. But  the  cost-cutting  wasn't  enough 
to  calm  debt-rating  agency  Standard 
&  Poor's  Corp.,  like  BusinessWeek,  a 
part  of  the  McGraw-Hill  Cos.  Given 
the  collapse  in  WorldCom's  long-dis- 
tance business  and  sharp  slowdown  in 
its  Internet  traffic,  s&p  slashed  its  rat- 
ings on  most  of  WorldCom's  $25  billion 
in  debt  to  just  above  junk  status. 

But  the  biggest  bombshell  came 
from  the  WorldCom  chief  executive 
himself,  who  built  his  company 
through  roughly  70  mergers.  After 
years  of  insisting  his  business  isn't 
for  sale,  Wall  Street  is  abuzz  with 
rumors  that  Ebbers  is  finally  willing 
to  cash  out.  Indeed,  sources  close  to 
Ebbers  confirm  he  might  throw  in 
the  towel — if  he  could  get  $50  a 
share.  That  200%  premium  over 
WorldCom's  current  price  of  $16.75 
would  value  WorldCom  at  rough- 
ly $150  billion. 
NO  MORE  BUYOUTS.  Other 
news  has  added  to  the  in- 
trigue. On  Mar.  14,  shares 
jumped  more  than  a  dollar 
on  word  that  Ebbers  wasn't 
planning  any  more  acquisi- 
tions; Salomon  Smith  Barney 
Inc.'s  telecom  analyst  Jack  B. 
Grubman  also  edged  his  esti- 
mate of  annual  revenue 
growth  up  to  14%.  Despite 
the  good  news,  however, 
Ebbers'  buyout  price  re- 
mains far  more  than 
anyone  believes  the 
company  is  worth. 
"Nobody  in  his  right 
mind  is  going  to  meet  his 
price,"  says  one  prominent  in 
vestment  banker. 

But  Ebbers'  outsize  de- 
mand isn't  the  biggest  ob- 
stacle to  a  deal.  Al- 
though he's  considered 
one  of  the  industry's 
consummate  deal- 


makers,  the  truth  is  that  Ebbers 
may  have  waited  too  long  to  sell.  A 
year  or  two  ago,  WorldCom  boasted 
annual  revenue  growth  of  20% — 
thanks  to  the  heady 
50%  gains  of  its  uunet 
division,  the  world's 
largest  Internet-back- 
bone provider. 

But  problems  in  the 
long-distance  and  In- 
ternet markets  have 
sent  WorldCom's  stock 
tumbling  70%  over  the 
past  year,  and  the 
worst  isn't  over.  With 
long-distance  rates  in 
free  fall,  revenues  from 
that  division  are  ex- 
pected to  drop  15%  this 
year,  to  $6  billion. 


NOT  EXACTLY 
ALLURING 

Why  no  WorldCom 
buyer  may  emerge 

•  Regulators  could 
block  Baby  Bells 
from  buying  into  long 
distance 

•  Slowing  U.S.  telecom 
growth  has  spooked 
foreign  bidders 

•  At  $50  a  share, 
Bernie  Ebbers'  asking 


Until  recently,  many  on  Wall  Street 
expected  foreign  rivals  to  jump  at  the 
chance  to  acquire  WorldCom  to  gain  a 
foothold  in  the  vast  U.  S.  data  market. 
But  Germany's  Deutsche 
Telekom — rumored  to  be 
the  leading  suitor — 
seems  content  to  digest 
its  acquisition  of  Voice- 
Stream  Wireless  Corp. 
Others,  such  as  Spain's 
Telefonica  and  France 
Telecom,  no  longer  seem 
interested. 

An  offer  from  one  of 
the  Baby  Bells  also 
looks  unlikely.  They 
can't  enter  the  long-dis- 
tance or  interstate-data 
market  without  ap- 
proval from  the  Federal 


Meanwhile,  the  capital-       P.1'5.®J5..°(?.„?f£._.  Communications  Com 


spending  slowdown  for 
Internet-related  services  has  also 
crimped  growth.  Analysts  expect  the 
uunet  division's  growth  to  slow  to 
18%  in  2001. 


TOO  LATE 

Ebbers  should 
have  sold  a  year 
or  two  ago,  when 
WorldCom  still  had 
robust  growth 


mission.  Although  access 
is  expected  to  become  easier  under 
the  Bush  Administration,  the  FCC  has 
so  far  given  its  blessing  only  rarely. 
Moreover,  investors  seem  inclined 
to  punish  any  Bell  that  goes  near 
WorldCom.  The  mere  rumor  that  the 
company  was  on  the  block  has  sent 
shares  of  sbc  Communications  Inc. 
down  10%  since  early  March.  On 

Mar.  13,  that  prompted  sbc 
Chairman  Edward  Whitacre 
Jr.  to  deny  any  interest  in 
the  company. 

Publicly,  WorldCom  exec- 
utives say  they  want  to  go 
it  on  their  own.  "There  have 
been  no  offers,  and  there  is 
no  activity  on  selling  the 
company,"  says  WorldCom 
Chief  Operating  Officer 
Ronald  Beaumont.  Despite  that  denial, 
investors  believe  that  Ebbers  is  dress- 
ing up  the  business  for  sale. 

For  starters,  WorldCom  is  issuing 
a  tracking  stock  for  its  flagging 
residential  and  wholesale  long- 
distance business.  If  it  were  spun 
off,  WorldCom's  remaining  assets 
would  be  more  attractive.  Still,  that's 
a  big  if.  Despite  his  reputation  as  a 
shrewd  dealmaker,  Ebbers  may  have 
missed  his  biggest  deal  ever. 


Haddad  covers  telecomnuiiiirn 
tions  from,  Atlanta. 
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Further  proof  that  being  fast 
will  get  you  a  reputation. 


"Sexy,  sensuous,  tactile;  and  that's  just  the  chrome  gearknob.  Just  wait  'til  you  get 
your  clammies  on  the  rest  of  the  new  Lexus  IS  300"  -Motor,  September  2000 

"Makes  a  dramatic  styling  statement,  inside  and  out."  -Motor  Trend,  September  2000 

"It  is  the  best  combination  of  a  sport/luxury  car  without  breaking  the  bank." 

-AutoWeek.  September  2000 

"We  can't  put  off  the  truth  any  longer  -  this  is  a  stupendously  good-handling 
small  Lexus  that  is  fully  competitive  with  BMW's  3  Series,  even  when  the  BMW 
has  sport  suspension."  -Sports  Car  International,  Oct./Nov.  2000 

"On  a  moment's  notice  however,  the  engine  transforms  itself  with  a  feral  scream 
and  launches  the  car  with  neck-snapping  authority."  -Sport  Compact  Car,  August  2000 

"The  IS  300  begs  to  be  pushed  to  its  limits,  and  answers  with  razor-sharp 
responsiveness."  -Motor  Trend,  September  2000 

"Power?  Oh  yeah.  Plenty  of  that."  -Car  and  Driver,  July  2000 

"In  our  drives,  we  found  that  the  IS  [300]  is  considerably  more  muscular  feeling 

than  the  Other  two  [BMW  328i  and  Audi  A4]."  -  UrbanRacer.com,  November  2000 

"The  combination  of  ride  quality  and  handling,  which  are  usually  at  odds  with  one 
another,  was  exceptional."  -Turbo  &  High-Tech  Performance,  August  2000 


With  a  215-hp  engine,  Formula  One-style  shifting  and  chronograph-style  instrumentation,  it's  a 
whole  new  kind  of  Lexus.  The  IS 300.  Starting  at  $31,350*  Visit  your  local  Lexus  dealer  today 
and  don't  forget  to  ask  about  the  COLLEGE  GRADUATE  FINANCE  PLAN.  It's  totally  unexpected. 


©«■ 


THE  PASSIONATE  PURSUIT  OF  PERFECTION. 


*MSRP  including  delivery,  processing  and  handling  lee  Excludes  lax,  title  and  licensing  lee  Actual  dealer  price  may  vary  ©2000  Lexus,  a  Division  ol  Toyota  Motor  Sales. 
U  SA.  Inc  Lexus  reminds  you  to  wear  seatbelts.  secure  children  in  rear  seat,  obey  all  speed  laws  and  drive  responsibly  Call  1-800-USA-LEXUS  for  more  information 
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ADOWNDRAFT 
FOR  BIG  CARRIERS 

THE  MAJOR  AIRLINES,  ALREADY 
feeling  the  heat  from  wide- 
spread labor  strife,  are  finally 
getting  pinched  by  the  slow- 
ing economy.  Both  Delta  Air 
Lines  and  Northwest  Airlines 
expect  hefty  losses  in  the  first 
quarter.  Delta  says  it  will  lose 
between  $85  million  and  $110 
million  in  the  January-to- 
March  period,  on  a  $350  mil- 
lion drop  in  revenues,  while 
Northwest  says  it  could  lose 
$130  million  to  $150  million- 
three  times  earlier  estimates. 
The  culprits:  travel  cutbacks 
by  high-margin  business  trav- 
elers and  for  Delta,  also  a  re- 
duced flight  schedule  and  cus- 
tomer concern  over  a  possible 
strike  by  disgruntled  pilots  re- 
fusing to  fly  overtime. 


CLOSING    BELL 


SICK  BURGERS 

Those  golden  arches  are 
looking  pretty  tarnished.  On 
Mar.  14,  McDonald's  warned 
that  first-quarter  and  full- 
year  earnings  will  fall  short 
of  forecasts,  as  European 
fears  about  mad  cow  disease 
cut  into  sales.  The  Oak  Brook 
(III.)  fast-food  chain  now  ex- 
pects to  record  first-quarter 
earnings  of  290  to  300  per 
share,  down  from  an  estimat- 
ed 320.  Shares  fell  further  on 
the  news.  From  a  high  of 
$34.68  on  Jan.  17,  they  are 
now  down  20%,  to  $27.54. 

31- 
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Data:  Bloomberg  Financial  Markets 


THE  HIGH  COST 
OF  CYBERCRIME 

COMPUTER   CRIME    IS   COSTING 

companies  more  than  ever. 
That's  the  conclusion  of  the 
Computer  Crime  and  Secu- 
rity Survey,  the  much  bally- 
hooed  annual  tally  mounted 
by  the  San  Francisco-based 
Computer  Security  Institute 
(csi)  and  the  FBI.  The  study 
found  that  85%  of  the  538 
companies  and  large  govern- 
mental institutions  polled  de- 
tected security  breaches  in 
the  past  year.  And  65%  ac- 
knowledged suffering  finan- 
cial losses  from  the  intru- 
sions. The  186  respondents 
willing  to  tally  their  losses 
claimed  they  totaled  $378  mil- 
lion, a  42%  jump  from  1999. 
That's  also  the  highest  dam- 
age amount  recorded  since 
the  csi  started  these  surveys 
six  years  ago.  A  full  70%  of 
the  respondents  blamed  their 
Internet  connection  as  the 
source  of  security  problems. 


MOTOROLA  WORKERS 
FEEL  THE  PAIN 

AN  ALREADY  REELING  MOTO- 
rola  continued  its  strategy  of 
slashing  jobs  to  keep  its  wire- 
less phone  business  from 
posting  further  losses.  On 
Mar.  13,  the  Schaumburg  (111.) 
electronics  giant  said  it  would 
lay  off  another  7,000  workers 
from  its  handset  division  in 
a  continued  effort  to  reduce 
costs.  The  cuts,  expected  to 
span  the  unit's  global  opera- 
tions, bring  total  layoffs  to 
12,000  since  December.  Wire- 
less chief  Mike  Zafirovski 
called  the  move  "a  necessary 
next  step"  as  he  tries  to  gain 
ground  lost  to  wireless  rival 
Nokia. 


DOES  THIS  DEAL 
NEED  INSURANCE? 

BRITISH  INSURER  PRUDENTIAL 
PLC's  Mar.  12  deal  for  Hous- 
ton insurance  company 
American  General  got  off  to 


HEADLINER:  JACK  MESSMAN 


HERE,  YOU  FIX  IT 


NOVELL  INC.  CEO  ERIC 

Schmidt  believes  he's  not 
the  man  to  turn  around  his 
slumping  software  com- 
pany. On  Mar.  12, 
the  company  an- 
nounced that  it 
will  buy  con- 
sulting firm 
Cambridge 
Technology 
Partners  for 
$266  million  in 
stock  and  hand  the 
ceo's  job  over  to  CTP  chief 
Jack  Messman.  Schmidt 
will  stay  on  board  at  No- 
vell as  chairman  and  chief 
strategist. 

Schmidt,  a  longtime  ex- 
ecutive at  Sun  Microsys- 
tems, was  hailed  as  a  sav- 
ior when  he  arrived  at 
then-moribund  Novell  four 
years  ago.  The  Provo 


(Utah)  company  enjoyed  a 
two-year  renaissance  be- 
fore sales  faltered,  largely 
because  of  competition 
from  Microsoft.  But 
Schmidt  believes 
that  Messman  is 
the  tough  man- 
ager Novell 
now  needs.  The 
company,  with 
$1.16  billion  in 
revenues,  is  bank- 
ing its  future  on  a 
new  "Net-services"  strate- 
gy and  has  been  shopping 
around  for  a  potential  con- 
sulting arm  since  last  sum- 
mer. Wall  Street  isn't  con- 
vinced that  it  will  work, 
though.  Novell  shares 
dropped  more  than  7%,  to 
$5.13,  in  the  two  days  af- 
ter the  deal. 

Jim  Kerstetter 


a  rocky  start.  Pru  sharehold- 
ers sent  its  stock  down  17% 
in  three  days,  slicing  the 
deal's  value  from  $26.5  bil- 
lion to  $2  billion.  American 
General  ceo  Robert  Devlin, 
who  will  run  North  Ameri- 
can operations,  says  the  com- 
pany plans  to  become  the 
leader  in  U.S.  retirement 
services.  It  will  also  sell  its 
insurance  and  annuity  prod- 
ucts through  Prudential's  net- 
work in  Japan,  South  Korea, 
and  Taiwan. 


BUSH  DOES  A 180 
ON  CARBON  DIOXIDE 

SO  MUCH  FOR  CAMPAIGN 
promises.  On  Mar.  13,  Presi- 
dent Bush  said  he  won't  ask 
utilities  to  cut  their  output 
of  carbon  dioxide  emissions, 
which  contribute  to  global 
warming.  The  move  was  a 
major  reversal  of  a  Bush 
campaign  pledge  to  address 
climate  change.  Bush  blamed 
the  continuing  energy  crisis. 


He  says  new  regulations  oj 
coal-burning  power  plant^ 
the  biggest  source  of  carbol 
dioxide  emissions,  could  leal 
to  a  spike  in  energy  price| 
and  further  damage  the  ecor 
omy.  The  White  House  haj 
been  under  pressure  fror 
conservative  and  energy  irf 
dustry  groups  to  reverse  poj 
sitions.  Those  factions  had  ir^ 
terpreted  promises  to  reduc 
emissions  as  a  tacit  endors 
ment  of  the  Kyoto  Protoco 
an  international  agreeme 
to  reduce  greenhouse  gassei 
Environmental  groups  calle 
the  move  a  serious  betraya 


ETCETERA. .. 

■  Hershey  Foods  name 
Richard  H.  Lenny  of  Krai 
Foods  its  new  CEO. 

■  Schering-Plough  has  b< 
included  in  a  criminal  prolj 
for  its  marketing  practices. 

■  Slowing  demand  sent  Ne> 
tel  Communications  shall 
down  28%  in  a  day. 
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ONE   ROOM   TO   EARN   HILTON   HHONORS'   POINTS   &   MILES 
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You  gel   H.l 


TO      DECIDE       HOW      TO       SPEND      THEM. 


Hilton  HHoilDI'S        Yotl  gel   Hilton   HHonors   Points  &   Mil«s    for  your  stays  at  Embassy  Suites   Hotels. 
IViinto&Milnr        Not  to   mention   spanoB  two-room   m  ice  cooked  -  to  -  o  id  e  r   breakfast. 


ami    hi  lager's    Reception'.   Call    I  -  8  O  O  -  E  MB  ASSY,    or   visit   e  mba  ssysui  ti 


EMBASSY     SUITES 
HOTELS* 

A  Member  of  the  Hilton  Family  of  Hotels 
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Who's  helping 

build  the  Microsoft 

Web  Solution  Platform? 
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JIG  LABOR:  SO  OUT 

T'S  OFF  THE  RADAR  SCREEN' 


How  irrelevant  is  organized  labor  in  George  W.  Bush's 
Washington?  Here's  a  clue:  Last  December,  when  AFL-CIO 
President  John  J.  Sweeney  left  a  message  congratulating 
ush  on  winning  the  Presidency,  Bush  aides  assumed  the 
tiler  was  Representative  John  E.  Sweeney  of  upstate  New 
irk.  When  the  union  leader  didn't  get  a  return  call,  he 
•ethed  at  the  apparent  snub  for  weeks.  It  wasn't  until 
ush's  first  Labor  Secretary-designate,  Linda  Chavez,  un- 
.veled  the  mystery  of  the  switched  Sweeneys  that  Bush  re- 
trned  the  labor  leader's  call.  "This  is  how  much  off  the 
.dar  screen  the  labor  movement  re-  ^^^ 

ly  is,"  Chavez  notes  now.  "They 
ive  no  way  in  at  the  White  House." 
And  no  way  out  of  a  political 
orass.  After  spending  $83  million 
a  futile  attempt  to  help  the  Demo- 
ats  hold  the  White  House  and  re- 
lin  Congress,  labor  is  in  the  penalty 
>x.  The  first  two  months  of  the 
ush  Presidency  have  seen  a  series 
executive  orders  and  legislative 
itzkriegs  aimed  at  defanging  unions, 
nfortunately  for  Sweeney,  there's 
ore  to  come.  Bush  vows  to  short- 
rcuit  potential  strikes  against  three   DEFANGED:  Disgruntled 

rlines,  in  addition  to  using  his  pow-  

on  Mar.  9  to  block  a  threatened  job  action  by  Northwest 
irlines  Corp.'s  mechanics. 

balance."  Next  up:  White  House  efforts  to  force  unions  to 
i  members'  permission  before  spending  dues  on  political  ac- 
uities as  part  of  any  compromise  on  campaign-finance  reform, 
ven  more  difficult  will  be  stopping  Bush  from  expanding 
se-trade  agreements,  an  issue  many  pro-business  New  De- 
ocrats  support.  And  labor  is  bracing  for  Bush  to  name  a 
2W  of  pro-management  types  to  National  Labor  Relations 
Dard  vacancies.  "There's  no  sense  in  having  power  unless 
iu  use  it,  and  the  Bush  people  know  how  to  use  it,"  says 
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Victor  Kamber,  a  pro-labor  Democratic  consultant.  "They're 
rewarding  their  friends  and  punishing  their  enemies." 

White  House  officials  deny  any  vendetta.  Bush  is  simply 
restoring  "balance"  to  labor-management  relations,  they  say. 
To  that  end,  he  repealed  four  Clinton-era  edicts,  including  one 
that  allowed  unions  to  divert  nonunion  workers'  representa- 
tion fees  to  political  causes  without  their  consent.  Bush  then 
teamed  up  with  Hill  Republicans  to  overturn  workplace  er- 
gonomic  rules  that  required  employers  to  reduce  repetitive- 
stress  injuries.  Another  target:  rules  finalized  late  in  the 
Clinton  Administration  that  bar  com- 
panies from  getting  federal  contracts 
if  they've  violated  labor  laws. 

Labor  is  incensed.  "It's  payoff  time 
for  the  folks  who  put  the  $250  million 
into  the  Bush  campaign,"  says  afl- 
cio  political  director  Steve  Rosenthal. 
"And  it's  an  attempt  to  silence  work- 
ing families  by  taking  unions  out  of 
the  political  equation." 

Some  of  labor's  setbacks  are  of  its 
own  doing.  Before  the  shock  of  Al 
Gore's  defeat  had  sunk  in,  Bush's  la- 
bor team — headed  by  economic  policy 
adviser  Lawrence  B.  Lindsey,  political 
~  guru  Karl  Rove,  and  domestic  policy 
assistant  John  Bridgeland — moved  swiftly  to  marginalize 
unions.  "[Labor]  severely  underestimated  George  Bush,  which 
is  a  mistake,"  says  Dan  Danner,  chief  lobbyist  for  the  National 
Federation  of  Independent  Business. 

The  afl-cio  will  try  to  woo  moderate  Republicans  as  it 
seeks  to  increase  the  minimum  wage  and  create  a  Medicare 
prescription-drug  benefit.  Both  promise  to  be  uphill  battles. 
And  soon,  Big  Labor  will  have  to  decide  whether  to  organize 
another  crusade  to  reclaim  Congress  for  the  Democrats  in 
2002 — or  focus  on  its  day  job:  organizing  workers. 

By  Richard  S.  Dunham 


Northwest  workers 


SALUTE  TO  THE  DEFENSE  BIZ         TEGHIE  IN  THE  WHITE  HOUSE         ALASKAN  OIL  FOES  STRIKE  BACK 


Two  reform-minded  industry  heavy- 
weights are  front-runners  to  head  the 
^avy  and  the  Air  Force.  Gordon  R. 
Sngland,  executive  vice-president  at 
General  Dynamics,  leads  the  list  for 
>Javy  Secretary,  and  James  G.  Roche, 
i  top  official  at  Northrop  Grumman, 
s  the  leading  candidate  to  head  the 
Air  Force.  If  England  and  Roche  get 
;he  nod,  it's  likely  that  civilian  leaders 
)f  the  services  will  have  more  clout 
>ver  the  brass  than  in  the  Clinton 
Administration. 


►  Lobbyists  for  high-tech  companies 
are  delighted  that  a  top  tech-savvy 
Hill  staffer  has  nabbed  an  influential 
post  in  Vice-President  Dick  Cheney's 
office.  Cesar  V.  Conda,  a  former  aide 
to  ex-Senator  Spencer  Abraham  (R- 
Mich.),  has  been  named  domestic  poli- 
cy adviser  to  the  Veep.  Conda  helped 
his  former  boss — now  President  Bush's 
Energy  Secretary — shepherd  legisla- 
tion that  gave  digital  signatures  the 
same  legal  status  as  the  pen-and-ink 
variety. 


►  The  debate  over  Alaska's  Arctic  Na- 
tional Wildlife  Refuge  is  intensifying. 
On  Mar.  13,  the  Audubon  Society 
launched  a  $150,000  TV  ad  campaign 
opposing  Bush's  plan  to  open  the  area 
to  oil  drilling.  The  ad,  which  features 
caribou  and  the  1989  Exxon  Valdez  oil 
spill,  will  be  shown  200  times  in  the 
Washington  (D.  C.)  area.  The  campaign 
coincides  with  efforts  by  Representa- 
tive Edward  J.  Markey  (D-Mass.)  and 
130  other  lawmakers  to  push  through 
a  bill  that  would  put  ANWR  off-limits. 


BusinessWeek  /  March  26,  2001  55 


International  Business 


JAPAN 


THE  PARTY 
MAY  BE  OVER 

Voters  just  might  dump  the  LDP  soon 


Is  it  the  end  of  the  road  for  Japan's 
Liberal  Democratic  Party?  The  LDP 
has  ruled  Japan  with  just  one  year's 
interruption  since  the  mid-1950s,  for 
the  first  several  decades  with  great  suc- 
cess. During  the  past  10  years  of  re- 
cession and  stagnation,  though,  the  par- 
ty has  come  to  symbolize  corruption, 
intellectual  drift,  and  bureaucratic 
paralysis.  Patronage,  public  apathy,  and 
the  absence  of  a  viable  political  alterna- 
tive are  what  keep  the  LDP  in  power. 
But  the  nation's  economic  crisis  has 
reached  the  melting  point,  and  LDP 


Prime  Minister  Yoshiro  Mori  is  clearly 
on  his  way  out.  The  combination  of  po- 
litical and  economic  upheaval  gives  the 
Japanese  electorate  a  rare  opportunity 
to  choose  a  new  set  of  leaders. 

The  key  question  is  whether  voters 
use  their  clout  to  force  change.  The  LDP 
was  ousted  from  power  once  before,  in 
1993,  but  was  restored  a  year  later.  Yet 
since  then  the  party  has  had  to  rely  on 
coalition  partners  to  survive.  And  the 
ldp  of  today  is  clearly  growing  weaker 
all  the  time.  The  party's  slow-motion 
decline  puts  in  play  several  interesting 
possibilities  that  could  have  far-reaching 
economic  and  political  ramifications. 

The  first  is  that  the  LDP's  old  guard 
understands  that  making  soothing  nois- 
es about  the  economy  won't  work  any- 
more. The  bad  news  is  impossible  to 
conceal.  The  Fitch  Inc.  rating  ser- 
vice, for  example,  on  Mar.  14  said 
it    may    downgrade    19   Japanese 
banks.  Rumors  swirled  that  several 
were  near  insolvency.  By  that  time, 
Finance  Minister  Kiichi  Miyazawa 
had  acknowledged  the  seriousness  of 
Japan's  plight  with  his  startling  Mar.  8 
comment  that  Japanese  finances  were 
"on  the  verge  of  catastrophe."  One 
Japan-watcher,  David  L.  Asher  of  the 
American   Enterprise   Institute  in 
Washington,  figures  Miyazawa  was 
being  candid  because  he  realized  the 
current  LDP  leadership  had  reached 
the  end  of  the  line. 

PRIME  MINISTER  MORI:  He  is 

dearly  going  down.  Will 
he  take  his  party 
with  him? 


KOIZUMI:  An  LDP  reformer,  he  is 
calling  for  a  period  of  austerity 


The  party  elders  certainly  know  thai 
the  rank  and  file  are  getting  restive.  Ir 
November,  they  had  to  suppress  a  re 
bellion  by  reformer  Koichi  Kato  anc  | 
slap  down  younger  party  members  sue! 
as  Nobuteru  Ishihara  and  YasuhisE 
Shiozaki.  Says  Shiozaki:  "We've  learned 
it's  not  wise  to  criticize  the  present  par- 
ty leadership  because  they  will  retali 
ate."  The  young  turks  want  serious 
change  to  arrest  the  party's  decline 

This  intraparty  clash  underscores  s 
deep  divide  in  Japanese  society.  Thf 
LDP  represents  Old  Japan — farming  in- 
terests, a  construction  industry  thai  ens 
ploys  one  in  six  workers,  inefficient  re- 
tailers, distributors,  and  midlevd 
manufacturers  and  suppliers.  These  an 

the  very  sectors  most    likely  to  b« 
hurt  if  the  LDP  Starts  chopping  at 


&SHIMOTO:  The  popular  ex-Premier 
■ight  save  his  old  LDP  comrades 


e  economy's  excess  industrial  capacity, 
bor  force,  and  crippling  debt.  To  save 
ie  economy,  the  ldp  might  have  to  de- 
roy  its  political  base.  So  far,  it  hasn't 
id  the  stomach  for  it.  Indeed,  it  has  in- 
ead  spent  $1  trillion  since  1992  on 
lblic  works  for  its  rural  constituency, 
hich  has  outsized  electoral  clout. 

The  politics  of  pork,  though,  have 
;en  a  spectacular  failure,  which  will 
rce  the  ruling  party  to  take  one  of 
ro  unpalatable  paths.  One  is  to  stick 
ith  discredited  policies.  But  those  pok- 
es will  be  much  debated  in  the  runup 

upper-house  elections  this  summer, 
tie  LDP  will  probably  lose  that  contest, 
ving  a  big  boost  to  the  opposition  De- 
ocratic  Party  of  Japan's  hope  to  force 
general  election  to  oust  the  LDP. 

Thus,  sticking  with  the  old  script 


DOMOTO:  The 

popular 
reformer  says 
the  LDP  "could 
collapse" 


looks  like  a  guaran- 
tee of  electoral  fail- 
ure. The  alternative: 
The  LDP  chooses  a 
reformist  leader, 
~~  someone  who  can 
manage  the  balancing  act  of  saving  the 
party  organization  while  appeasing  its 
younger  members.  Party  leaders  such  as 
Ryutaru  Hashimoto  or  Junichiro  Koizu- 
mi might  be  sufficiently  popular  to  sell 
the  public  on  a  reformist  platform  that 
would  trade  a  few  years  of  economic 
austerity  and  higher  joblessness  for  a 
brighter  economic  future  by,  say,  2003. 
MAVERICKS  WIN.  A  wild  card  in  these 
maneuvers  is  the  presence  of  political  in- 
dependents in  the  prefectures,  where  a 
grassroots  revolution  is  brewing.  Unaf- 
filiated candidates  have  won  guberna- 
torial races  in  Tokyo,  Miyagi,  Mie,  and 
Nagano  prefectures.  In  Nagano,  the 
winner  was  novelist  and  re- 
former Yasuo  Tanaka.  The 
mavericks  are  shutting  down 
worthless  public-works  pro- 
jects or,  in  the  case  of  Tokyo 
Governor  Shintaro  Ishihara, 
demanding  more  freedom 
from  the  central  government. 
Ishihara  left  the  ldp  in  1995 
and  is  now  a  scathing  critic. 
One  popular  reformer  is 
Akiko  Domoto.  A  former  citi- 
zens'-rights  activist,  she  is 
running  for  governor  of  Chi- 
ba,  which  borders  Tokyo  and 
is  home  to  6.6  million  people. 
She  rails  against  the  unneed- 
ed  public  works  approved  by 


however,  leaving  Japan  essentially  rud- 
derless in  the  midst  of  a  pressing  crisis. 

The  best  but  most  unlikely  scenario 
would  be  a  breakup  of  the  LDP  and  a 
political  realignment  that  would  bring 
together  party  reformers  with  like-mind- 
ed opposition  figures.  That  would  not 
only  clear  out  the  old  guard  in  the  LDP, 
it  would  marginalize  those  union-backed 
politicians  in  the  opposition  who  have 
little  zeal  for  serious  restructuring.  The 
likely  outcome,  however,  is  a  govern- 
ment led  by  either  the  untested  and 
fragmented  dpj  or  by  the  LDP,  which 
at  least  has  governed  before — if  badly. 

Meanwhile,  economic  woes  could  do 
more  to  reshape  the  ldp  than  any  op- 
position threat.  No  politician  can  deny 
the  glaring  efficiency  gap  between  most 
Japanese  industries  and  their  global  ri- 
vals. Nor  can  any  party  hack  offset  the 
growing  clout  of  foreign  investors,  who 


JAPAN:  POLITICS  AS  USUAL? 


SCENARIO  ONE:  The  Opposition  Wins 


Japan's  DPJ,  aided  by  the  Socialists,  takes  the 
upper  house  and  wins  snap  national  election 

RESULT:  Japan's  first  non-LDP  government 
since  1993 

ECONOMIC  IMPLICATIONS:  A  chance  to  end 
ruinous  pork-barrel  politics,  but  the  DPJ's 
hold  on  power  may  be  tenuous 


SCENARIO  TWO:  Reform  from  the  LDP 


A  serious  split  in  the  party  gives  the  upper 
hand  to  fiscal  hard-liners,  such  as  Ryutaro 
a  former  LDP-backed  gover-     Hashimoto,  who  rely  on  urban  voters 
nor  that  have  left  the  region-      RESULT.  An  activist  LDP  government 

ECONOMIC  IMPLICATIONS:  Bank  restructuring  and 
an  emergency  effort  to  rein  in  spending 


al  government  with  $9.1  bil- 
lion in  debt.  If  Domoto  wins 
the  Mar.  25  contest  against 
an  ldp  rival,  she  reckons  it 
will  affect  the  outcome  of  up- 
per-house elections.  "The  ldp 
could  collapse,"  she  says. 

An  upheaval  in  local  poli- 
tics could  certainly  turn  the 
LDP's  expected  loss  in  the  up- 
per house  into  a  rout.  If  the 
opposition    Democrats    and 
their  allies  take  the  upper 
chamber,  they  would  be  able 
to  veto  key  ldp  legislation  in  the  lower 
house.  The  ldp  and  its  partners  could 
overrule  any  veto.  It  is  by  no  means 
certain,  though,  that  the  ruling  party 
will  be  able  to  keep  its  allies  on  its 
side — let  alone  its  own  members.  If  the 
LDP  cannot  govern,  it  may  have  to  call  a 
general  election  that  would  throw  open 
the  doors  to  a  non-LDP  government.  This 
political  chess  game  could  last  months, 


SCENARIO  THREE:  Political  Paralysis 


The  LDP's  old  guard  triumphs  and  keeps  its 
hold  on  rural  vote  and  political  pork 

RESULT:  A  weak  new  Prime  Minister  guided  by 
political  insiders 

ECONOMIC  IMPLICATIONS:  A  big  push  for  soft 
money,  just  enough  reform  to  muddle  through 

Data:  BusinessWeek 

now  represent  40%  of  the  trading  vol- 
ume on  the  Tokyo  Stock  Exchange. 
There  is  nowhere  for  the  government  to 
hide.  And  the  current  bank  crisis  and 
collapse  in  industrial  production  and  ex- 
ports is  turning  up  the  heat.  Politics  as 
usual  does  not  look  like  an  option. 

By  Brian  Bremner,  Cliester  Dawson, 
and  Irene  M.  Kunii  in  Tokyo,  with  Pete 
Engardio  in  New  York 
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By  Rich  Miller 


JAPAN:  REFLATION  WITHOUT  REFORM  EQUALS  DISASTER 


The  U.S.  markets  are  surely  a 
mess.  But  they're  nothing  com- 
pared with  what's  left  of  Japan 
Inc.  The  Nikkei  stock  index  has 
plunged  to  its  lowest  level  in  16 
years.  News  of  a  possible  ratings 
downgrade  of  19  Japanese  banks 
sent  a  chill  through  global  markets 
on  Mar.  14.  Behind  the  spate  of  bad 
news:  an  economy  caught  in  a  defla- 
tionary spiral  that  is  dragging  the 
country  into  its  second  recession  in 
three  years. 

Japan's  woes,  coming  on  top  of  a 
sinking  U.  S.  economy,  now  pose  a 
real  threat  to  world  financial  stabili- 
ty. So  it's  not  surprising  that  the 
Bank  of  Japan  is  under  mounting 
pressure  to  stem  a  deflation  that 
drove  prices  down  0.7%  las  year.  In- 
deed, Tokyo's  central  bank  cut  inter- 
est rates  twice  in  February,  slashing 
a  key  short-term  money  rate  to  a 
mere  0.15%.  It  could  lower  rates 
even  further,  to  zero,  at  its  next 
meeting  on  Mar.  19. 
OPEN  THE  SPIGOTS?  But  critics  of 
the  Bank  of  Japan,  led  by  Princeton 
University  economist  Paul  Krugman, 
say  that's  not  nearly  enough.  The  an- 
swer is  monetary  reflation — other- 
wise known  as  printing  yen,  and  lots 
of  them.  Krugman  and  his  support- 
ers, including  some  politicians  in 
Japan,  want  the  Bank  of  Japan  to 
formally  commit  to  deliberately  fos- 
tering inflation  in  the  economy.  In 
Krugman's  words,  the  Bank  of  Japan 
must  "credibly  promise  to  be  irre- 
sponsible." To  carry  through  on  that 
promise  and  get  the  economy  func- 
tioning again,  he  argues,  the  bank 
needs  to  open  the  monetary  spigots 
and  flood  the  para- 
lyzed financial  system 
with  liquidity.  With 
enough  money  slosh- 
ing around,  the  theo- 
ry goes,  banks  are 
sure  to  lend  and  con- 
sumers to  spend. 

So  far,  that  argu- 
ment has  fallen  on 
deaf  ears.  With  inter- 
est rates  close  to 
zero,  Bank  of  Japan 
Governor  Masaru 
Hayami  says  the  cen- 
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tral  bank  has  already 
eased  monetary  policy 
"to  a  degree  unprece- 
dented in  the  history 
of  central  banking." 
And  he  scoffs  at  the 
suggestion  that  mon- 
etary reflation  is  the 
magic  elixir  to  cure 
the  economy's  ills. 

Hayami  has  a 
point.  While  a  drastic 
easing  of  monetary 
policy  could  give  a 
fillip  to  Tokyo's  stock 
market,  it's  unlikely 
to  provide  a  lasting 
lift  to  the  economy 
unless  it's  accompa- 
nied by  wholesale  fi- 
nancial and  fiscal  re- 
forms. Japanese  banks     ^^ 
are  saddled  with  some 
$250  billion  in  problem  loans. 
No  matter  what  reflationists 
say,  battered  banks  are  unlikely 
to  increase  their  lending  until 
Tokyo  comes  up  with  a  plan  to  rid 
the  banking  system  of  bad  credits. 
Instead  of  loaning  out  the  extra  mon- 
ey that  a  refiationary  policy  would 
give  them,  crippled  commercial 
banks  would  simply  park  cash  in 
government  bonds,  as  they  have 
been  doing  for  past  10  years. 

Japanese  consumers,  too,  are  ob- 
sessed with  saving  rather  than  spend- 
ing. They're  worried  about  losing 
their  jobs  and  having  enough  for  re- 
tirement. And  unless  the  government 
acts  to  beef  up  worker  training  and 
bolster  the  state-run  pension  program, 
consumers  will  hold  on  to  their  yen. 

In  fact,  they  may  hun- 
ker down  even  more 
if  they  think  there's  a 
risk  that  inflation  will 
eat  into  the  money 
they've  already 
socked  away.  "Aggres- 
sive inflation  targeting 
would  be  more  likely 
to  stifle  demand  than 
enliven  it,"  says  David 
L.  Asher  of  the 
American  Enterprise 
Institute. 

What's  worse, 


there's  a  risk  that 

aggressive  easing  on  its  own  could  do 
more  harm  than  good  to  the  global 
economy.  If  the  money  the  Bank  of 
Japan  pumps  into  the  economy  isn't 
used  at  home  because  of  banks'  and 
consumers'  reluctance  to  open  their 
purse  strings,  the  dough  is  likely  to 
find  its  way  overseas,  where  it  will  be 
converted  into  dollars,  euros,  and  oth- 
er foreign  currencies.  The  result 
would  be  a  sharply  weakened  yen. 
While  that  would  benefit  Japanese  ex- 
porters, it  would  hardly  be  good  news 
for  the  rest  of  the  world  at  a  time  of 
slowing  growth. 

To  be  sure,  some  weakening  of  the 
yen  is  necessary  if  Japan  is  ever  to 
work  its  way  out  of  its  economic 
troubles.  But  a  free  fall  in  its  curren- 
cy is  the  last  thing  Japan  needs.  If 
that  were  to  happen,  the  radical  re- 
flation advocated  by  Krugman  could 
end  up  looking  a  lot  like  Tokyo's  ex- 
port-led policies  of  the  1970s  and 
'80s.  And  that's  the  sort  of  beggar- 
thy-neighbor  move  an  already  hurt- 
ing world  economy  could  really  do 
without. 

With  Brian  Bremner  in  Tokyo 


58  BusinessWeek  /  March  26,  2001 


"When  infill  the  computers 
be  ready  for  the  new  people? 

Translation:  I  think  I  forgot  to  tell  you  about  the  new  people. 


How  to  give  your  employees 

the  computers  they  need 

and  IT  a  helping  hand. 
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TELECOMMUNICATIONS 

ALL  THAT  MONEY  ON  3G- 
AND  FOR  WHAT? 

A  simpler,  cheaper  wireless  Net  standard  could  win  out 

Last  October,  in  the  heat  of  Eu 
rope's  auctions  for  third-gener- 
ation wireless-phone  licenses, 
it  looked  as  though  Italy's  No.  4 
carrier,  Blu,  had  blown  its  future. 
After  two  rounds,  Blu  dropped 
out  of  the  bidding  for  a  so-called 
3G  license  when  the  price  got  too 
rich — more  than  $2  billion  for 
each  of  the  five  winners. 

Yet  now  that  the  frenzy  has    . 
died   down   and   the   winners      j 
grasp  how  much  3G  mobile 
services  will  cost,  Blu  isn't 
feeling  so  blue.  It's  banking 
instead  on  something  called 
2.5G,  a  long-planned  upgrade 
to  the  existing  European- 
wide  wireless-phone  sys- 
tem. The  format  is  set  to 
come  online  this  year,  and 
should  offer  nearly  all  the  ben- 
efits of  3G  for  a  fraction  of  the  cost. 
If  2.5G  is  a  big  hit,  it  could  undermine 
demand  for  the  high-stakes  third-gen- 
eration   system.    Indeed,    says    Nick 
Jones,  a  researcher  in  the  British  office 
of  consultant  Gartner  Group  Inc.,  "3G's 
biggest  competitor  is  2.5G." 

That  idea  must  send  shivers  through 
already  anxious  telecom  executives  who 
have  bet  the  farm  on  3G.  Deutsche 
Telekom,    France   Telecom,    Britain's 
Vodafone,     Spain's     Telefonica,     and 
others  collectively  have  gambled  more 
than  $95  billion  on  3G  licenses  in  the 
hope  that  speedy  new  networks  will  ig- 
nite the  long-promised  wireless  Internet 
and  stem  the  decline  in  voice  revenues 
per  subscriber.  They'll  have  to  spend 
$125    billion    more     to 
build  3G,  figures  analyst 
Durlacher  Research  Ltd., 
plus  billions  on  market- 
ing. The  combined  debt 
could  be  so  severe — es- 
pecially   if   3G    doesn't 
take  off  as  quickly  as 
hoped — that    European 
telcos  may  face  massive 
consolidation,  or  even  fi- 
nancial  ruin,   over  the 
next  decade. 

Yet  2.5G's  imminent 
arrival  isn't  entirely  un- 
welcome    to     the     3G 


EUROPE'S  MOBILE  NET 

2.5G:  Will  it  outshine  3G? 
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crowd. 
"Smart 
operators  will 
milk     [2.5G]     and 
minimize  [3G]  rollouts," 
says  analyst  Lars  Godell  of  Forrester 
Research  Inc.  in  Amsterdam.  Most  of 
them  also  have  spent  the  few  millions 
necessary  to  upgrade  their  existing  gsm 
(Global  System  for  Mobile)  networks  to 
offer  2.5G,  which  could  tide  them  over 
until  the  third  generation  is  up  and  run- 
ning— 2003  at  the  earliest. 

As  its  name  implies,  2.5G  technology 
was  conceived  as  a  stepping  stone  from 
second-generation  gsm  to  3G.  In  all  the 
fuss  over  3G,  though,  2.5G's  importance 
has  been  underplayed.  Its  big  advance- 
ment: Data  such  as  headlines,  sports 
scores,  and  traffic  updates  travel  in  a 
channel  separate  from  voice  calls  and 
flow   in    and    out    of  a 
phone  anytime  it's  on. 
This  "always-on"  capa- 
bility, coupled  with  data 
speeds    two    to    three 
times  faster  than  before, 
will    make    using    the 
wireless     Web     easier, 
even  though  users  will 
have  to  buy  new  phones 
to    take    advantage    of 
that  benefit. 

Such  improvements 
could  jump-start  the  mo- 
bile Web.  Dutch  operator 
KPN  Mobile,  for  instance, 


figures  new  2.5G  services  this  summe 
could  boost  its  revenues  per  subscribe: 
by  35%,  says  Business  Marketing  Direc 
tor  Brian  Stout.  Durlacher  Research  fig 
ures  nonvoice  services  will  yield  mon 
than  $70  billion  in  revenues  for  Euro 
pean  wireless  operators  by  2005.  Th< 
likely  moneymakers:  instant  messaging 
games,  and  busi 
ness  services 
"Our  whol< 
busines 
model  i 
changing, 
says  KPN1 
Stout. 
For  now,  th( 
$  big  players   ex 

f^  .    press   commit 

ment  to  botl 
technologies 
Vivendi  Univer 
sal  ceo  Jean 
Marie  Messier  says 
his  company  is  readj 
to  roll  out  2.5G  latei 
this  year,  but  will  also  tes 
a  3G  network  in  Monaco  starting  ii 
June.  Nokia  Corp.  says  it  will  delivei 
millions  of  2.5G  handsets  in  the  fourtl 
quarter,  with  3G  models  set  to  arrive 
year  later. 
PERVERSE  OUTCOME?  Not  that  then 
aren't  problems  to  be  ironed  out  wit! 
2.5G.  Handsets  are  late  and  scarce:  Onlj 
Motorola,  Ericsson,  and  Sagem  have  de 
livered  any  so  far.  The  growing  com 
plexity  of  handsets  also  poses  risks  foi 
both  2.5G  and  3G.  Nokia's  2.5G  modeli 
are  seriously  delayed.  On  top  of  that 
they'll  cost  $300  to  $500,  or  about  twice- 
as  much  as  conventional  gsm  phones 
until  prices  start  to  drop  in  late  2002 

Even  so,  the  problems  of  2.5G  pale  ir 
comparison  to  the  risks  of  its  succes 
sor.  Experts  say  3G  technology  is  sc 
complex  that  it  will  likely  arrive  years 
later  than  promised — perhaps  not  unti 
2004.  That  leaves  telcos  carrying  license- 
fee  debts  long  before  they  can  start  re 
covering  3G  revenues.  Plus,  whatevei 
prices  operators  settle  on  for  2.5G  data 
are  likely  to  set  a  ceiling  on  what  thej 
collect  for  3G.  In  the  end,  Europe's  tel- 
cos  are  banking  on  a  perverse  outcome 
That  2.5G  is  so  popular,  wireless  net 
works  will  become  clogged  with  traffic 
and  customers  will  switch  to  3G  for  bet 
ter  performance.  In  effect,  they  plan  t< 
choke  one  golden  goose  to  fatten  an 
other.  Now,  they  just  have  to  be  certaii 
neither  one  lays  an  egg. 

By  Andy  Reinhardt,  with  Stephen 
Baker  in  Paris,  William,  Echikson  m 
Brussels,  and  bureau  reports 
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Accuracy. 

All  important 

Integrity. 

when  reporting 

And  speed? 

Insight. 

your  earnings. 

You  bet  your 
bottom  line. 


auvai  imyca  yuu  yam  uy  decelerating  your  closing  process  can  enhance  the  perception  of  your  company.  You'll  not 
Mily  be  able  to  announce  your  earnings  earlier,  you'll  also  be  top-of-mind  to  investors.  The  hard  work  of  upgrading  your 


e  thanks  to  our  continuous  audit  process.  Call  1-877-ASK-KPMG  to  learn  how  we  can  help  you  pick  up  the  pace, 
ecause  it  isn't  just  about  how  your  numbers  look.  It's  also  about  how  early  they're  ready  to  be  seen. 


understanding  @  KPMG 
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JAGUAR  MAY  FIND 

ITS  A  JUNGLE  OUT  THERE 

The  X-Type  faces  tough  competition  in  the  luxury  market 


BMW  owner  Silke  Friedrichs  has 
been  itching  to  buy  a  new,  entry- 
level  Jaguar  X-Type  ever  since  she 
first  saw  pictures  of  it  in  a  magazine 
last  fall.  The  37-year-old  Berlin  public 
relations  consultant  has  been  following 
the  car's  progress  and  says  she  plans  to 
trade  in  her  BMW  5  Series  in  May  when 
the  new  sedan  becomes  available  in  Ger- 
many. "Everyone  in  Germany  has  a 
BMW,"  Friedrichs  says.  "This  Jaguar  is 
so  sleek  and  sporty  and  elegant." 

That's  music  to  Phil  Cazaly's  ears. 
The  head  of  Jaguar's  global  marketing 
operations  says  such  first-time  buyers 
are  absolutely  vital  to  the  worldwide 
success  of  the  $30,000-plus  X-Type.  Af- 
ter years  of  drivers'  protests  over  lousy 
quality,  Jaguar  is  regaining  credibility 
under  Ford  Motor  Co.,  which  bought 
the  British  carmaker  in  1989.  A  suc- 
cessful X-Type  launch,  pegged  at  100,000 
units  a  year,  could  double  Jaguar  sales 
by  2002  and  help  improve  profitability 
by  spreading  the  costs  of  manufacturing 
over  a  broader  base.  And  the  lower- 
priced,  entry-level  luxury  X-Type  sedan 
is  key  to  attracting  younger  buyers  to 
the  Jaguar  brand.  The  styling — with 
its  long  lines,  tight  front  grille,  and 
low-to-the-ground  design — deliberately 
echoes  the  look  of  the  Jaguar  XJ,  the 
most  expensive  and  quintessentially 
British  model  in  the  Jaguar  lineup.  The 
message:  Luxury  styling  at  an  afford- 
able price. 


But  a  lot  has  to  go  right  for  Jaguar's 
new  car  to  be  an  international  hit.  The 
small  sedan  has  to  have  enough  panache 
to  claim  Jaguar  status,  while  what  it 
has  under  the  hood  has  to  satisfy  tastes 
on  several  continents.  Its  six-cylinder 
engine  is  a  big  guzzler  for  most  of  the 
world  except  the  U.  S.  European  buyers, 
accustomed  to  more  efficient,  money- 
saving  engines,  won't  be  able  to  buy  a 
diesel-powered  model,  at  least  for  a  few 
years.  Then  there's  the  question  of  how 
luxurious  this  luxury  brand  is:  The 
sedan  is  based  on  the  proletarian  Ford 
Mondeo  platform.  Though  Mondeo-de- 
rived  parts  account  for  only  30%  of  the 
X-Type,  that  may  still  turn  off  the  more 
style-conscious  consumers  in  Europe. 

Ford  is  spending  about  $500  million  a 
year  to  turn  Jaguar  into 
a  high-volume  luxury 
brand,  estimates  John 
Casesa,  auto  analyst 
with  Merrill  Lynch  & 
Co.  Casesa  predicts  rev- 
enue will  grow  from  $4 
billion  this  year  to  $9.5 
billion  in  five  years. 
"The  growth  story  at 
Ford  is  Jaguar,"  he 
says.  And  the  growth 
strategy  for  Jaguar  is 
the  X-Type.  "This  is  a 
make-it-or-break-it  car 
for  Jaguar,"  says  Wolf- 
gang Reitzle,  head   of 


JAGUAR  JUMPS 
THE  GLOBE 


1998 


AFFORDABLE 

Will  the  $30,000  to  $40,000  entry- 
level  model  cheapen  the  brand? 

Ford's  Premier  Automotive  Grou 
But  each  market  presents 
different  challenge  for  th 
sedan.  In  much  of  northern  Eu 
rope,  where  Jaguar  still  is 
seen  as  quirky,  the  X-Typ< 
has  to  overcome  the  Germai 
preference  for  high-perfor 
mance  BMW  and  Mercedes 
Benz  models.  In  Southern  Eu 
,  diesel  is  key,  and  there  are 
no  early  plans  for  a  diesel  X-Type.  Ii 
England  and  Japan,  meanwhile,  buyers 
want  a  Jaguar  to  be  heavy  on  Britisl 
pedigree,  Cazaly  says. 
WIDER  REACH.  Jaguar  expects  easy  vie 
tory  in  the  U.S.,  where  the  company 
plans  to  sell  50,000  X-Types.  Th< 
$42,000  mid-luxury,  retro-look  Jaguai 
S-Type  sedan,  introduced  in  1999,  die 
pretty  well  in  America.  So  Ford  plan 
ners  are  gambling  that  a  move  furthei 
downmarket  with  the  X-Type  will  wii 
converts  without  alienating  richer  Ja| 
owners.  The  X-Type's  lower  price  poin 
will  also  make  the  stylish  brand  mor< 
accessible  to  minorities  and  young  buy 
ers,  says  John  Wolkonowicz,  a  consul 
tant  at  auto-consulting  firm  Bulii 
Group  in  Detroit.  "The  Jaguar  nam 
is  revered  among  consumers,"  Wolkono 
wicz  says.  "Suddenly,  you  can  buy  on 
for  $30,000." 

The  competition  hasn't  been  sittin 
still.  Mercedes  has  recently  refreshe 
its  C-Class  coupes  and  sedans.  Lexu; 
also  just  introduced  the  IS300  and  Honds 
has  a  new  Acura  3.2TL  in  the  entry-lux 
ury  segment.  Audi's  new  A4  sedan  i: 
coming  on  strong,  and  the  BMW  3  Series 
is  still  enjoying  brisk  sales.  Ever 
Jaguar's  siblings  at  Volvo  and  Lincolr 
will  have  offerings  in  the  segment. 
But  if  Ford  can  achieve  the  growth  ii 
predicts,  Jaguar's  out 
reach  efforts  will  d( 
the  right  thing  foi 
profits.  Casesa  esti 
mates  that  the  X-Typx 
will  have  afterta? 
profits  of  $2,500  pel 
car,  twice  those  of  th< 
Ford  Mondeo.  Pmvid 
ed,  of  course,  buyers 
like  Friedrichs  doni 
think  they  are  jusl 
buying  a  Ford  with  s 
fancy  hood  ornament] 
By  Jeff  Green  it 

(intern     and     Darn 
Welch  in  Detroit 
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They  said  it  couldn't  be  done.  Having  an  intelligent 
real-time  view  of  your  overall  business.  But  Allstate, 
Microsoft,  and  Sony  thought  it  possible.  They  discovered 
WebFOCUS,  an  i-business  solution  from  Information 
Builders,  the  leader  in  Web  business  intelligence.  And 
now  everyone  is  saying  "WebFOCUS  is  incredible." 
Why?  Because  we  allow  them  to  immediately  integrate 
and  leverage  data  from  disparate  or  complex  systems 
and  deliver  it  as  useable  information  via  the  Web. 
You  can  finally  share  accurate  information  across  your 
organization,  with  all  employees,  business  partners,  and 
customers.  WebFOCUS  puts  the  intelligence  in 
e-business,  enabling  you  to  outperform  competitors 
and  become  a  market  leader.  Now  that's  incredible. 

i-business:  from  information  to  intelligence 
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Information 
Builders 

www.informationbuilders.com 

1.800.969.INFO 


©2000   Information  Builders.  Inc.  All  trademarks,  registered  marks  and 
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Sun  Enterprise 
10000  Server 


n 

ready 


It  consumes  data  like 
it's  got  an  iron  stomach. 
Which,  of  course,  it  does. 


When  you're  looking  for  a  mainframe-class  serv- 
er to  run  the  most  demanding,  multi-terabyte 
applications,  you  need  a  heavyweight.  You  need  a 
rock.  You  need  the  Sun  Enterprise"  10000  server 
running  on  the  Solaris"  Operating  Environment 
—  a  powerful  combination  for  all  your  mission- 
critical  applications.  For  the  performance-hungry, 
the  E10000  can  go  from  4  to  64  processors 
while  the  system  is  still  running.  For  increased 
uptime  and  reliability,  you  can  create  up  to  16 
domains  within  a  single  cabinet  or  cluster  up 
to  eight  ElOOOOs  together.  All  this  makes  the 
E10000  the  optimal  platform  for  your  data- 
base or  ERP  applications.  So  go  ahead  and 
order  everything  on  the  menu.  The  E10000  will 
devour  it  in  a  hurry. 

The  E10000  eats  the  competition  for  lunch: 


Features 

Sun 

IBM-AIX/HP-UX 

64  SMP  CPUs  in  a  Single  Cabinet 

1993 

not  yet 

Full  Dynamic  Partitioning 

1997 

not  yet 

Hot-Swap  CPU  and  Memory 

1997 

not  yet 

InterDomain  Networking 

1999 

not  yet 

Automated  Dynamic  Reconfiguration 

2000 

not  yet 

Clustered  File  Systems 

2000 

not  yet 

Global  Network  Services 

2000 

not  yet 

sun.com/elOk 


take  it  to  the  n" 
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INDONESIA:  WILL  RISING  CHAOS 
CRIPPLE  THE  ECONOMY? 


Tens  of  thousands  of  university  students  surround  the 
presidential  palace  in  Jakarta  and  demand  that  President 
Abdurrahman  Wahid  resign.  Local  revolts  spread  across 
the  archipelago,  spooking  big-time  investors  such  as  Exxon 
Mobil  Corp.,  which  shut  down  a  natural-gas  drilling  and  liq- 
uefaction operation  on  Mar.  9.  The  rupiah  sinks  to  a  30- 
month  low  of  11,500  to  the  dollar — a  plunge  of  20%  over 
two  trading  days — before  the  central  bank  intervenes.  Ethnic 
Chinese  business  owners,  fearing  race  riots,  start  moving 
whatever  savings  they  have  left  offshore. 

The  political  instability  that  has  mounted 
since  the  fall  of  President  Suharto  in  May, 
1998,  is  reaching  new  peaks  and  is  threaten- 
ing Indonesia's  fragile  economic  recovery. 
Wahid,  facing  impeachment  proceedings  in 
the  legislature  on  alleged  corruption  charges, 
says  he  won't  resign,  arguing  that  the  coun- 
try would  fall  apart  if  he  did.  Yet  Wahid 
seems  unable  to  quell  secessionist  and  ethnic 
tensions,  which  have  been  exacerbated  by  a 
law  enacted  on  Jan.  1  that  hands  more  pow- 
er to  govern  to  the  provinces. 

What's  worrying  business  executives,  in- 
cluding foreign  investors,  is  that  lawlessness 
is  increasingly  affecting  their  operations. 
Exxon  Mobil  closed  gas  fields  and  a  lique- 
faction plant  in  Aceh,  where  it  has  invested  _ 
$3  billion,  after  guerrillas  demanding  independence  fired  on 
planes  carrying  the  company's  employees.  In  the  nearby 
province  of  Riau,  villagers  have  torched  oil  rigs  operated  by 
Caltex,  a  joint  venture  between  Chevron  and  Texaco  that  pro- 
duces half  of  Indonesia's  crude.  "It's  just  chaos  and  anar- 
chy," complains  Bob  Galbraith,  managing  director  of  Caltex. 
"You  have  to  provide  security  for  your  investors." 

While  business  conditions  deteriorate  fast,  signs  are  mount- 
ing that  Wahid  may  be  losing  the  support  of  the  military.  The 
army  didn't  fire  a  single  shot  when  protesting  students 


PROTEST:  Wahid  is  in  trouble 


marched  up  to  the  gates  of  the  presidential  palace  and  set  up 
loudspeakers  on  Mar.  12.  In  past  demonstrations,  soldiers 
have  fired  blanks,  rubber  bullets,  or  live  ammunition.  Diplo- 
mats took  the  army's  restraint  as  a  signal  that  it  was  aban- 
doning the  President.  Meanwhile,  General  Endriartono  Su-1 
tarto,  the  army  chief  of  staff,  declared:  "We  are  not  going  to 
let  a  chaotic  situation  occur  nationwide."  Diplomats  say  the 
army  is  more  and  more  behind  Vice-President  Megawati 
Sukarnoputri,  the  daughter  of  Indonesia's  founding  Presi- 
dent Sukarno.  According  to  the  constitution, 
she  would  succeed  Wahid  if  he  is  impeached 
or  steps  down. 

ON  THE  BRINK?  The  situation  in  Indonesia 
has  grown  dicey  enough  to  concern  the  Bush 
Administration.  On  Mar.  13,  Secretary  of  State 
Colin  Powell  told  Indonesian  Foreign  Minister 
Alwi  Shihab  in  Washington  that  the  U.  S 
would  consider  providing  aid  to  Indonesian 
police,  particularly  in  regions  where  U.S. 
companies  are  active.  But  it's  hard  to  imagine 
that  such  aid  could  prove  effective  in  quelling 
separatists.  That  means  Indonesia's  investors 
are  likely  to  remain  nervous,  whether  or  not 
Bank  Indonesia  officials  dip  repeatedly  into 
the  country's  $29  billion  in  reserves  to  shore 
up  the  rupiah,  as  they  promise  to  do. 

So  Jakarta  could  be  on  the  brink.  The 
demonstration  outside  the  presidential  palace  was  strongly 
reminiscent  of  the  May,  1998,  protests  that  unseated  Suharto. 
The  1998  unrest  was  triggered  by  the  government's  lifting  of 
fuel  subsidies.  That  may  be  why  Wahid  decided  on  Mar.  12  to 
push  forward  to  October  a  20%  increase  in  consumer  fuel 
prices  required  by  the  International  Monetary  Fund.  If  a 
peaceful  transition  of  power  doesn't  come  by  then,  the  stage 
could  be  set  for  a  violent  handover.  And  that  would  have 
sweeping  economic  consequences  for  Indonesia  and  beyond. 

By  Michael  Sliari  in  Jakarta 


GLOBAL  WRAPUP 


THE  OUTBREAK  SPREADS 

►  Europe  is  under  siege.  On  Mar.  13, 
the  outbreak  of  foot-and-mouth  disease 
that  has  spread  throughout  Britain 
crossed  the  English  Channel  to  west- 
ern France.  Now,  more  than  300  mil- 
lion European  animals  are  at  risk,  and 
economists  estimate  European  trade 
could  suffer  losses  of  more  than  $400 
million.  But  the  biggest  casualty  is 
likely  to  be  the  European  Union's  $38 
billion  Common  Agricultural  Policy, 
which  is  already  strained  from  com- 
pensation costs  resulting  from  bovine 


spongiform  encephalopathy  (BSE). 

Britain  remains  the  epicenter  of  the 
foot-and-mouth  outbreak.  More  than 
160,000  animals  have  been  slaughtered. 
Tourism  officials  fear  that  the  industry, 
which  receives  $19  billion  each  year 
from  foreign  visitors,  will  suffer.  Even 
Ireland,  currently  disease-free,  esti- 
mates its  tourism  industry  has  lost  $20 
million  as  a  consequence  of  outbreak. 

SANCTIONS  FOR  RUSSIA? 

►  Russian  President  Vladimir  V 
Putin's  Mar.  12  pledge  to  revive  con- 
ventional arms  sales  to  Iran  is  sure  to 


produce  diplomatic  clashes  with  Wash- 
ington. While  the  Bush  Administration 
probably  won't  mind  if  Moscow  sells 
Tehran  cold-war-era  tanks,  Washington 
will  object  if  it  offers  Iran  sophisticat- 
ed arms,  such  as  its  S-300  antimissile 
system.  Under  U.S.  law,  the  Adminis- 
tration would  have  broad  latitude  to 
ban  U.  S.  companies  from  trading  with 
Russian  companies  that  sell  arms  to 
Iran.  And  it  could  cut  up  to  $20  mil- 
lion in  bilateral  aid.  Putin  clearly 
thinks  risking  sanctions  is  worth  it: 
Moscow  aims  to  sell  up  to  $2  billion  in 
arms  to  Iran  over  the  next  five  years. 


66  BusinessWeek  /  March  26,  2001 


-Agilent  Technologies,  Inc.  2000 


Ire-a^t  made  real. 


Notice  the  way  the  bubbles  catch  the 
light?  We  did.  Photonic  switching  from 
Agilent  can  deliverthe  wide-open  speed 
of  an  all-optical  network  by  bending  light 
with  bubbles.  Bottlenecks  are  broken. 
Fiber  is  uncorked.  Data  flows  like,  well, 
you  know.  Cheers. 


Agilent  Technologies 

Innovating  the  HP  Way 


Agilent  Technologies  is  a  new  company 
composed  of  the  former  Hewlett-Packard 
test  and  measurement,  chemical  analysis, 
semiconductor  components  and  medical 
products  businesses,  www.agilent.com 
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management  team.   Every   plenary  session 
each  working  group  session  will  provide 
with     valuable     insights     to     bridging 
technology/strategy  divide. 
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Developments  to  Watch 


ZDITED  BY  ELLEN  LICKING 


I  SHORTCUT  TO 
SPOTTING  THE 
STRONGEST  TREES 

■BE  BREEDERS  OKTKN  WAIT 
lecades  to  see  results.  But 
pearchera  at  Purdue  Uni- 
ersity's  Hardwood  Tree  Im- 
kvement  &  Regeneration 
Center  in  West  Lafayette, 
nd.,  aim  to  speed  things  up. 
We  are  developing  genetic 
echnologies  that  will  let  us 
ientify  superior  trees  at  the 
eedling  state  rather  than 
/aiting  for  the  tree  to  ma- 
ure,"  says  Charles  Michler, 
he  Center's  director. 

Valuable  hardwoods  such 

s  oak  and  walnut  grow  best 

11  a  mixed  forest  environ- 

lent,  where  they  are  sur- 

ounded  by  a  variety  of  plant 


species.  Log- 
gers can  only 
harvest  trees  as 
they  mature,  so 
they  take  just  a 
few  at  a  time. 
But  because  it 
can  take  a  cen- 
tury to  grow  a 
top-grade  oak, 
demand  has 
outpaced  the 
replacement  NEW  LEAF:  Cuttings  with  desirable  genetic 
rate.  Scientists  markers  are  transferred  to  seed  orchards 
suspect    that 


the  trees  left  behind  may  not 
be  of  the  same  quality. 

Michler's  team — with  help 
from  landowners,  the  U.S. 
Forest  Service,  and  Indiana's 
Natural  Resources  Dept. — 
takes  bud  cuttings  from  the 
best  trees  and  grows  them  in 
a  greenhouse.  Genetic  material 


is  extracted  to  create  a  'leaf 
fingerprint."  Cuttings  harbor- 
ing genetic  markers  for  desired 
traits — tasty  nuts  or  rapid 
growth,  for  instance — are 
transferred  to  seed  orchards, 
where  they  become  parent 
trees  for  future  hardwood 
generations.     Janet  Ginsburg 


THIS  HEART  DRUG  IS  DESIGNED  FOR  AFRICAN  AMERICANS 

STATISTICS  SHOW  THAT  BLACKS  ARE  TWICE  AS  LIKELY  AS  WHITES  TO  SUFFER  FROM  HEART 

failure  and  are  much  less  responsive  to  the  current  arsenal  of  heart  drugs,  called  ace 
inhibitors.  Until  recently,  doctors  assumed  that  poverty  and  differences  in  medical  care 
accounted  for  these  disparities.  Now,  a  growing  number  of  studies  indicate  that  there 
may  be  a  physiological  explanation  for  black  patients  not  responding  well  to  today's  hy- 
pertension drugs.  Compared  with  whites,  many  African  Americans  produce  lower  levels 
of  nitric  oxide,  a  naturally  occurring  chemical  that  stabilizes  blood  pressure  and  dilates 
blood  vessels. 

NitroMed,  a  small,  privately  held  biotech  in  Bedford,  Mass.,  is  developing  a  drug  that 
could  help.  Its  molecule,  called  BiDil,  boosts  the  levels  of  nitric  oxide  circulating  in  the 
bloodstream.  If  approved  by  the  Food  &  Drug  Administration,  BiDil  would  be  the  first 
drug  aimed  specifically  at  black  patients  suffering  from  heart  failure. 

Results  from  early-stage  clinical  trials  are  encouraging.  In  one,  BiDil  reduced  the 
mortality  of  African  Americans  by  66%  but  had  little  effect  in  white  patients.  To  con- 
firm these  findings,  NitroMed  is  conducting  a  larger,  year-long  study  whose  subjects  are 
exclusively  black  men  and  women  with  heart  failure.  □ 


GLEANER-BURNING 

FUEL? JUST 

ADD  WATER 

FOR  YEARS,  ENERGY-COMPANY 

researchers  have  been  trying 
to  mix  oil  and  water.  The 
goal  was  to  create  a  cleaner- 
burning  fuel  that  could  help 
meet  tougher  air-pollution 
standards.  Now,  Lubrizol 
Corp.  may  have  the  formula: 
a  cocktail  containing  conven- 
tional diesel  fuel,  10%  to  20% 
purified  water,  and  an  emul- 
sifier  that  keeps  the  liquids 
blended,  like  bottled  salad 
dressing,  for  months.  Al- 
though not  typically  found  in 
fuel,  water  alters  the  com- 
bustion process,  resulting  in  a 
cleaner  burn. 

Lubrizol  recently  finished 
field-testing  its  new  fuel, 
called  PuriNOx,  in  a  fleet  of 
mass-transit  buses  operating 
outside  Cleveland.  By  switch- 
ing to  the  new  fuel,  Lubri- 
zol found  it  could  cut  emis- 
sions of  soot  by  up  to  55% 
and  those  of  smog-forming 
nitrogen  oxide  by  up  to  32%. 
Because  PuriNOx  is  so  much 
cleaner,  the  California  Air 
Resources  Board  will  subsi- 
dize its  use  to  meet  stricter 
2005  ozone  standards.  Why 
the  extra  funding?  While  the 
blend  costs  no  more  than 
regular  fuel,  it  cuts  mileage 
by  about  10%.  Lubrizol  is 
now  rolling  out  PuriNOx  in 
California,  Great  Britain,  and 
Italy.  Michael  Arndt 


IIVING  PILOTS 
HEADS-UP0N 
0LCANIC  CLOUDS 


U.S.   PILOT  ASKED  TO  LIST 

viation  hazards  might  be 
trgiven  for  failing  to  men- 
on  ash  clouds  emitted  by 

1  rupting  volcanoes.  An  Aus- 
•alian  pilot  would  never 
lake  that  mistake.  Fliers 

!'ho  regularly  skirt  the  many 
etive  volcanoes  along  the 
acific  rim  are  quite  vigilant 

i  oout  avoiding  these  harm- 
:ss-looking  swirls. 


-life     ^ 


While    asl 
clouds    look    just 
like  normal  weather 
clouds,  they  are  laced 
with  fine  silicate  parti- 
cles that  can  sandblast 
windows,  obscure 
vision,  and 
even 


cause  engine  failure.  Virtually 
undetectable  by  radar,  ash 
clouds  can  remain  intact  after 
drifting  thousands  of  miles 
from  an  erupting  volcano. 
To  combat  this  high- 
altitude  danger,  Aus- 
tralia's Commonwealth 
Scientific  &  Industrial 
Research  Organisation 
(csiro)  has  developed  the 
first  onboard  system 
for  detecting  ash  clouds 
in  aircraft  flight 
paths.  Their 
patented 
sys- 


tem samples  a  cloud's  natu- 
rally occurring  infrared  light 
rays  to  determine  if  it's  an 
ash  cloud.  A  prototype  of 
this  system  detects  such 
phenomena  about  5  to  10 
minutes  ahead  in  the  flight 
path,  leaving  plenty  of  time 
to  avoid  them.  The  system 
may  also  be  able  to  warn 
of  clear-air  turbulence  and 
low-level  wind  shear,  csiro 
is  collaborating  with  Inte- 
grated Avionic  Systems,  an 
Aussie  company  based  in 
Victoria,  to  commercialize 
the  technology.  Mitch  Nelin 
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.PRIL    25    -    27,     2DD1      -    THE     FAIRMONT    HDTEL,     DALLAS,    TEXAS 

Broadband  connectivity  -  whether  it  be  through  cable,  DSL  or  wireless  -  is  exploding  globally  and  exponentially.  It's  a  market 
free-for-all  as  everyone  rushes  to  create  the  "killer  application"  that  will  captivate  consumers. 

Who  will  win?  Where  are  the  real  opportunities?  And  how  will  real  obstacles  -  like  infrastructure  and  regulatory 
issues  -  be  overcome? 

BusinessWeek,  in  partnership  with  Texas  Instruments,  invites  you  to  explore  this  powerful  medium  with  today's  industry 
luminaries.  You'll  start  out  at  top-level  briefings  on  universal  broadband 
issues  and  then  drill  down  to  the  specifics  on  one  of  three  concurrent  tracks  encompassing  cable,  DSL  and  wireless: 
•  Service  Providers  and  Regulators 

•  Original  Equipment  Manufacturers  (in  cable,  DSL  and  wireless) 
•  Content  Providers  and  Home  Technologies  TiITM 

Broadband:  The  prospects  for  innovation,  globalization,  and  wealth  creation 

are  tantalizing.  Join  us  and  make  your  own  broadband  connections.  *~  ^ 

KEYNOTE    SPEAKERS 

Thomas  J.  Engibous,  Chairman,  President  and  CEO  of  Texas  Instruments 

The  Honorable  Reed  E.  Hundt,  former  FCC  chairman  and  Author  of 

You  Say  You  Want  A  Revolution:  A  Story  of  Information  Age  Politics 

Lawrence  Lessig,  Professor,  Stanford  Law  School  and  Author  of 
Code:  And  Other  Laws  of  Cyberspace 

HAVE   YDU    RECEIVED    YOUR    INVITATIDN? 

Contact  us  at  1-800-821-1329  or  e-mail  broadband2001@businessweek.com 
Or  register  online  now  and  review  the  current  agenda  at: 
www.conferences.businessweek.com/2001/telecom 
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Additional  confirmed  speakers: 

Arthur  Astrin,  Supreme  Commander,  Wireless  Engineering,  Apple  Computer,  Inc. 

Brad  Baldwin,  Director,  Broadband  Technologies,  International  Data  Corporation 

Kathleen  Earley,  President,  Data  and  Internet  Services,  AT&T 

Ed  Haslam,  Chief  Strategist,  Network  Products  Division,  Inktomi  Corporation 

Kip  AAcClanahan,  President  and  CEO,  BroadJump,  Inc. 

James  D.  Olson,  President  and  CEO,  SkyStream  Networks 

Jonathan  Taplin,  President  and  CEO,  Intertainer 

James  L.  Zucco  Jr.,  Chairman  and  CEO,  Spike  Broadband  Systems 


presented  in 
partnership  with 


Texas 


Sponsored  by 


Perfect  Tim  in 


dfc 


I 


•nn    '<+' 


www.businessweek.com/investing 

Bullish.  Bearish.  The  road  is  getting  bumpy.  It's  time  to 
prepare  yourself  for  the  ride.  And  tap  into  a  great,  new 
investing  resource  powered  by  two  of  the  most  trusted 
names  on  Wall  Street 

The  place  to  start?  The  investing  channel  at 
www.businessweek.com/investing.  BusinessWeek 
Online  and  Standard  &  Poor's  have  partnered  to  bring 
you  the  best  financial  planning  advice  available.  Here 
you'll  find  S&P  Picks  and  Pans,  STARS®  Rankings,  Stock 
Reports,  a  portfolio  tracker,  plus  BusinessWeek  Online's 
award-winning  content  and  tools  featuring  a  mutual  fund 
scoreboard,  Inside  Wall  Street  columns,  and  more. 

Now  is  the  perfect  time  to  map  out  a  successful  financial 
future.  Put  the  combined  power  of  BusinessWeek  Online 
and  Standard  &  Poor's  to  work  for  you  today. 
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>EALMAKERS 


THE  LUCKY  CHARM 
OF  STEVE  SANGER 


The  General  Mills  CEO  is  a 
narketing  whiz.  But  is  he 
ough  enough  to  make  the 
Mllsbury  merger  work? 

ost  executives  keep  a  wish  list  of 
competitors  they  would  like  to 
acquire.  At  cereal  giant  General 
Mills  Inc.,  one  name — Pillsbury 
)o. — had  been  near  the  top  of  the  list 
for  about  a  hundred  years,"  jokes  CEO 
nd  Chairman  Stephen  W.  Sanger. 

Pillsbury,  with  its  range  of  conve- 
ience  foods,  broad  national  distribution, 
nd  worldwide  presence,  not  to  mention 
headquarters  on  the  other  side 
f  Minneapolis,  seemed  a  natural  match, 
o  when  Paul  S.  Walsh,  then  chief  oper- 
ting  officer  of  Pillsbury  parent  Diageo 
lc,  called  last  March  to  see  if  General 
Tills  was  interested  in  a  merger,  Sanger 
idn't  hesitate.  Did  he  want  to  meet  for 
inner?  Are  Cheerios  round?  Of  course 
e  did.  "What  motivated  us  was  the  be- 
ef that  the  companies  would  grow 
ister  together  than  either  would  alone," 
ays  Sanger.  "We  didn't  see  a  dozen 
smbinations  that  would  do  that." 
UBULAR  YOGURT.  The  $10.5  billion  deal 
lat  Sanger  agreed  to  in  July  will  near- 
|  double  the  size  of  General  Mills,  to 
roughly  $13  billion  in  sales. 
And  by  pulling  off  one  of 
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STEPHEN  W. 
SANGER 


BORN  Apr.  10, 
Cincinnati. 


1946, 


EDUCATION  BA,  history, 
DePauw  University,  1968;  MBA,  Universi- 
ty of  Michigan,  1970. 

FIRST  MARKETING  JOB 

Promoting  concerts  by  Motown 
groups  on  DePauw  campus. 


CURRENT  job  Chairman  and 
CEO,  General  Mills. 
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ytf 


the  biggest  mergers  in  the  quickly  con- 
solidating food  industry,  Sanger  has  de- 
fined the  task  by  which  his  nearly  three- 
decade  career  at  General  Mills  will  be 
judged.  Simply  put:  to  integrate  Pills- 
bury in  a  way  that  generates  growth  in 
a  slow-growth  business. 

Sanger   has   little   time    tc 
spare.    Cereal    sales    have 
been  declining  since  1994; 
last  year  they  were 
down    1.6%.   By   ac-   | 
quiring  Pillsbury,  he 
has  with  one  stroke  j 
decreased   General  ' 
Mills'  dependence  on 
cereal     from     more 
than  half  of  earnings 
to   less   than   a   third. 
Still,  he'll  have  to  find 
a    way     to     sell     more  \ 
Wheaties,  Cheerios,  and  ' 
Lucky  Charms.  And  he'll  1 
probably  have   to   strike  1 
some  other  deals,  too.  Gen-  \ 
eral  Mills  expects  Federal 
Trade  Commission  approval 
of  the  Pillsbury  merger  any 
week  now. 

At    first    it    might    have 
seemed  surprising  that  the  54- 
year-old  Sanger,  who  made  his    \ 
name  at  General  Mills  as  a  savvy 
marketer,  would  turn  out  to  be  a  I 
bold  dealmaker.  Few  would  deny 

CAREER  TRACK  Worked  his  way  up 
through  the  ranks  at  General  Mills  starting 
in  1974. 

MAKING  HIS  MARK  As  brand  manager 
for  Lucky  Charms,  he  added  blue, 
diamond-shaped  marshmallows,  boosting 
sales  15%. 

CHANGING  THE  TUNE  As  CEO,  he's 
known  for  reciting  rock  lyrics  during 
meetings.  And  he  replaced  the  classi- 
cal music  on  the  company  jet  with 
rock  V  roll. 

J  FAMILY  Married  to  Karen;  one 
;    son,  one  daughter. 
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that  he  has  a  good  feel  for  tastes  and 
trends:  Yoplait  yogurt  is  now  more  pop- 
ular than  rival  Dannon  Co.,  in  part  be- 
cause he  correctly  figured  that  kids 
would  eat  more  if  he  put  the  yogurt  in 
a  tube.  But  some  worried  that  the  easy- 
going Sanger  might  not  be  tough 
enough  to  lead  General  Mills  at  a  time 
when  the  whole  food  industry  is  slow- 
ing— and  cereal  most  of  all. 

So  far,  though,  Sanger  has  acted 
more  decisively  and  with  greater  ef- 
fect than  many  expected.  Since  he  took 
over  in  May  1995,  sales  have  increased 
6%  a  year,  compared  with  2%  to  3%  for 
total  retail  food  sales,  according  to  U.  S. 
Bancorp  Piper  Jaffray.  General  Mills 
has  done  as  well  as  it  has  because  of 
Sanger's  inventive  cost-cutting  and  his 
risky  decision  to  raise  prices  and  boost 
advertising  during  a  damaging  cereal 
price  war  in  1997.  As  a  result,  profit 
margins  were  fattened  and  General 
Mills  was  able  to  eat  into  its  competi- 
tors' market  share.  In  1999,  it  even 
took  over  the  top  spot  from  long 
time  rival  Kellogg  Co.  and 
now  has  32.2% 
of  the  U.S. 
market.  "He's 
proven  to  be 
a  more  well- 
rounded  CEO 
than  I  antici- 
pated," says 
Prudential  Se- 
curities Inc.  food 
analyst  John  M. 
McMillin.  "Ini- 
tially, I  saw  a 
great  marketing 
man  who  had  less 
interest  in  numbers 
and  more  interest  in 
innovation." 
PURPLE  HORSESHOES. 
Sanger's  rise  through 
the  ranks  was  pro- 
pelled by  his  creativity 
and  a  knack  for  finess- 
ing seemingly  trivial 
details  into  grand  marketing  plans  and 
big  gains  for  the  company.  When  he 
was  in  charge  of  Lucky  Charms  in  1975, 
he  followed  a  simple  maxim:  If  con- 
sumers like  something,  give  them  more 
of  it.  In  this  case,  Sanger  added  blue  di- 
amond-shaped marshmallows.  When 
sales  jumped  15%,  he  put  in  purple 
horseshoes.  As  head  of  the  cereal  divi- 
sion in  1988,  he  tweaked  Cheerios.  It's 
still  General  Mills'  best-selling  brand, 
mostly  because  he  added  new  flavors 
such  as  apple  cinnamon  and  honey  nut. 

Sanger  got  his  first  taste  for  market- 
ing at  DePauw  University.  As  presi- 


dent of  the  student 
union  board  in  the  late 
1960s,  he  started  pro- 
moting Motown  con- 
certs on  campus.  "The 
main  lesson  I 


Looking  to  speed 
up  production- 


Early  in  his  tenure  a 
ceo,  Sanger  was  look 
ing  to  cut  costs  an 
figured  production-lin 
is.  "ine  changes      could      b< 
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is  that  it's  a  lot  easier     q 

to  be  a  good  marketer     I^cinSer  Sent 

if  you've  got  a  good  ,        .      , 

product,  he  says,  -it  technicians 

was  a  lot  easier  to  sell 
tickets  to  the  Tempta- 
tions than  the  Electric 
Prunes." 

After  graduating, 
he  considered  a  career 
as  a  concert  promoter 
or  lawyer  but  decided 
against  both.  Instead,  he  got  an  MBA  at 
the  University  of  Michigan  and  then 
joined  Procter  &  Gamble  Co.  as  a  brand 
manager.  A  few  years  later,  in  1974,  he 
beat  out  his  boss  for  a  job  at  General 
Mills  managing  Wheaties.  Sanger's  com- 
petitive spirit  and  marketing  acumen 
were  apparent  early  on, 
says  H.  Brewster  At- 
water  Jr.,  the  ceo  and 
chairman  from  1981  un- 
til 1995.  "Steve  was 
identified  as  someone 
with  great  potential," 
says  Atwater.  "He  had 
interesting  ideas  about 
how  to  develop  new 
products  and  get 
new  business." 

He  also  had 
some  interesting 
ideas  about  how  to  man- 
age the  company.  When 
he  took  over  from  the 
very  reserved  Atwater, 
Sanger  quickly  retired 
the  General  Mills  uni- 
form— a  dark  suit  and 
white  shirt — and  closed 
the  executive  dining 
room.  Then  he  changed 
the  music  on  the  compa- 
ny jet  from  classical  to 
rock  'n'  roll  and  told  employees  not  to 
work  past  noon  on  Fridays  in  the  sum- 
mer. The  night  before  his  first  board 
meeting  as  chairman,  he  attended  a 
Rolling  Stones  concert  rather  than  stay 
home  worrying.  "I  got  a  little  inspiration 
from  Mick  Jagger,  and  the  board  meet- 
ing went  great,"  he  recalls.  William  T. 
Esrey,  chairman  and  ceo  of  Sprint  Corp. 
and  a  board  member,  says  Sanger  seems 
"relatively  low-key,"  but  soon  "you  re- 
alize that  you're  dealing  with  an  ex- 
tremely capable,  extremely  mature,  con- 
fident guy  in  his  own  right." 

Add  quirky  to  that  description,  too. 


So  he  sent  technician: 
to  the  NASCAR  race: 
in  North  Carolina  t( 
watch  the  pit  crews  I 
The  technicians  ap 
plied  those  technique 
and  managed  to  cu 
the  changeover  tirm 
from  five  hours  to  2< 
minutes. 

ROAD  FOOD.  Colleague 
say  Sanger's  demeano 
encourages  people  to  chance  it.  "I 
you're  not  failing,  you're  not  doinj 
enough,"  says  Ian  R.  Friendly,  presi 
dent  of  the  yogurt  division.  Sanger  ha 
set  a  good  example:  Eight  years  ago,  h 
enthusiastically  backed  a  new  cerea 
that  was  sold  as  a  snack,  Fingos.  I 
bombed.  But  he  still  thinks  cereal  cai 
be  more  portable;  he  recently  launche< 
a  cereal  bar  called  Milk  'n  Cereal. 

Indeed,  these  days  Sanger  is  evei 
more  convinced  of  the  need  for  sue] 
hyperconvenient  products — food  tha 
"you  can  eat  with  one  hand  while  driv 
ing,"  as  he  says.  That's  why  buyin; 
Pillsbury  made  so  much  sense  to  hir 
The  company  has  all  kinds  of  food- 
from  Totino's  Pizza  Rolls  to  Old  El  Pas- 
dinners — that  Sanger  believes  have  rea 
potential  in  that  regard.  "Our  goal  i 
to  keep  innovating  the  way  we  hav 
with  our  own  products,"  he  says. 

The  merger  also  gives  General  Mill 
an  entree  into  new  businesses.  The  com 
pany  can  take  advantage  of  Pillsbury' 
expertise  in  selling  to  restaurants,  schoc 
cafeterias,  and  in  vending  machines.  Aw 
it  should  benefit  from  Pillsbury's  stron 
international  presence.  Sanger  expect 
revenue  growth  to  increase  from  6% 
year  to  7%.  But  because  General  Mills  i 
issuing  new  stock,  earnings  per  shar 
won't  grow  until  2005,  and  then  on! 
by  one  to  two  percentage  points. 

Meanwhile,  Sanger  has  to  get  Amer 
icans  to  buy  more  cereal.  He  has 
range  of  new  products,  many  aimed  a 
narrower  markets.  Harmony,  a  calci 
um-rich  brand  for  women,  is  alread; 
on  the  shelves.  A  Web  site  that  let 
consumers  create  a  cereal  mix  basei 
on  their  health  needs  is  being  testec 
Still,  it  will  take  a  lot  of  niche  product 
to  improve  General  Mills'  bottom  line 
So  where  does  that  leave  Sanger 
Perhaps  reviewing  his  wish  list  c 
acquisitions. 

By  Julie  Forstcr  in  Mirineafloti 
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What  if  you  could  double  your  profits  by  anticipating  the  exact  price  your  customers  were  willing  to  pay 
What  if  you  could  find  efficiencies  in  every  aspect  of  your  business  without  disrupting  your  business? 
What  if  supply  chain  management  was  united  with  pricing/revenue  optimization  in  a  single  end-to-end 
solution  to  achieve  Enterprise  Profit  Optimization™(EPO)?  What  if  there  was  software  that  did  just  that? 
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he  New  Drumbeat 

Elaboration.  Collaboration.  Collaboration. 

,'s  starting  to  sound  like  a  new  corporate 
rumbeat  issued  from  the  offices  of  every  IT 
endor  dealing  with  e-commerce.  And  for 
ood  reason. 

If  you're  involved  in  the  supply  chain,  your 
Dmpany  can  likely  add  as  much  as  three 
oints  to  its  profit  margin  through  smarter 
source  deployment  available  from  CPFR— 
ollaborative  Planning,  Forecasting  and 
eplenishment.  At  its  essence,  CPFR  is  a  set 
'  business  processes  that  help  eliminate 
smand  and  supply  uncertainty  through 
iproved  communications  between  supply 
lain  trading  partners. 

In  this  article  we  will  introduce  you  to 
le  basic  concepts  of  CPFR,  highlight 
camples  of  the  very  compelling  results 
cperienced  by  customer  and  supplier 
)llaborators,  speculate  about  where  this 
hole  movement  is  headed,  and  illustrate 
)w  you  and  your  company  can  begin  to 
cplore  the  opportunities. 

fie  Three  Percent  Solution 

We've  all  heard  that  business-to-business 
J2B)  e-commerce  is  exploding,  shepherded 
jrhaps  by  fewer  dotcoms,  but  huge  all  the 
me.  What's  become  more  clear  recently  is 
at  the  most  promising  source  of  B2B  bene- 
s  is  collaborative  supply  chain  management. 
ie  most  recent  analysis  shows  that  while  the 
irly  buzz  highlighted  the  procurement  and 
Uing  advantages  of  e-commerce,  it  is  supply 
lain  collaboration  that  can  add  as  much  as 
ree  percentage  points  to  margins  for  all 
pes  of  supply  chain  players  including 
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B2B  Value  Creation:  Where  Money  Will  Be  Saved 
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OEMs,  tier  1, 2,  &  3  manufacturers/suppliers, 
and  their  fixed  capital  managers. 

As  always,  human  nature  and  organiza- 
tional realities  get  in  the  way  of  realizing 
CPFR's  potential.  These  barriers  are  only 
gradually  being  chipped  away  by  the  infor- 
mation-sharing power  of  the  Web,  sophisti- 
cated demand  planning  and  supply  chain 
tools,  and  emerging  "soft"  approaches  to 
peer-to-peer  collaboration. 

Nevertheless,  CPFR  is  gaining  broad 
appeal.  While  some  have  associated  CPFR 
with  high  tech,  the  elimination  of  uncer- 
tainty between  trading  partners  has  deep 
value  across  all  industries.  As  an  example, 
look  at  what  Burlington  Northern  Santa  Fe 
is  orchestrating  between  coal  mines  and  its 
electric  utility  customers  (see  sidebar  on 
next  page). 

(ke-lab'e-rd'-shun)  Means  Change 

Collaboration— or  some  form  of  the 
word— is  the  common  thread  in  a  new  wave 
of  supply  chain  business  models.  What 
exactly  does  this  mean?  Take  a  look  at  the 
Merriam-Webster's  Collegiate®  Dictionary 
definition  of  "collaborate"  (see  box). 


Should  we  take  it  literally?  Yes.  Success- 
ful collaboration,  in  the  business  sense, 
means  that  two  or  more  groups  or  companies 
are  working  jointly  to: 

•  Derive  shared  information, 

•  Plan  based  on  that  shared  information, 

•  Execute  with  greater  success  than  when 
acting  independently, 

•  Measure  performance,  and 

•  Reward  success. 

Clearly  this  is  not  a  new  idea,  and  cynics 
rankle  over  the  conceit  of  such  an  obvious 
concept— after  all,  isn't  "collaboration"  one  of 
the  skills  we  all  learned  in  kindergarten? 

continued 


collaborate  (ka-lab'a-raf) 

v.  intr.  <ol  laborated, 
collaborating, 
collaborates. 

1.  To  work  together,  especially 
in  a  joint  intellectual  effort. 

2.  To  cooperate  treasonably, 
as  with  an  enemy  occupation 
force  in  one's  country. 
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Rattle  some  cages.  Deploy  the  troops.  It's  time  to  power  up  your  enterprise's  collaborative  network.  After  all,  it's 
collaboration  that's  driving  profitability  in  the  Internet  Economy.  A  collaborative  network  lets  you  share  information 
and  processes  with  the  outside  world  —  so  you  can  harness  the  power  of  your  partners,  vendors,  customers  and 
employees  to  boost  efficiencies,  build  value  and  achieve  competitive  advantage.  But  to  collaborate,  you  need 
absolute  freedom.  That's  what  you  get  from  ).D.  Edwards.  We  provide  the  only  Web-enabled,  enterprise-wide  founda- 
tion that  gives  you  the  freedom  to  choose  the  best  solutions.  You  can  run  with  any  idea.  Plug  in  any  application. 
And  connect  with  any  business  partner  running  any  software.  Ready  to  enlist?  Visit  www.jdedwards.com/freedom 
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Coal  Collaboration  Keeps 
Electric  Utilities  Out  of  the  Dark 


CPFR  is  not  limited  to  consumer  products  and  high- 
value  goods.  Take  coal  for  example,  and  tons  of  it. 
Responding  to  stricter  environmental  standards, 
electric  utilities  hove  reached  out  to  the  largest  source 
of  low-sulfur  coal,  the  Powder  River  Basin  (PRB),  locat- 
ed in  Wyoming  and  Montana.  In  2000,  Powder  Riv- 
er Basin  mines  produced  over  350  million  tons  of 
sub-bituminous  coal,  most  destined  for  utilities  in  the 
Midwest,  Southwest,  and  East.  Serving  these  mas- 
sive coal  fields,  the  Burlington  Northern  and  Santa  Fe 
Railway  (BNSF)  moves  over  280  unit  trains  each 
week  to  supply  electric  utilities  os  far  east  as  Florida. 
Each  train  has  1 20  railcars,  for  a  total  payload  of  near- 
ly 1 4,000  tons  of  coal. 

A  60-Mile  Backlog 

In  the  spring  of  1999,  BNSF  found  that  it  often 
had  20-40  empty  coal  trains  staged  for  Powder  Riv- 
er Basin  loading  at  the  various  mines,  often  with  loco- 
motives and  train  crews  on  board.  Tom  Kraemer,  group 
vice  president  for  BNSF's  Coal  Business  Unit,  elaborated: 
"Because  utilities  added  additional  trainsets  to  ensure 
mine  loading  slots,  we  were  so  backed  up  that  at  one 
point  these  empty  trains  consumed  over  60  miles  of 
BNSF  sidings  and  trackage."  As  a  result,  train  cycle 
times  increased,  further  aggravating  tfie  congestion. 

The  problem,  addressed  in  a  focus  group  request- 
ed by  the  Western  Coal  Transportation  Association,  was 
that  mine  producers  and  utility  consumers  had  different 
expectations  about  mine  loading  and  tons  to  be  deliv- 
ered. A  monthly  reporting  process  ensued,  based  on 
email,  fax  and  phone.  BNSF  then  tried  to  reconcile 
the  supply  plans  of  the  mines  with  the  demand  plans 
of  the  electric  utilities  to  ensure  the  correct  number 
of  dedicated  train  sets.    Even  this  rudimentary 


approach  led  to  substantial  benefits,  smoothing  tfie 
coal  supply  chain  and  eliminating  many  bottlenecks 
and  delays  over  the  last  1 8  months.  But  the  time- 
consuming  ond  cumbersome  paper  process  included 
only  25  percent  of  the  utilities. 

On  January  25, 2001,  BNSF  launched  a  weWwsed 
collaborative  forecasting  tool  for  coal  that  is  expect- 
ed to  broaden  the  participation  and  provide  addition- 
al benefits  for  tfie  mines,  utilities,  and  carriers.  Located 
in  o  secure  area  of  tfie  BNSF  web  site,  the  Coal  Fore- 
casting Tool  allows  mines  to  accurately  report  the  total 
tons  of  coal  they  will  produce,  while  utilities  can  indi- 
cate coal  demand.  The  information  is  only  available 
to  the  specific  mine  and  utility  involved  in  each  move. 
Any  discrepancies  in  supply  and  demand  forecasts  ore 
quickly  apparent  ond  BNSF  seeks  resolution  between 
the  supplier  and  customer.  The  application  will  allow 
forecasts  up  to  1 3  months  into  the  future,  however  the 
focus  is  on  the  next  30-90  days. 

On  the  6th  doy  of  each  month,  the  forecast  is 
"locked"  for  the  current  month,  allowing  BNSF  to 
develop  train  operating  plans  designed  to  ensure  an 
even  flow  of  coal  from  BNSF-served  mines  to  utilities, 
and  other  cool  receivers  across  the  country.  The  oper- 
ating plans  convert  the  coal  tonnage  forecasts  into 
trainset  requirements  based  on  the  mine  origins,  util- 
ity destinations,  expected  transit  times  on  BNSF  and 
its  connecting  railroads,  maintenance-of-way  activity, 
and  other  variables.  All  relevant  parties  are  oble  to 
view  the  consolidated  supply  and  demand  forecast  to 
determine  that  all  requirements  have  been  met.  "This 
tool  is  unique  for  our  industry  in  that  it  allows  all  par- 
ties to  see  what  each  is  expecting  in  real  time,"  said 
Tom  Kroemer.  "It's  amazing  what  con  happen  when 
everyone  is  on  the  same  page." 
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Merriam-Webster's  definition  #2  gives  a  clue 
why  it  sounds  deceptively  easy:  collaboration 
is  unnatural  behavior  within  companies, 
much  less  between  companies. 

A  collaborative  relationship  must  be 
based  on  trust.  "To  cooperate  treasonably,  as 
with  an  enemy  occupation  force  in  one's 
country,"  there  needs  to  be  trust  between 
partners  who  in  reality  may  not  heretofore 
have  considered  themselves  "partners." 
Successful  partners  have  bridged  the  "us 
versus  them"  gap.  They  believe  that  both 
manufacturers  and  retailers  are  responsible 
for  inventory — for  using  it  efficiently  and 
keeping  it  as  low  as  possible. 

This  suggests  that  while  the  application  of 
supply  chain  software  and  demand  planning 
tools  are  certainly  exciting,  strong  leadership 
and  change  management  are  essential 
ingredients  of  a  successful  collaboration 
effort.  Fred  Adair,  former  president  of  the 
change  management  consultancy  Smythe 
DorwardLambert,  has  seen  it  first  hand:  "It 
has  proven  very  difficult  for  companies  in 
adjacent  links  of  the  supply  chain  to  share 
data  and  trust  that  others  will  play  fair.  While 
it's  often  clear  that  sharing  and  collaboration  I 
can  have  large  benefits,  people  suspect  the  L 
other  guy  is  getting  more.  Those  who  are  „, 
successful  in  joining  forces,  however,  can 
develop  incredible  momentum,  because  the 
good  news  about  increased  efficiency  travels  L 
quickly  up  and  down  the  chain." 

This  usually  requires  changes  in  organi- 
zational structure,  corporate  culture,  and 
organization  process  and  measurements. 
Good  leadership  is  essential  to  making  these 
changes  possible. 

In  the  face  of  mistrust  and  barriers  to 
organizational  change,  widespread  collabo- 
ration would  have  an  extremely  limited 
future  without  a  common  process  that 
diverse  companies  can  latch  onto  and  repli- 
cate in  multiple  relationships.  That's  why 
CPFR  specifies  various  processes  and  soft- 
ware tools  to  synchronize  and  exchange  data 
between  organizations  for  collaborative 
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••  Our  collaborative  solutions 
are  helping  to  transform  the 
retail  industry  supply  chain 
into  a  key  competitive 
advantage.  " 

— Greg  Owens, 
Chairman  ond  Chief  Executive  Officer, 
Monugistics 


lemand  planning.  The  intention  is  to 
ntegrate  systems  and  provide  supporting 
ollaborative  forecasting  and  replenishment 
irocesses,  with  the  goal  of  increasing  sales 
nd  reducing  inventory  investments  and 
ycle  time.  It  involves  collaboration  among  all 
he  partners  who  have  an  effect  on  the 
alue  of  the  end  product.  Currently  the  best 
xample  of  a  true  collaborative  approach, 
!PFR  is  a  superior  business  model  for 
irect  material  planning  and  fulfillment, 

PFR  Means  Process  and  Practice 

CPFR  is  not  a  technical  standard.  It  is 
ctually  an  initiative  that  facilitates  the 
^engineering  of  the  relationships  between 
-ading  partners  and  thus  transactions.  This 
litiative  is  based  on  an  industry-recognized 
et  of  standards  which  are  not  proprietary. 
True  collaboration  is  something  that  com- 
letely  reengineers  the  relationship  or  the 
"ansaction  between  trading  partners,"  notes 
jidrew  White,  vice  president  of  product 
irategy  for  Logility,  an  Atlanta-based  corn- 
any  that  offers  a  CPFR-based  supply  chain 
lanagement  application. 

Although  the  Internet  has  enabled  more 
slf-service  and  faster  service,  as  in  the  exam- 
les  of  Dell.com  and  Amazon.com,  up  to  this 
oint  transaction  methods  have  not  really 
hanged  much.  This  kind  of  collaboration  is 
11  about  doing  things  differently. 

CPFR  provides  templates  for  supply 

hain  partner  collaboration.  The  process 

lodel  at  right  is  segmented  into  three  stages. 

he  planning  stage  establishes  and  updates 

continued 


J.D.  Edwards  Frees  Up  Herlitz's  Shelf  Space 


Supply  Chain 
Collaboration 


Supplier 

Company:  Herlitz  AG 
One  of  Europe's  leading 
manufacturers  of  paper,  office 
supplies,  and  stationery  for 
international  retailers  for 
more  than  90  years 

Scale:  more  than  10,000  products 
and  3,473  employees 


Situation:  Facing  fierce  competition  in 
the  office  supplies  industry,  Herlitz 
decided  it  needed  to  redefine  the  retailer- 
supplier  relationship,  making  the  supplier 
more  valuable  as  a  strategic  business 
partner.  While  its  competitors  continued 
down  the  traditional  path  of  building 
bigger  and  better  distribution  centers, 
Herlitz  saw  collaboration  with  its  supply 
chain  as  the  key  to  its  future. 

Process:  Using  J.D.  Edwards'  Advanced 
Planning  Solution,  Herlitz  increased  the 
accuracy  of  its  own  sales  forecasting 
and  boosted  customer  order  fulfillment 
efficiency.  J.D.  Edwards'  Advanced  Plan- 
ning Solution  rendered  the  supply  chain 
transparent,  allowing  the  interactive, 
real-time  sharing  of  critical  supply  and 
demand  information  among  customers  and 
suppliers.  This  gave  Herlitz  the  ability  to 
analyze  historical  sales  data  alongside 


Customer 


Major  European 
Retailers 


current  data  that  customers  electron- 
ically transmit  every  day,  thereby  using 
previously  latent  information  as  a  tool  to 
generate  valuable  sales  forecasts  and  to 
automate  the  processing  of  subsequent 
orders  and  shipments.  Now,  Herlitz  can 
also  analyze  the  impact  of  a  customer's  sea- 
sonal fluctuations  or  special  promotions  on 
sales,  and  adjust  its  forecast  accordingly. 

Results:  Herlitz  customers  have  reduced 
shelf  stock-outs  by  50  percent.  At  the  same 
time,  they  are  carrying  lower  inventory 
levels — freeing  up  valuable  shelf  space  on 
the  shop  floor,  permitting  expansion  of 
product  lines  carried,  and  lowering  stock 
holding  costs.  The  bottom  line  is  that 
significant  improvements  have  been 
achieved,  both  in  customer  service  and 
inventory  turns,  which  have  increased 
15  percent. 


CPFR  Process  Model 


Collaborative 
Planning 


f  J 


;   3.  Create  Sales  Forecast 
e   4.  Identify  Exceptions 
|   5.  Resolve  Exceptions 


Collaborative 
Forecasting 


6.  Create  Order  Forecast 

7.  Identify  Exceptions 

8.  Resolve  Exceptions 


Collaborative 
Replenishment 


9.  Generate  Order 


Source:  n-Tier  CPFR,  Andrew  White,  Logility,  Inc. 
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Imagine  a  field  of  delighted  custome  I 
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>e  a  contender  in  the  new  Customer  Economy,  you 
need  to  put  the  customer  at  the  center  of  your  business. 
Avaya's  networks  and  applications  do  just  that. 

Our  Enterprise  Class  IP  Solutions  (ECLIPS)  is  a  family 
of  IP  telephony  and  multiservice  network  solutions  and 
services  that  supports  our  new  generation  of  applications 
while  giving  you  a  no-compromise  approach  to  convergence. 
So  voice,  video  and  data  collaborate  to  deliver  a  richer 
customer  experience.  With  no  compromise  to  the  quality, 
the  reliability  or  the  feature-functionality  you've  come  to 
demand  from  your  networks. 

Our  solutions  are  interoperable  with  your  existing 
infrastructure,  making  it  easier  to  build,  expand, 
manage  and  monitor  enterprise  networks.  Our  IP  telephony 
solutions  deliver  outstanding  voice  quality  and  our  Cajun™ 
family  of  gigabit  Ethernet  switches  are  voice  ready  today. 

Power  your  network  with  Avaya,  and  your  customers 
become  the  real  focus  of  your  business.  And  they'll  know  it. 
Call  866-GO-AVAYA  today  or  visit  avaya.com/eclips. 
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With  J. D.  Edwards  software, 
we  now  have  the  IT  capabilities 
to  support  a  new  collaborative 
business  model.  " 

— Walfried  Wagener, 
IT  Director,  Herlitz  AG 


Avaya  Keeps 
Spalding  on  the  Ball 

Company:  In  addition  to  its  own  brand  of 
athletic  ond  sports  equipment,  Spalding  markets 
products  under  Top-Flite,  Ben  Hogan,  Strata, 
Etonic,  and  Dudley  brands.  Spalding  is  the  official 
ball  of  the  NBA,  WNBA,  and  the  new  profes- 
sional football  league,  XFL. 

Situation:  Spalding's  service  goal  was  to  have 
99.5  percent  of  its  calls  answered  within  two  rings 
and  never  have  someone  hang  up  in  frustration. 

Process:  Avaya  installed  a  broad  range  of 
customer  relationship  management  (CRM) 
solutions  that  eliminated  the  need  for  customers 
to  use  different  toll-free  numbers  to  order  various 
product  lines  or  request  customer  support.  Now, 
customers  simply  dial  1-800-SPALDING  for  all  their 
needs  and  the  technology  does  the  rest,  simul- 
taneously enabling  the  company  to  reduce  network 
service  charges. 

Results:  "We  receive  about  100,000  calls  per 
month,"  said  Jeff  Davis,  Director  of  Information 
Technology  for  Spalding,  "With  the  new 
technology,  all  of  our  customers  immediately  reach 
a  live  representative,  which  puts  us  in  a  better 
position  to  build  stronger  relationships  through 
more  personalized  service." 


Lothair 


learn  more  www.  fc^^i  I  IVIII  <.  com 
Visit  the  CPFR  Case  Study  Library! 
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the  relationship;  the  sales  forecasting 
and  order  replenishment  stages  occur 
more  frequently. 

CPFR  processes  depend  on  the  com- 
parison of  data:  comparing  one  organiza- 
tion's plans  with  another;  comparing  a 
new  version  of  one  organization's  plans 
with  a  previous  plan;  or  comparing  a  plan 
to  actual  results.  In  other  words,  CPFR  man- 
ages by  exception — it  addresses  variances, 
whether  plan-to-plan  or  plan-to-actual. 


An  important  premise  of  this  model  is 
that  accuracies  in  the  forecast  can  be 
improved  by  having  the  customer  and 
supplier  participate  in  the  forecast.  A 
retailer  can  compare  its  demand  or  sales 
forecast  with  the  manufacturer's 
order  forecast.  If  a  discrepancy  occurs 
the  two  trading  partners  can  react— 
they  can  get  together  and  decide  on  the 
replenishment  quantity  to  rectify  any  such 
discrepancies. 


Buyers  and 
Sellers 
Evolving  into 
Collaborators 

By  Larry  Lapide,  VP  of  Research 
Operations,  Business  Applications, 
AMR  Research 

Most  of  the  discussion  and  early  implementations 
of  inter-enterprise  electronic  trading  partnerships  have 
focused  on  business-to-business  e-commerce  through 
the  automation  of  transactions  using  EDI.  This  is  not 
the  same  as  collaboration,  a  higher  form  of  e-com- 
merce involving  joint  planning  and  scheduling.  Trad- 
ing partnerships  evolve  in  three  stages,  often  starting 


I 


with  a  transactional  stage  and  moving  toward  information 
sharing.  Collaboration,  the  third  stage,  will  usually 
follow,  building  upon  transactional  and  information- 
sharing  infrastructures. 

All  three  forms  of  electronic  commerce — transactional, 
information  sharing,  and  collaborative — can  improve 
supply  chain  performance,  such  as  reducing  costs, 
improving  asset  utilization,  ond  increasing  customer^ 
service  and  revenues. 


ix 


m 
Transactional  Relationships    iioi 

The  growth  in  the  use  of  computers  for  e-commerce 
has  primarily  been  driven  around  automating  the  buy 
ing  and  selling  process  using  standardized  ANSI-basedlgc 
transactions  to  represent,  for  example,  purchase  orders 
(POs),  invoices,  advanced  shipment  notices  (ASNs),  load  b 
tendering  and  acknowledgments,  and  freight  invoices  and 
payments.  Companies  usually  transmit  transactions  over 
proprietary  intranets  and  commercial  Volue  Added 


Inter-Enterprise  Trading  Relationships 
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Avaya  is  helping  us  reach 
new  heights  in  providing 
superior  service  that  goes 
beyond  our  customers' 
expectations. 


» 


— Mary  Lakis, 

Director  of  Customer  Service, 

Spalding  Sports  Worldwide 


Hence,  a  supplier  can  build  inventory  well 
in  advance  of  receiving  a  promotional  order, 
and  carry  less  safety  stock  at  other  times.  A 
customer  can  alter  the  product  mix  to 
reduce  the  impact  of  supply  problems. 

CPFR  creates  a  win-win  scenario,  tying  the 
buyer  and  seller  together  so  that  their  goals 
are  compatible.  By  competing  as  one,  the  buy- 
er and  seller  form  a  value  chain  that  will  come 
out  ahead  of  other  buyers  and  sellers  who  are 
still  caught  up  in  price  negotiations. 


etworks  (VANs).  Some  are  storting  to  look  at  the 
iternet  as  a  more  affordable  mechanism. 

EDI-bosed  transactional  relationships  have  grown  dra- 
stically over  the  last  decade  because  users  can  get 
most  immediate  benefits  from  automating  ttieir  execution 
Mies.  The  use  of  EDI  facilitates  business  transactions, 
tproves  accuracy,  eliminates  paperwork,  and  reduces 
ists.  It  improves  performance  in  execution,  but  has  neg- 
lible  impact  on  supply  chain  planning  and  scheduling. 

nformation  Sharing 

Following  the  automation  of  transactions,  the  next 
iding  partnership  established  involves  information  shar- 
g  or  data  exchange.  Under  this  arrangement  a  partner 
given  access  to  information  or  one  partner  transmits 
formation  to  the  other.  Wal-Mart's  RetailLink  system, 
r  example,  allows  its  suppliers  to  have  access  to  a  data- 
ise  of  store-level  POS  data.  In  the  automotive  industry, 
ir-suppliers  are  sent  a  forecast  of  an  OEM's  material 
prements  to  help  them  schedule  plant  operations,  while 
me  OEMs  also  electronically  transmit  design  and  cont- 
inent specification  information  to  tier  suppliers.  A 
wer  form  of  information  sharing  involves  electronic 
talogs. 

The  major  difference  in  information-sharing  relation- 
ips  in  contrast  to  collaboration  is  that  information  is  sent 

an  FYI  (for-your-information)  basis,  since  the  recipi- 
t  uses  the  data  on  an  "as-is"  basis.  The  information 
ght  include  order  status  and  forecasts,  shipment  track 


and  trace,  product  designs,  and  inventory  information. 
This  information  is  immensely  useful  in  improving  sup- 
ply chain  performance,  helping  to  ensure  that  trading 
partner  supply/demand  plans  are  synchronized. 

Collaboration:  Joint 
Planning  and  Action 

While  information  sharing  relationships  go  a  long 
way  toward  enabling  supply/demand  synchronization, 
they  do  little  to  help  reduce  the  uncertainty  faced  by 
trading  partners  in  determining  future  product 
supply/demand.  To  further  enhance  a  buyer-seller 
relationship,  some  trading  partners  are  moving  toward 
more  collaborative  relationships.  These  efforts  enable 
partners  to  work  together  to  gain  a  better  under- 
standing of  future  product  demand  and  to  put  more 
realistic  plans  in  place  to  most  effectively  satisfy  it. 
In  the  case  of  working  collaboratively  on  consumer 
requirements,  trading  partners  might  work  jointly  on 
new  product  designs  and  forecasting  consumer 
demand.  Working  collaboratively  to  match  supply  with 
demand  would  have  trading  partners  jointly  deciding 
on  how  much  and  when  product  will  be  produced. 
Inter-enterprise  collaboration,  while  in  its  infancy,  offers 
the  most  potential  to  drastically  improve  supply  chain 
performance  via  collaborative  demand  planning, 
logistics  planning,  synchronized  production  scheduling, 
package  design,  category  management,  and  new 
product  development. 


CPFR  Has  Evolved  from  a  Heritage 
of  Supply  Chain  Solutions 

CPFR  is  considered  to  be  the  next  stage 
in  the  evolution  of  supply  chain  initiatives. 

Older  supply  chain  operations  had  gaps  in 
their  practices,  including  financial  plans 
taking  precedence  over  forecasts  and  non- 
integrated  supply  planning.  This  resulted  in 
higher  inventory  levels,  lower  order  fill 
rates,  and  increased  expedited  activity. 
Companies  were  not  realizing  the  benefits 
that  they  expected. 


••  Accenture  helped  Henkel 
and  Eroski  develop 
collaborative  processes— 
a  key  to  value  chain 
success.  " 

— Jaume  Ferrer, 

Partner,  Accenture  Supply  Chain 

Management  Practice 

Only  later  did  companies  start  focusing  on 
process  integration — managing  the  supply 
chain  from  raw  materials  through  delivery  to 
the  end  user.  The  difference  between  CPFR 
and  other  business  process  tools,  such  as 
Efficient  Consumer  Response,  is  that  the 
other  models  require  critical  mass  before  any 
benefits  are  realized.  With  CPFR,  a  customer 
can  improve  performance  by  just  having  a 
collaborative  relationship  with  one  vendor. 

The  story  began  in  1995  when  retailer 
Wal-Mart  found  that  consumer  products  and 
pharmaceutical  company  Warner-Lambert's 
in-stock  averages  were  not  up  to  par  with 

continued 


•*  True  collaboration  is 
something  that  completely 
reengineers  the  relationship 
between  trading  partners.  " 

— Andrew  White,  Vice  President,  Product  Strategy,  Logility 





We  develop  software  for  the  intelligent.  We  create  e-marketplaces  for  the  resourceful.  We  apply  our  own  ingenuity  to 
ingenious  companies  to  make  them  faster,  smarter  and  exponentially  more  valuable.  So  far,  we've  created  more  than 
$16  billion  in  value  for  over  950  companies  worldwide.  Want  some?  Contact  us  at  www.i2.com  or  1-877-926-9286. 
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i  Powering  the  Bottom  Line." 
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/al-Mart's  vendor  performance  standards. 
/al-Mart,  along  with  Warner-Lambert, 
urgency,  (formerly  Benchmarking  Partners), 
nd  two  software  companies,  SAP  and 
(anugistics,  spearheaded  an  effort  to  define 
process  that  would  link  customer  demand 
ith  replenishment  needs  through  the  entire 
lpply  chain. 


With  VICS'  involvement,  more  companies 
were  willing  to  participate  in  testing  and 
validating  CPFR.  A  number  of  pilots  were 
launched  and  successful.  One  of  the  most 
talked  about  involved  stores  in  the  Wegmans 
grocery  chain  and  a  Nabisco  distribution 
center.  The  two  companies  shared  data  on 
22  items.  Manugistics  furnished  the 
application  and  hosted  the  server  where  the 
data  was  stored. 


volution  of  Supply  Chain  Initiatives 


Source:  Industry  Directions  ond  Syncro  Systems. 


The  pilot  focused  on  stock  of  Listerine 
touthwash  kept  in  stores.  The  group  actu- 
ly  first  tested  the  collaborative  concept  on 
aper,  and  then  demonstrated  in  a  comput- 
•  lab  that  the  Internet  could  be  used  for  the 
tformation  exchange.  Here's  what  hap- 
jned:  Warner-Lambert's  in-stock  averages 
)se  from  87%  to  98%.  Lead  times  dropped 
om  21  to  11  days.  And  sales  increased  $8.5 
illion  over  the  test  period— even  though 
te  pilot  was  limited  to  one  Warner-Lambert 
anufacturing  plant  and  three  Wal-Mart 
stribution  centers. 

Momentum  Builds 

The  movement  gained  momentum  in 
)98  when  the  Voluntary  Interindustry 
ommerce  Standards  (VICS)  got  involved. 
iCS,  formed  by  retailers,  textile  suppliers, 
id  apparel  makers,  was  established  in 
)86  to  develop  bar-code  and  EDI  standards 
r  the  retail  industry.  VICS  is  a  voluntary, 
mprofit  organization  which  takes  a  global 
adership  role  in  the  ongoing  improvement 

the  flow  of  product  and  information 
.bout  the  product)  throughout  the  entire 
ipply  chain  in  the  general  merchandise 
tail  industry. 


•  We  did  save  money, 
but  [with  i2]  we  did  it  in 
a  way  that  provided  true 
economic  benefit. 

— Gary  Cochran, 

Vice  President,  Information  Systems,  Logistics 

The  Home  Depot 


The  Nabisco  sales  force  developed  a  fore- 
cast for  the  items,  which  was  then  compared 
with  Wegmans'  own  forecast  for  its  stores. 
Whenever  any  variance  occurred,  the 
Manugistics  software  sent  an  email  to  both 
parties.  The  pilot  was  successful:  Nabisco's 
sales  of  22  Planters  nut  products  grew  by 
31%,  while  Wegmans'  dollar  sales  of  nuts 
increased  by  16%,  with  a  surprising  18% 
decrease  in  inventory. 

CPFR  Business 
Opportunities  Abound 

Who  can  best  use  CPFR?  Companies  that 
experience  variation  in  demand,  or  buy  or 
sell  a  product  on  a  periodic  basis;  especial- 
ly those  that  deal  in  highly  differentiated 
products,  branded  products,  and  those  that 
are  not  driven  off  price.  In  other  words,  most 
industries  and  companies,  as  evidenced  by 
our  earlier  coal  example.  And  there  are  many 
areas  for  collaboration,  as  shown  in  the 
diagram  below. 

Herein  lies  A  LOT  off  opportunity. 
But  where  do  we  stand,  and  how 
far  have  companies  progressed? 

In  the  winter  of  2000,  Syncra  Systems  and 
Industry  Directions  conducted  a  survey  of 
manufacturers,  retailers,  distributors,  logis- 
tics providers,  and  others  to  determine 
how  many  companies  were  deploying  CPFR 
practices.  For  those  who  were  engaged  in 

continued 


Major  Supply  Chain  Collaboration  Opportunities 


Multi-tier 
Supplier 


Synchronized 
Production 
Scheduling 

Collaborative  Product 
Development 


Manufacturers 


Collaborative 
Demand 
Planning 


Distributors/ 
Wholesalers 


Collaborative  Logistics  Planning 

•  Transportation  Services 
•  Distribution  Center  Services 


Source:  AMR  Research 
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To  see  how  emerging  teehnology  will  transform 
business  and  government,  visit  aeeenture.com 


Consulting 


Technology 


Outsourcin 


MY-DEMOCRACY.COM 

Age  Of  Interactive  Democracy  Arrives,  Will 
Internet  Give  Government  Back  To   The  People? 


t  a  n  c  e  s     •     Venture     Capita 
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Shopping  in  Spain 
Now  Under  CPFR's  Reign 


Supplier 


Company:  Henkel 
Worldwide  manufacturer  of 
adhesives,  consumer 
brand  name  products, 
and  industrial  specialties 

Scale:  57,000  employees; 
340  subsidiaries  in  70  countries 
10,000-item  product  portfolio 

Situation:  Eroski  found  that  its  hyper- 
markets were  suffering  frequent  stock- 
outs  on  their  store  shelves,  and  often  for 
key  promotional  items.  Customer  service 
at  Eroski's  central  warehouse  was  also 
unsatisfactory,  where  products  were 
not  always  delivered  on  time  due  to  lack 
of  visibility. 

Process:  Along  with  Henkel,  Eroski 
engaged  Accenture  (formerly  Andersen 
Consulting)  to  collaboratively  manage  its 
commercial  plans,  product  categories, 
promotions,  and  new  product  introduc- 
tions and  deliveries,  with  the  overall  goal 
of  improving  sales.  The  team  began  with 
all  Henkel  detergent  category  products 
carried  by  Eroski. 

To  develop  its  sales  forecasts,  Henkel 
used  the  Demand  Planning  module  of 
Manugistics— NetWORKS  Collaborate. 
Manugistics  also  provided  a  web  tool 
instrumental  to  the  partnership,  used  to 
develop  business  plans  and  common  pro- 
motional plans,  compare  sales  forecasts  of 
each  partner,  flag  exceptions,  share  sales 
forecasts  and  order  forecasts. 

To  ensure  the  success  of  the  initiative, 
the  companies  sought  to  combine  their 


Customer 

Company:  Eroski 
Spain's  largest  food  distribution 
group 

k  Scale:  47  Eroski  and  Maxi 
hypermarkets;  800  Consum 

supermarkets;  2,023  Charter 
mini-markets,  and  an  additional 
20  outlets  in  France 


complementary  knowledge  of  the  market. 
Eroski  knows  the  dynamics  of  its  sales 
points  and  promotions,  while  Henkel  is  an 
expert  in  its  products  and  the  impact  of 
promotions  on  sales.  Accordingly,  the 
Eroski  customer  service  teams  focus  more 
on  introducing  promotional  impacts  to  the 
forecasts,  while  Henkel  demand  planners 
now  focus  more  on  synchronizing  demand 
planning  with  production  planning.  With  a 
new  five-week  visibility,  Henkel  can 
better  optimize  its  operations. 

Results:  The  CPFR  initiative  has  proven 
to  Henkel  and  Eroski  the  value  of  collabo- 
rative commercial  and  operational  plan- 
ning. Prior  to  the  initiative,  information  on 
promotions,  the  introduction  of  new  prod- 
ucts, and  local  activities  were  not  system- 
atically included  in  the  logistical  planning 
process.  Now  these  aspects  are  integrated 
into  one  forecast.  This  forecast  is  reliable 
and  allows  enhanced  visibility  to  the  sup- 
ply chain.  Controlled  by  both  partners,  the 
process  helps  to  achieve  the  objective  of 
increased  sales  forecast  accuracy, 
improved  customer  service  levels,  and 
reduced  stock. 


Visit  the  CPFR  Case  Study  Library! 


learn  morewww. 


Lothair 


cCO" 


CPFR,  the  study  measured  their  technique 
The  study  found  that  there  were  multipli 
supply  chain  initiatives  under  way  in  71 
percent  of  the  respondent  companies- 
vendor-managed  inventory  being  the  mos 
widely  implemented. 

ECR  was  the  second  most  widely  usee 
initiative,  closely  followed  by  CPFR.  Givei 
how  new  CPFR  is,  this  is  indeed  impressive 
at  least  at  face  value. 

However,  firms  actively  involved  with  o 
considering  collaborative  programs  have  l 
long  way  to  go  to  achieve  true  collaboration 
less  than  half  of  these  companies  share  an; 
data  beyond  promotional  plans,  and  only  21 
percent  share  POS  data.  The  evolution  ti 
CPFR  is  still  in  its  early  stages. 

A  Look  Ahead — 

Leading  the  Horses  to  Water  . . . 

How  will  CPFR  gain  momentum? 
Certainly  the  growing  awareness  ol 
collaboration  benefits— illustrated  by  the 
case  studies  and  examples  in  this  article- 
will  help  inspire  new,  deeper  one-to-one 
partnerships  between  suppliers  and 
customers.  Moving  beyond  this  rather 
deliberate  "dating  game"  initiated  by  one 
or  the  other  party,  there  are  two  emerging- 
some  would  say  conflicting— business  mod 
els  that  are  expected  to  spur  the  pace  of 
value  chain  collaboration. 

•  CPFR  adoption  by  e-marketplaces 

•  "Napsterization"  with  peer-to-peer 
collaboration 
Some  believe  that  the  e-marketplaces,  or 

net  markets,  may  provide  the  most 
promising  environment  for  CPFR,  soon 
accelerating  its  adoption  by  many  large 
companies.  Based  on  a  "many-to-rnany" 
e-business  model,  the  leading  net  market- 
places have  evolved  from  independently  run 
trading  exchanges  focused  on  spot  transac- 
tions for  indirect  materials,  to  consortia  of 
major  industry  players  interested  in 
extensive  collaboration  around  direct 
material  procurement  and  fulfillment.  For 
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12  Helps  The  Home  Depot  Keep  Promises 


Company:  Founded  in  1978,  The  Home  Depot 
is  the  world's  largest  home  improvement 
retailer. 

Situation:  The  Home  Depot  recently  sought  a 
better  way  of  working  with  its  multiple  carriers 
to  plan  capacity.  Although  joint  capacity  plan- 
ning would  likely  result  in  a  rate  reduction  for 
The  Home  Depot,  the  company  was  more  con- 
cerned with  gaining  service  improvements, 
which  would  benefit  the  retailer  and  its 
business  partners. 


Process:  i2's  carrier  bid  optimizing  solution 
enables  The  Home  Depot  to  send  a  request  for 
bids  for  full  truckload  shipments  to  carriers,  who 
create  bids  and  send  them  back  to  the  retailer.  The 
Home  Depot  then  analyzes  the  bids,  asks  for  any 
needed  clarification,  and  if  necessary,  conducts 
additional  rounds  of  bidding. 

Results:  Using  i2's  solutions,  The  Home  Depot 
has  cut  transportation  costs,  enabling  the  retail- 
er to  keep  its  promise  of  guaranteed  lowest  cost 
to  its  customers. 


Information  Regularly 
Shared  with  Partners 

Promotional  Plans 

Busira  s!  Goal  i 

Order/Replenishment  Plans 

Inventorj  Status 

Sales  Forecast 

POSData 

Product/Design  Information 

Other   M  6 
All    12% 

0%     10%    20%    30%   40%   50%   60% 

Source:  Industry  Directions  ond  Syncto  Systems 

example,  major  consumer  product  e-mar- 
ketplaces such  as  Worldwide  Retail  Exchange 
(WWRE),  Global  NetXchange,  and  Transora 
have  committed  to  offer  CPFR,  and  some 
believe  that  their  formal  endorsement  will 
stimulate  large-scale  global  adoption  of  col- 
laborative practices  over  the  next  two  years. 
By  doing  so,  these  e-marketplaces  expect 
to  dramatically  improve  their  participants' 
ease  of  entry  into  CPFR  and  attract  new  par- 
ticipants by  building  the  infrastructure  once 
for  all  players,  providing  a  common  product 
catalog,  and  offering  CPFR  as  a  standard  ser- 
vice. According  to  Larry  Lapide  of  AMR 
Research,  "B2B  exchanges  can  also  improve 
visibility  to  all  of  a  company's  trading  part- 
ners from  one  point  of  access,  and  allow  the 
efficient  development  of  common  standards 
and  normalized  data  formats  for  calendars, 
product  codes,  location  codes,  and  score- 
carding  criteria."  E-businesses  focusing  on 
transportation  services  also  see  collaboration 
adding  value  in  the  future.  "By  providing  an 
efficient  hub  for  collaboration  between 
shippers  and  transportation  providers,  we'll 
help  translate  customer  shipment  forecasts 
into  more  predictable  demand  for  equipment 
— containers,  chassis,  and  ships— allowing 
carriers  to  deploy  their  global  assets  more 
effectively,"  says  Vijay  Sundaram,  vice  presi- 
dent of  marketing  for  Tradiant,  which  is  host- 
ing the  Global  Transportation  Network 
(GTN)  for  nine  major  ocean  carriers. 

continued 
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.  .  .  Agile  Anywhere  supports 
the  enormous  transaction  volume 
our  suppliers  and  manufacturing 
partners  generate  .  .  .  ' 

— Mike  Pizinger, 
Director  of  Operations,  Dell 


How  to  Make  It  Happen 

/  Solicit  a  Senior 
Management  Champion 

Embracing  collaboration  efforts  often  requires 
a  cultural  shift;  hence,  you  must  have  top-level 
support  for  the  initiative. 

/  Dedicate  Resources 
(e.g.,  project  leader,  consultant) 

The  process  may  be  facilitated  by  an  outside 
solutions  provider  or  consultant,  as  well  as  an 
internally  selected  team. 

/  Pick  Your  Pilot 

You  need  to  be  certain  that  your  trading  partner 
shares  the  collaborative  vision. 

/  Establish  the  Win-Win  Potential 

The  focus  should  be  on  a  "win-win"  model  for 
the  entire  value  chain. 

/  Dive  into  the  Process 

You  are  ready  to  further  align  your  relationships 
with  your  trading  partners,  create  more 
value  in  the  supply  chain,  and  compete 
more  effectively. 
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iTV  (interactive  digital 
television)  is  revolutionizing 
the  TV  medium  and  Vitessa 
provides  a  seamless  conduit 
from  the  traditional 
brick-and-mortar  supply 
chain  to  this  new  technology."' 

— Mike  Brewer, 

Senior  Vice  President, 

Product  Development 

Vitessa  Corporation 
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X  CLO  Ex  press 


From  Logistics  101  to  Advanced  CPFR 


SM 


CLOExpressSM  is  the  first  Web  site  that  brings 
together  the  best  logistics  resources  on  the  Internet 
into  a  unified  desktop  for  busy  logistics  executives. 
Designed  for  Chief  Logistics  Officers  (CLOs),  the  site 
was  launched  by  Norbridge,  Inc.,  a  Massachusetts- 
based  management  consulting  firm,  and  CEOExpress 
Company,  the  leading  provider  of  online  desktops  for 
business  professionals,  in  February  2001. 

With  a  design  based  on  the  "80/20  Rule,"  the 
free  site  includes  only  the  most  important  and  inter- 


esting links  to  logistics-related  companies,  news, 
publications,  research  tools,  educational  and  career 
resources,  with  personalization  features  to  give 
logistics  professionals  a  "one-click"  customizable 
home  page.  Logistics  101  introduces  key  elements 
of  logistics  and  guides  you  as  you  explore  different 
sections  of  the  site;  a  white  paper  section  provides 
the  latest  thinking  on  CPFR. 

Users  may  access  the  site  at: 
www.cloexpress.com. 


SYNCRA  IS  EXCITED  TO 

WALK  DOWN  THE  AISLES 

WITH  TRANS0RA. 


We're  proud  to  have  been  chosen  as  Transora's  CPFR* solution  provider. 
Together,  we're  transforming  the  consumer  goods  supply  chain. 


www.syncra.com 
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Vitessa  Integrates 
e-Commerce 
for  ACTV 

Company 

ACTV  is  o  pioneer  of  interactive  digital 
television  (iTV)  and  enhanced  media  programming 
and  services. 

Situation 

The  company's  proprietary  HyperTV  platform 
allows  online  Internet  content  to  be  synchronized 
with  television  programming,  targeting  the  44  mil- 
lion U.S.  households  that  hove  a  PC  and  a  TV  in 
the  same  room.  HyperTV  is  currently  being  used  by 
MTV2,  TBS  and  other  networks  to  create  enhanced 
television  programming. 


Process 

ACTV  brings  e-commerce  directly  into  HyperTV  using 
Vitessa 's  Merchant  Exchange  solution,  which  provides  a 
compelling  shopping  experience  for  the  viewer  and  a 
direct  commerce  link  for  ACTV's  programming  and  adver- 
tising clients.  The  Vitessa  solution  brings  a  completely 
integrated  platform,  including: 

•  Virtual  Inventory  of  millions  of  products  across  32 
product  categories,  ready  to  be  served  up  during  any 
enhanced  television  session. 

•  Direct-to-Consumer  Fulfillment  using  innovative 
software  algorithms  and  physical  distribution  service 
configurations. 

•  Other  features  include  returns  management, 
commerce  compliance,  product  warranty  and  service, 
and  consumer  product  ratings. 


Once  a  viewer  clicks  on  an  offer,  the  chosen  prod- 
ucts can  be  purchased  in  two  clicks,  while  the 
enhanced  television  session  continues  to  run  in  the 
background.  This  keeps  the  viewer  within  the  ses- 
sion, while  enabling  secure  and  rapid  purchasing. 

Results 

ACTV  and  Vitessa  project  that  between  1,000 
and  2,000  hours  of  interactive  television  will  be 
enabled  in  2001  by  ACTV,  with  the  potential  to 
attract  millions  of  viewers  over  that  same  period. 
Marrying  the  emotive  power  of  television  with  the 
opportunity  to  purchase  related  items  online  in  real 
time,  HyperTV  has  the  potential  to  increase  their  pur- 
chase rate  beyond  the  typical  web  convergence  rates 
of  less  than  1 0  percent. 


Ready  to  make  a  profit  from  „..  ,    . 

'   m         „  ~     r  Vitessa  has  helped  some  of  the 

yOUr  ebUSineSS?  world's  most  recognizable  brands 

build  successful  online  businesses 

Then  vau're  mnrlv  fnr        with  outsourced  solutions  that 

f  IfCTf f  yUU  MC  tCUUy  lUr  deliver  market-leading  functionality 

|  #*^  at  a  fraction  of  the  cost  of  in-house 

|f  § iGSSG  development.  From  technology  to 

logistics,  Vitessa  has  the  expertise 
to  be  your  trusted  partner.  Let  us 
focus  on  your  ecommerce 
operations  so  you  can  focus  on 
your  business. 

Call  us  to  find  out  how  we  can 
help  improve  your  bottom  line. 

1 .866.VITESSA  toll  free 
www.vitessa.net 

vitessa 

Copyright  c  2001  Vitessa  Corporation.  All  rights  reserved.  Vitessa  and  the  Vitessa  logo  are  registered  trademarks  or  trade  marks  of  V.tessa  Corporation  in  the  United  States  and/or  other  countries. 
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Agile  Software  Helps  Dell 
Deliver  Anywhere 

Company  The  world  admires  Dell's  pioneer- 
ing efforts  and  proven  ability  to  leverage  the 
Internet  in  dealing  with  both  customers  and 
suppliers.  Oell  is  also  envied  for  its  ability  to 
manage  its  large,  worldwide  supply  chain  to  achieve 
breakthrough  results,  including  extraordinary  cash 
conversion  cycles  and  return  on  invested  capital. 

Situation  Even  with  landmark  performance, 
Dell  continues  to  seek  to  improve  its  agile 
response  to  market  demand,  further  improve 
market  share  and  maximize  margins. 

Dell's  basic  business  model  is  rapid  fulfillment 
of  individually  customized  products,  with  a  5-day- 
or-less  delivery  target.  At  the  core  of  this  model  is 
Dell's  capacity  to  manoge  collaboration  among  its 
suppliers  worldwide,  enable  all  participants  to  access 
the  unique  and  accurate  product  content — or 
product  DNA — that  comprises  each  manufactured 
unit,  tie  that  collaborative  effort  to  the  demand 
signals  generated  by  its  customers,  and  help  ensure 
rapid,  error-free  manufacturing  and  delivery  of  the 
exact  products  specified  by  the  customer.  But  how 
to  best  manage  this? 

Process  Dell  chose  Agile  Anywhere™  to  provide 
the  standards-based,  secure,  and  scalable  Internet- 
based  technology  required  to  help  ensure  that  its 
supply  chain  partners  deliver  finished  products 
on  time. 

Outlook  Glenn  Neland,  vice  president  of 
worldwide  procurement  at  Dell  explains,  "We 
continue  to  refine  our  management  of  the  supply 
chain.  Aggregating  all  product  content  information 
in  a  single  system,  so  that  all  product  changes  can 
be  instantly  disseminated  and  tracked  across  our 
supply  chain  using  the  Internet  is  one  step  in  the 
process.  Agile  Anywhere  supports  the  enormous 
transaction  volume  our  partners  generate,  and 
helps  us  extend  our  leadership  position  in  a 
competitive  market." 


Syncata  Drives  Channel  Inventory 
to  Industry  Low 


Supplier 

Company:  OEM 

Top  manufacturer  of  motor 
vehicles  and  motor  vehicle 
equipment 

Scale:  more  than  1.5 
million  vehicles  sold  in 
calendar  year  2000 

Situation:  OEM  wanted  to  give  its  deal- 
ers more  control  over  vehicle  order 
requests  by  providing  an  allocation  system 
that  would  weigh  vehicle  availability 
against  each  dealer's  sales  history  and 
customer  preferences.  In  the  past,  the 
number  of  automobiles  and  allocation  mix 
(i.e.,  models,  options,  and  colors)  to  be 
produced  was  determined  by  zone 
managers  and  based  solely  on  historical 
sales.  Allocation  took  place  without 
consideration  of  customer  preferences 
from  market  to  market,  meaning  that 
individual  dealers  had  little,  if  any,  ability 
to  alter  their  own  allocation. 

Process:  Syncata  used  Sybase,  Microsoft 
Visual  Basic  and  UNIX/C  to  construct  the 
system,  a  network-based  collaborative 
extranet,  which  allocates  cars  to  the 
dealers  using  various  factors,  including 
market-specific  consumer  preferences.  It 
also  lets  dealers  modify  their  orders  with- 
in the  limits  of  their  basic  vehicle  alloca- 
tion. The  CPFR  system  lets  dealers  choose 
from  roughly  500  options  for  configuring 
vehicles  in  their  monthly  orders;  it  then 
consolidates  those  orders  to  the  individual 
plants  for  factory  production. 

Results:  "We've  created  a  demand  opti- 
mization system  that  delivers  hard  data 


Customer 


OEM's  Dealerships 


from  the  North  American  dealerships, 
allowing  the  factory  to  plan  their  distribu- 
tion of  vehicles  based  on  actual  customer 
demand,"  said  Ujj  Nath,  co-founder  and 
CEO  of  Syncata,  which  specializes  in 
helping  automakers  use  demand-driven 
forecasting  to  reduce  inventory  levels, 
transaction  costs  and  lead  times.  The 
system  also  serves  as  the  business  intelli- 
gence engine  behind  OEM's  demand-driven 
production  forecasting  process. 

The  company's  channel  inventory  went 
to  38  days,  according  to  Automotive  News, 
a  weekly  trade  magazine,  which  charts 
weekly  domestic  and  imported  car  and 
light-truck  inventories.  The  findings  put 
OEM  in  the  industry's  top  two  percent. 
Seventy  days  is  the  industry  average. 

"From  a  tactical  standpoint,  we  under- 
stood the  success  of  this  project  hinged  on 
our  ability  to  collaborate  effectively  with 
our  dealers,"  said  the  V.P.  of  corporate 
planning  and  logistics.  "This  CPFR  initia- 
tive has  been  able  to  accommodate  dealer 
requests  95  percent  to  98  percent  of  the 
time,  it  has  dramatically  reduced  the 
number  of  dealer  trades  and  given  the 
factory  better  visibility  over  customer 
tastes,"  he  added. 
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We'll  be  revisiting  CPFR  and  other  supply  chain  issues  in  another  Special  Advertising  Section, 
^^^^^^^^^^^^^^^^      in  the  October  8  issue  of  BusinessWeek.  Please  e-mail  us  at:  author@lothair.com  with  your  stories. 

!  i]  custom  reprints  (minimum  order  of  1,000)  please  contact  Alan  J.  Gallo  at  {'1Y1)  512-:il48  or  alan_gallo@businessweek.com 
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STEP  1 : 

I  Acknowledge  the  problem 


LOgility'S  CPFR  Compliant  B2B  Software  Solutions  revive  your  supply  chain  with  the 
)Ower  of  true  collaboration.  Logility  utilizes  CPFR®  (Collaborative  Planning,  Forecasting  and  Replenishment®) 
standards  to  increase  revenue,  improve  cycle  times,  decrease  forecast  errors  and  reduce  inventory. 

"he  Logility  Voyager  Solutions™  suite  gives  you  the  sophisticated  e-business  applications  you  need  for 
eal-time  CPFR  to  synchronize  demand  and  supply  chain  planning.  This  B2B  collaborative  commerce 
solution  puts  you  and  your  trading  partners  in  close  communication  so  you  can  actively  share  accurate 
nformation,  integrate  business  forecast  plans,  plan  promotions,  streamline  processes,  compress  timelines, 
ind  manage  exceptions.. .all  using  the  ease  and  convenience  of  the  Internet. 

)on't  wait  until  it's  too  late.  Call  Logility  today  to  breathe  new  life  into  your  business. 
AVww.logility.com   •   ask@logility.com   •   1-800-762-5207 

True  collaboration  was  never  easy,  until  Logility. 
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'  Logistics  should  do  more 
than  reduce  costs- 


it  should  help  clients 


increase  revenues. 


» 


—Dick  Metzler, 

Chief  Executive  Officer, 

APL  Logistics 

Peer-to-peer  collaboration  may  enhance 
the  e-marketplace  applications,  or 
completely  run  around  it.  Andrew  White  of 
Logility  explains:  "Peer-to-peer  is  a  very 
exciting  development  for  CPFR  because  it 
has  the  potential  to  create  what  some  have 
called  the  'Napsterization  of  the  supply 
chain.'  It's  very  different  from  one-to-one 
interactions  where  the  connections  were  like 
tunnels  that  were  closed,  and  independent 
from  other  tunnels.  In  peer-to-peer,  you  don't 
need  a  centralized  server  at  all;  each  peer 
operates  independently  and  in  an  open 
manner.  Files  on  one  peer  site  are  secured 
from  the  preying  eyes  of  companies  that  you 
do  not  want  to  do  business  with.  File  formats 
are  standardized,  and  files  are  interchanged 
between  trading  partners  on  a  push  or  pull 
basis  as  needed.  No  middle  service  (such  as 
a  net  market)  is  needed  to  facilitate  the  flow 
of  documents  and  other  media;  however,  a 
universal  registry  of  participants  and  their 
interests  (such  as  UCCnet.org  for  consumer 
packaged  goods  companies)  is  critical." 

One  of  the  most  promising  providers  of 
peer-to-peer  software  is  Groove  Networks 
(www.groove.net),  founded  by  Lotus  Notes 
inventor  Ray  Ozzie.  Groove  currently  offers 
a  free  preview  edition  of  its  "shared  work- 
space," encompassing  voice  conferencing, 
document  sharing,  calendars,  active  white 
boards,  and  other  collaborative  tools.  The 
company  is  working  with  initial  pilot  cus- 
tomers, and  will  begin  selling  its  product 
more  broadly  later  this  year.  With  an  open 
architecture  platform  and  full  support  for 
standard  data  formats  and  protocols,  Groove 
sees  its  value  in  adding  a  "person-to-person 

continued 


Logility  and  Heineken  HOP  to  It 


Supplier 

Company:  Heineken  USA 
Largest  beer  importer  in  the 
United  States 

Scale:  more  than  110 
breweries  in  over  50 
countries  and  export  activities 
all  over  the  world 

Situation:  Heineken  recognized  the 
need  to  efficiently  process  sales  forecasts 
and  orders.  As  a  global  company,  Heineken 
traditionally  had  a  long  lead  time  in  getting 
forecasts  in  and  product  distributed 
throughout  the  United  States  and  the 
world.  The  objective  was  to  reduce  the 
time  between  when  an  order  is  placed  to 
when  it  is  delivered  from  10  to  12  weeks 
to  between  four  and  six  weeks.  In  late 
1995,  Heineken  decided  to  implement  a 
supply  chain  management  system  to 
replace  the  old  way  of  dealing  with 
distributors. 

Process:  Heineken  decided  to  implement 
an  "extranet,"  a  private  network  con- 
necting Heineken  to  customers  and/or 
suppliers  using  Internet  technology,  based 
on  Logility  Voyager  Solutions  and  in  par- 
ticular, Logility's  CPFR-compliant  Voyager 
XPS.  The  system  can  also  be  used  as  an 
intranet,  connecting  salespeople  to  the 
central  database.  Calling  the  system 
HOPS  (Heineken  Operational  Planning 
System),  Heineken  can  do  real-time  fore- 
casting, replenishment,  and  ordering 
interaction  with  its  distributors.  Through 
Voyager  XPS,  Heineken  can  deliver  cus- 
tomized forecasting  data  to  distributors 
through  individual  Web  pages.  "We're 
the  first  company  in  the  beer  business  to 
do  planning  and  forecasting  on  the  Inter- 
net," said  Dan  Tearno,  a  vice  president  at 
White  Plains,  N.Y. -based  Heineken. 


Customer 


450  Heineken 
Distributors 


Distributors  log  on  to  the  customized 
Web  pages  using  a  standard  browser  and 
Internet  connection.  Once  they  enter 
their  ID  and  password,  they  can  view  their 
sales  forecast,  modify  their  order,  and  sub- 
mit their  order  by  pressing  a  button.  Order 
submissions  are  available  real  time  at  the 
Heineken  brewery  in  Europe,  which  can,  in 
turn,  adjust  its  brewing  and  ship- 
ment schedules. 

Results:  Voyager  XPS  provides  a  calen- 
dar so  Heineken  can  notify  distributors  of 
events.  Capitalizing  on  this  "push  para- 
digm," e-mail  can  also  be  tapped  to  send 
out  broadcasts  of  problems,  new  products, 
or  newsletters.  Other  benefits  of  online  col- 
laborative planning  are  lower  procurement 
costs,  smaller  inventories,  and  shorter 
cycle  times. 

Heineken  USA's  collaborative  planning 
has  reduced  order  cycle  times  from  three 
months  to  four  weeks  and  simplified  plan- 
ning for  its  distributor  customers.  "Because 
we  have  reduced  lead  time,  we  can  produce 
the  beer  closer  to  the  time  when  we  will 
need  to  deliver  it,  so  the  customer  will  get 
fresher  beer,"  said  Thomas.  The  results  are 
reduced  inventory  levels  and  fresher  prod- 
uct to  consumers.  "We  anticipated  payback 
within  half  a  year,  and  we  got  it,"  said 
Thomas.  The  system  has  been  rolled  oul  to 
all  450  Heineken  distributors  in  North 
America.  Heineken  has  also  achieved  a  15 
percent  reduction  in  forecasting  errors 
coupled  with  a  Lid  pen  nil  increase  in  sales. 
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Special  Advertising  Section 


*  Using  Syncra's  CPFR  solution 
companies  will  enjoy  the 
advantages  of  collaborative 
relationships  across  the 
value  chain.  ' 

— Judy  Sprieser,  Tiansora,  CEO 

interaction  layer"  in  conjunction  with  cen- 
tralized web-based  business  systems.  This 
has  two  important  implications  for  CPFR 
activities,  according  to  Bob  Anderson,  Busi- 
ness Evangelist  at  Groove.  "A  peer-to-peer 
solution  like  Groove  tackles  the  'soft'  side  of 
CPFR,  enabling  the  capture  of  best  practices 
by  the  right  people,  and  in  self-formed 
groups.  This  is  particularly  useful  during  the 
up-front  negotiation  of  the  agreement  and 
rules,  and  also  in  the  management  of  excep- 
tions. For  example,  when  discrepancies 
appear  in  forecasts,  a  collaborative  peer-to- 
peer  workspace  allows  the  appropriate  indi- 
viduals to  efficiently  discuss,  analyze,  and 
resolve  the  issue,  and  leave  a  multi-media 
trail  of  documentation  for  others  to  learn 
from  the  next  time  a  similar  problem  arises." 

Growing  awareness  of  CPFR  benefits  will 
continue  to  draw  the  horses  to  water,  perhaps 
in  a  stampede  if  companies  recognize  that 
supply  chain  collaboration  can  drive  margin 
improvements  up  to  three  percentage  points. 
Getting  the  horses  to  drink  is  always  a 
challenge — due  to  significant  management 
commitment  and  cultural  changes  required  to 
initiate  and  sustain  CPFR  initiatives — but  the 
endorsement  of  e-marketplaces  and  avail- 
ability of  new  peer-to-peer  workspaces  will 
help  companies  overcome  their  natural 
reluctance  to  set  aside  old  transactional  ways 
of  doing  business.  And  if  anyone  doubts  that 
their  industry  competitors  are  working  hard 
to  establish  new  collaborative  strategic 
relationships  up  and  down  the  value  chain, 
just  read  through  the  variety  of  case  studies 
presented  on  these  pages. 

For  more  information  about  collaborative 
practices,  see  the  chart  on  this  page.  The 
best  place  to  start  is  www.cpfr.org. 


Manugistics  Helps  GlobalNetXchange 


GlobalNetXchange  (GNX)  is  the  leading  global  B2B 
online  exchange  for  the  retail  industry.  Wielding  more 
than  $250  billion  in  purchasing  power,  its  equity  part- 
ners include  many  of  the  world's  largest  retailers. 

Situation:  GNX  needed  a  solution  to  help  its  trading 
partners  improve  the  accuracy  of  demand  forecasting, 
and  reduce  inventory  levels  and  supply  chain  cycle  times 
— enabling  retailers  and  suppliers  to  more  effectively 
deliver  product  to  meet  true  market  demand. 

Process:  GNX  is  currently  implementing  the 
Manugistics's  CPFR  solution  with  UK  retailer  Soins- 


bury's  and  its  suppliers  Kimberly-Clark  and 
Unilever.  The  first  application  includes  over 
20  stock-keeping-units  (SKUs)  in  the  health 
and  beauty,  baby  care,  and  household  products 
categories. 

Outlook:  Online  collaboration  is  in  progress.  The 
goal  of  the  implementation  is  for  the  participants 
to  increase  sales,  reduce  total  stock-on-hand,  and 
combine  order  forecasts  for  accurate  production 
and  supply.  GNX  is  working  with  six  other 
retailers  and  multiple  suppliers  to  launch  pilots 
during  2001. 
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Your  customers  are.  Wouldn't  it  be  great  if  your  supply  chain  was  driven 
by  customer  demand?  Right  out  of  the  box?  Presenting  PeopleSoft  Supply 
Chain  Management  In  A  Box.  Never  before  has  such  comprehensive  customer- 
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For  Chief  Executive  Officer 
George  M.  C.  Fisher,  1999  was 
not  exactly  a  Kodak  moment.  As 
a  withering  price  war  with  Fuji  cost 
his  company  market  share  in  film, 
and  with  little  to  show  for  his  much- 
vaunted  digital  strategy,  Eastman 
Kodak  Co.'s  chief  found  himself  in  a 
financial  quagmire.  Profit  growth 
was  flat  and  shareholder  returns  fell 
by  5.4%,  a  fact  board  members 
found  distressing.  But  that  didn't 
stop  them  from  richly  rewarding 
him  with  a  $2.5  million  bonus,  up 
47%  from  1998,  and  options  valued 
at  more  than  $2.9  million. 

In  this  age  of  pay  for  perfor- 
mance, giving  an  underperforming 
ceo  a  raise  seems  to  defy  logic.  But 
things  become  clearer  when  you 
read  the  fine  print  in  the  proxy. 
Fisher,  who  has  since  left 
Kodak,  got  his  bonus  in- 
crease in  part  because  of 
the  company's  5%  rev- 
enue growth — and  his 
option  grant  in  part 
because  of  a  practice 
that  compares  CEOs' 
pay  with  then- 
peers'.  Kodak 
spokesman  Gerard 
Meuchner  notes  that 
Fisher's  base  salary 
hadn't  changed  since 
he  joined  the 
company  in 
1993,  and  in  2000 
both  his  bonus  and  op- 
tion grant  declined  sig- 
nificantly, de- 
spite profit         „ 
growth  of 

1.4%.  Still,  why  did  Ko- 
dak use  industry  pay 
data  to  set  Fisher's  op- 
tion grant?  Says 
Meuchner:  Be-  ^ 

cause  Kodak  com- 
petes with  those  compa- 
nies for  executive  talent. 
The  technique  is  called 
competitive  benchmark- 
ing, and  in  the  1990s,  it 
became  widespread 
By  one  estimate, 
96%  of  compa- 
nies in  the  Stan-     . 


dard  &  Poor's  500-stock  index  use  it 
to  set  pay.  Company  boards  figure 
that  if  a  ceo  doesn't  earn  as  much 
as  his  peers,  he'll  take  a  hike. 

It's  logical  that  companies  would 
want  to  use  some  comparison  in  de- 
ciding on  pay  rates.  But  it  may  be 
time  to  reconsider  the  extent  to 
which  companies  lean  on  bench- 
marking in  pay  decisions.  A  new 
study  suggests  that  the  practice  was 
a  main  culprit  in  the  skyrocketing 
ceo  pay  of  the  1990s,  when  average 
compensation  of  chief  execs  at  top 
U.S.  companies  grew  more  than 
500%,  from  $1.9  million  to  $12.4  mil- 
lion. And  that's  not  all.  The  authors 
of  the  study — John  Bizjak  of  Ore- 
gon's Portland  State  University, 
Michael  L.  Lemmon  of  the  Universi- 
ty of  Utah,  and  Lalitha  Naveen  of 
Arizona  State  University,  all  fi- 
nance professors — 
found  that  the  "un- 
derpaid" CEOs,  who 
are  benchmarking's 
main  beneficiaries,  are 
the  worst  performers  of 
the  bunch.  While  no  one  was 
looking,  Bizjak  says,  cor- 
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Pay  for  Performance? 

These  CEOs  got  big  raises  in  part  to  keep 

1  their  pay  in  line  with  peers,  even  though  their 

companies'  stock  returns  weren't  up  to  par 
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1999 
SALARY  +  BONUS 
&  ANNUAL  RAISE 

1999 
STOCK 
RETURN 

PEER 
GROUP 
RETURN 

K 

■  JOHN  F.  WARD 
1  RUSSELL  CORP. 

$1.14  million 
+36% 

-15% 

+8.6% 

f  EDWARD  E.  WHITACRE  JR. 
[   SBC  COMMUNICATIONS 

$7.4  million 
+20% 

-7.3% 

$    J 

+8.4% 

GEORGE  M.C.  FISHER 
EASTMAN  KODAK 

$4.5  million 
+22% 

-5.4% 

+19.6%* 
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porations  institutionalized  a  practice 
that  rewards  the  least  deserving. 
"It  weakens  the  link  between  pay 
and  performance,"  he  says. 

Pinpointing  the  inflationary  effect 
of  benchmarking  is  tricky.  Compa- 
nies don't  say  how  much  of  an  exec's 
raise  is  designed  to  bring  him  into 
line  with  industry  peers.  Still,  Biz- 
jak and  his  colleagues  found  that 
CEOs  who  earn  less  than  the  median 
for  their  peer  group  get  salary  and 
bonus  raises  twice  as  big  as  those 
granted  to  CEOs  paid  above  the 
median.  As  an  example,  he  cites 
wholesale  trade.  In  five  of  the  six 
years  covered  by  the  study,  "under- 
paid" CEOs  got  raises  in  base 
salaries  and  bonuses  that  far  ex- 
ceeded those  of  their  higher-paid 
brethren. 

VICIOUS  CIRCLE.  In  most  industries, 
CEOs  paid  above  and  below  the  me- 
dian get  annual  raises,  with  those 
allotted  to  "underpaid"  execs  being 
much  bigger.  When  that  happens, 
the  median  grows  by  leaps  and 
bounds,  prompting  new  raises  for 
the  underpaid,  and  the  cycle  contin- 
ues. From  1993  to  1998,  in  the 

wholesale  trade 
example, 
salaries  and 
bonuses  grew 
65%,  from 
$737,900  to  $1.2 
million.  Bizjak 
won't  venture  a 
guess  as  to  how 
much  of  the  in- 
crease came 
from  bench- 
marking, but 
others  will. 
Fred  Cook, 
managing  direc- 
tor of  Freder- 
ick W.  Cook  & 
Co.,  a  New 
York  compensa- 
tion consultant, 
estimates  that 
up  to  half  the  1990s  increase  was 
from  benchmarking. 

What  makes  this  research  rise 
above  the  ordinary  are  the  data  on 
performance.  Bizjak  and  company 
found  that  the  ceos  who  got  the 
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biggest  raises  didn't  generate 
commensurate  performance.  Com- 
panies giving  big  raises  to  their 
below-median  CEOS  trailed  their 
less  generous  counterparts  in 
sales  growth,  return  on  assets, 
and  total  return. 

To  be  sure,  there  are  valid  rea- 
sons for  boards  to  make  pay  com- 
parisons. More  often  than  not,  the 
reason  cited  by  board  members  is 
retention.  Without  assurances  of 
comparable  pay,  many  feel  their 
ceos  would  head  for  the  door.  Ap- 
parel maker  Russell  Corp.  gave 
John  F.  Ward  an  increase  in  1999 
after  its  stock  plunged  15%,  in 
part  because  he  met  earnings 
goals,  and  in  part  because  of 
benchmarking.  "We  want  to  make 
our  ceo  happy,  and  the  best  way 
to  make  him  happy  is  to  pay  him 
commensurate  with  our  competi- 


Boards  seem  too 

worried  that  underpaid 

CEOs  will  jump  ship 


tors,"  says  Russell  compensation 
committee  member  Herschel  M. 
Bloom.  "What  our  competitors  are 
paying  plays  a  role." 

Many  company  directors,  not 
surprisingly,  deny  they're  paying 
big  dollars  just  to  keep  the  boss 
from  walking.  Says  Jess  T.  Hay, 
compensation  committee  chairman 
for  sbc  Communications  Inc., 
which  used  benchmarking  to 
boost  the  '99  pay  of  ceo  Edward 
E.  Whitacre  Jr.:  "We're  playing 
for  the  very  long  haul.  Ed 
Whitacre  has  been  as  able  a  chief 
executive  as  there  is  in  the  coun- 
try today." 

When  that  isn't  the  case — when 
a  ceo  is  not  performing  up  to 
par — companies  do  shareholders 
no  favors  by  increasing  their  pay. 
The  more  logical  course:  Pay  him 
exactly  what  he's  worth,  sending 
a  powerful  message  that  poor 
performance  will  not  be  tolerated. 
Some  ceos  will  buckle  down  and 
start  earning  their  keep.  Others 
will  threaten  to  leave.  Let  them. 
Sure,  a  ceo  search  will  be  disrup- 
tive, but  in  a  weakening  economy, 
finding  a  replacement  becomes 
easier  every  day.  In  either  case, 
the  company  wins. 

Lavelle  covers  executive  com- 
pensation from  New  York. 
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A  LEAP  OF  FAITH 
THAT  MAY  FALL  FLAT 

Why  support  is  fading  for  Bush's  faith-based  initiative 

On  the  campaign  trail,  George  W 
Bush  pledged  to  "rally  the  armies 
of  compassion"  if  elected  Presi- 
dent. Instead,  the  foot  soldiers  of 
his  faith-based  initiative  are  on  the  edge 
of  all-out  mutiny.  While  Bush  had  ex- 
pected criticism  from  the  Left,  the  out- 
cry from  the  Religious  Right  could 
prompt  him  to  reevaluate  one  of  his 
touchstone  issues. 

Almost  immediately  after  taking  of- 
fice, Bush  moved  swiftly  to  make  good 
on  his  promise  of  a  "compassionate  con- 
servatism" by  unveiling  a  plan  to  in- 
corporate so-called  faith-based  organi- 
zations, or  religious  charities,  into  the 
social  service  network.  Yet  in  seeking  to 
appease  critics  on  the  Left  upset  about 
further  breaching  of  the  barricade  be- 
tween church  and  state,  Bush  has 
touched  off  a  firestorm  of  opposition 
from  the  Right.  Marvin  Olasky,  one  of 
the  architects  of  compassionate  conser- 
vatism and  a  former  Bush  adviser,  says 
the  faith-based  program's  rules  will  so 
dilute  the  mission  of  religious  groups 


that  evangelicals  won't  participate, 
points  out  that  Teen  Challenge,  a  m 
tionwide  antidrug  program  singled  ou 
for  praise  by  candidate  Bush,  would  nc 
qualify  for  federal  aid  because  it  use 
religion  to  promote  its  message. 
DAUNTING  RULES.  Even  if  Bush  calr 
the  fears  of  Olasky  and  others,  his  in 
tiative  still  may  fall  flat.  Judging  by  th 
government's  past  experience  in  fundin 
religious  organizations  that  provide  jo 
training  for  welfare  recipients,  faith-base 
organizations  aren't  likely  to  jump  at  tr 
chance  to  become  Uncle  Sam's  partne 
One  reason  is  that  the  method  of  dis 
bursing  funds  inherently  favors  group 
that  are  up  and  running,  not  those  wit 
hefty  startup  costs.  And  since  funds 
mentalist  churches  are  less  likely  tha 
others  to  have  existing  social  programs 
the  initiative's  reimbursement  rules  wi 
seem  daunting.  Rather  than  usherin 
new  faith-based  players  into  public  sei 
vice,  Bush's  plan  may  give  more  mone 
to  groups  that  have  been  pulling  dov 
federal  funds  for  years.  Ironically,  thj 


104  BusinessWeek  /  March  26,  2001 


Introducing  Sprint  Evolutions:"  P,cture  a  team  of  Technical  Solutions  Consultants,  900  strong.  Responding 
at  the  speed  of  E,  not  Zzz.  Consulting  with  the  expertise  of  decades,  not  days.  Customizing  a  complete  portfolio  of 
E-services  into  a  single  solution  for  your  entire  enterprise.  Putting  out  E-fires,  24/7.  Designing,  building,  implementing, 
and  operating  Internet  infrastructure  solutions  from  the  WAN  to  the  desktop.  Now,  customer  experience  is  hero.  And 
service  is  always  on  call  See  the  difference  for  yourself:  1  877  495-3501  ext.  05  or  www.sprintesolutions.com/backbone5 


Sprint 


Sprint  E  | Solutions 


Copynght  ©  Sprin,  200 1  All  right.  t0crwd.  Sprini.  rjK  diimond  logo,  » ,  J  Sprint  E|Soltttionj  ut  tiadcnuib  of  Sprint  Communication.  Company  LP. 


Government 


biggest  beneficiary  may  be 
African  American  churches, 
not  the  Christian  Right 
groups  that  form  the  core  of 
his  support. 

Behind  Bush's  Executive 
Order  creating  an  Office  of 
Faith-Based  &  Community 
Initiatives  in  the  White 
House  and  similar  offices  in 
five  agencies  was  a  simple  as- 
signment: Clear  away  regula- 
tions that  impede  religious 
groups  from  bidding  on  fed- 
eral contracts.  To  spearhead 
the  effort,  Bush  tapped  Uni- 
versity of  Pennsylvania  po- 
litical science  professor  John 
J.  Dilulio  Jr.,  long  an  advo- 
cate of  using  religious  chari- 
ties to  achieve  national  goals. 

Before  the  ink  was  dry  on 
the  President's  orders,  how- 
ever, leaders  on  all  sides  of 
the  political  spectrum  began 
launching  fusillades.  But  it's 
the  Religious  Right  that 
threatens  to  stop  the  program 
cold.  "The  danger  is  [that] 
biblically  oriented  groups 
struggling  for  funds  could 
come  under  pressure  to 
change  their  programs,"  ~ 
gripes  Olasky.  Evangelist  Jerry  Falwell, 
chancellor  of  Liberty  University  in 
Lynchburg,  Va.,  has  complained  that  Un- 
cle Sam  might  wind  up  writing  checks  to 
groups  such  as  the  Church  of  Scientol- 
ogy or  the  Jehovah's  Witnesses. 

Falwell's  advice  is  likely  to  be  ig- 
nored. To  pass  constitutional  muster, 
the  Bush  plan  can't  discriminate  among 
church  programs  even  if  they  are  run 
by  Louis  Farrakhan's  Nation  of  Islam,  a 
group  some  view  as  anti-Semitic. 

The  problems  go  much  deeper  than 
that,  however.  One  recent  poll  shows 
that  most  faith-based  groups  are  not 
interested  in  bidding  for  federal  money. 


Thanks,  But  No  Thanks 


The  Religious  Right  has  never  seemed  particularly 
interested  in  going  after  government  money 

PERCENTAGE  OF  CONGREGATIONS* 
WILLING  TO  APPLY  FOR  FEDERAL  FUNDS 


INDIANAPOLIS:  A  high  sch 


tutored  by  Methodists 


PREDOMINANTLY  AFRICAN  AMERICAN 

64% 

PREDOMINANTLY  WHITE 

28 

RELIGIOUS  DENOMINATION 

LIBERAL/MODERATE  PROTESTANT 

41 

CATHOLIC 

40 

CONSERVATIVE/EVANGELICAL 

28 

"1998  survey  of  1,236  religious  congregations   Data 

National  Congregations  Study 

Experts  say  that  the  long  lag  between 
securing  contracts  and  receiving  checks 
is  a  major  deterrent.  "It's  not  Like  thou- 
sands of  organizations  are  ready  to  jump 
into  the  fray,"  says  William  L.  Ray- 
mond, president  of  FaithWorks  Con- 
sulting Service  in  Holland,  Mich.,  which 
forms  partnerships  between  churches 
and  state  and  local  governments. 
STUMBLING  BLOCK.  That  reluctance  was 
evident  in  1996  when  Congress  created 
Charitable  Choice  as  part  of  welfare  re- 
form. The  program  allows  faith-based 
groups  to  receive  tax  dollars  as  long  as 
the  money  is  not  used  for  proselytizing 
or  sectarian  worship.  Churches  can  dis- 
criminate on  the  basis  of  re- 
ligion when  hiring  staff  but 
cannot  insist  that  clients  be 
of  the  same  religion.  At  first, 
Charitable  Choice  applied 
only  to  block  grants  given 
to  states  to  provide  welfare 
services,  but  Congress  later 
extended  it  to  a  few  other 
programs. 

Most  faith-based  organi- 
zations were  uninterested. 
Of  the  12  states  participat- 
ing, Indiana  conducted  the 
most  aggressive  outreach  ef- 
fort. After  distributing 
10,000  postcards  to  houses 


of  worship  and  conducting  ir 
formational  sessions,  the  stat 
granted  contracts  to  just  4 
groups. 

The  major  stumbling  bloc 
appears  to  be  how  funds  ar 
disbursed.  Under  Indiana 
performance-based  systen 
for  example,  a  church  runnin 
a  job- training  program  get 
checks  as  clients  pass  a 
exam,  land  a  job,  and  remai 
employed  for  60  days.  Fo 
churches  without  an  existin 
program,  the  prospect  of  hii 
ing  staff  and  buying  supplie 
when  federal  funds  may  ne\ 
er  arrive — or  may  arrive  Ion 
after  costs  are  incurred — i 
enough  to  dissuade  ther 
from  signing  up.  "Sma 
churches  can't  make  a  signif 
cant  investment  in  prograr 
infrastructure  up  front,"  say 
the  Reverend  Bud  Walter 
the  70-member  Immanue 
United  Church  of  Christ  i 
Crothersville,  Ind.  "Most 
the  grants  went  to  the  orgs 
nizations  that  were  alread 
in  business.  So  much  for  th 
initiative  part  of  faith-basei 
-  initiatives." 
Even  tougher  is  the  system  Diluli 
has  proposed  for  evangelical  groups  tha 
view  conversion  as  an  integral  part  c 
their  mission.  These  organizations,  Di 
Iulio  told  the  National  Association  o 
Evangelicals,  will  receive  federal  hel 
only  if  clients  use  a  voucher  to  enroll  i: 
their  programs.  Evangelicals  who  hopei 
to  cure  drug  addicts  by  urging  them  t< 
accept  Jesus  Christ  could  find  it  difficu] 
to  hire  counselors  and  outreach  worker 
when  their  funding  is  uncertain. 

Even  though  Bush  planned  his  ini 
tiative  as  a  way  to  curry  favor  with  hi 
religious  base,  the  groups  most  likel; 
to  tap  into  government  funds  aren' 
evangelicals  but  African  American  con 
gregations.  Black  churches  are  far  mon 
likely  than  other  congregations  to  seel 
public  support  for  social  service  activi 
ties,  according  to  a  1998  National  Con 
gregations  Study,  a  survey  of  more  thai 
1,200  religious  groups.  In  Indiana,  ove: 
half  of  the  Charitable  Choice  contract; 
went  to  African  American  churches. 

In  the  end,  Bush  may  not  reap  mucl 
political  capital  from  his  faith-based  pro 
posal.  "Rallying  the  armies  of  compjd 
sion"  may  have  been  a  catchy  trope  oi 
the  hustings,  but  these  days,  anothei 
phrase  seem  more  apropos:  No  god 
deed  goes  unpunished. 
By  Alexandra  Starr  in  Wa&hirigt&m 
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At  Fannie  Mae,  we're  turning  the  roadblocks 

to  homeOWnership  into  picket  fences 


You  can  see  Fannie  Mae  at  work  all  across  the  country.  A  family  in  the 
Midwest  lives  their  dream  of  owning  a  home.  A  neighborhood  on  the 
East  Coast  is  revitalized  after  decades  of  decline.  A  family  with 
past  credit  problems  is  finally  able  to  afford  a  home  of  their 
own.  Our  lender  partners  are  able  to  utilize  our  technology  to 
save  time  and  money.  And  there  are  countless  other  examples. 


rSfl  FannieMae 

www.fanniemae.com 


Because  every  day,  we  work  with  our  mortgage  lender 

partners  and  other  housing  leaders  to  fulfill  a  goal.  To  knock 

down  the  barriers  to  homeownership.  To  lower  costs  and 

increase  opportunities  for  low-  and  moderate-income  families.  To 

make  affordable  rental  housing  available  to  all  Americans.  How  do  we 

do  this?  As  the  nation's  largest  source  of  mortgage  funds,  we  put  our  financial 

strength  and  innovation  to  work  to  make  sure  that  low-cost  mortgage  funds  are  readily 

available  so  that  our  lender  partners  can  help  more  working  families  live  the  American  Dream  of  homeownership. 

We  believe  that  when  more  Americans  have  safe  places  to  call  home,  it  strengthens  families,  communities,  and 
our  nation  as  a  whole. 

Lower  rates.  Lower  costs.  Increasing  homeownership  opportunities.  Fannie  Mae  at  work. 
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ELECTRICITY 


THE  GREEN  UTILITY 
THAT'S  IN  THE  BLACK 

Calpine  is  cleaning  up  with  its  gas-fired  power  plants 


Back  in  the  early  1990s,  some  folks 
in  the  power  business  thought 
Calpine  ceo  Peter  Cartwright,  a 
boating  enthusiast,  had  gone  off 
the  deep  end.  After  working  in  the  nu- 
clear-power business  at  General  Elec- 
tric Co.  for  19  years,  Cartwright  decid- 
ed to  forge  ahead  with  an  idea  he  had 
for  a  different  type  of  power  compa- 
ny— and  founded  Calpine  Corp.  in  1984. 
While  other  utilities  were  grappling 
with  the  difficulties  of  nuclear  power, 
shuttering  old  coal-burning  plants,  and 
lamenting  the  prospects  of  the  slow- 
growth  power  business,  Calpine,  based 
in  San  Jose,  Calif.,  began  snapping  up 
older  gas-fired  power  plants  that  were 
cleaner-burning  than  coal  plants.  In  ad- 
dition, the  company  ordered  enough  gas 
turbines  to  build  dozens  of  new  facilities. 
Why  do  all  that,  the  skeptics  asked, 
when  the  crystal  ball  for  en- 
ergy profits  looked  so 
murky  (page  155)? 

After  months  of  energy 
shortages  in  the  Golden 
State,    however,   the 
reason  has  become 
obvious.  "It's  the 


need  for  power,"  says  Cartwright,  71, 
the  rare  Silicon  Valley  executive  who 
still  wears  a  suit  and  tie  to  work.  "The 
power  infrastructure  in  this  country  was 
getting  older  and  was  highly  polluting.  I 
saw  a  tremendous  opportunity  to  re- 
place that."  Today,  Calpine  is  in  the 
midst  of  an  audacious  $20  billion  plan  to 
build  dozens  of  environmentally  friendly 
power  facilities.  The  company  spends 
millions  to  win  community  support  for 
new  construction,  standardizes  the  de- 
sign of  the  generating 
plants,  erects  them 
in  clusters  to  cut 
;  costs,  and  buys  up 
its  own  gas 
fields — when  it 
can — to  supply 
the  plants.  Cart- 
wright  wants 


Calpine  to  be  the  green  utility  that's  Q 
the  black. 

Investors  believe  he  can  do  it.  Sino 
Dec.  31,  1999,  Calpine  shares,  now  abou 
$46  each,  have  almost  tripled  in  price  ^ 
And  despite  a  sagging  stock  market 
the  stock  is  still  close  to  its  52-weel 
high  of  $52.97,  set  last  October.  Tha  I 
tops  off  a  banner  year  in  which  Calpin  | 
generated  profits  of  $324.7  million — uj 
from  $96.2  million  in  1999.  New  facilitie 
and  higher  prices  for  energy  more  thai 
doubled  revenues  last  year,  to  $2.26  bil 
lion.  More  impressively,  Morgan  Stanle; 
Dean  Witter  expects  revenues  to  rise  a, 
an  84%  annual  average  through  2004  a  I 
Calpine  completes  its  ambitious  buildou 
of  60  new  plants,  at  a  cost  of  $17  billioi  '^ 
to  $20  billion. 
VOLATILE.  Those  plants  would  generate  wf\ 
enough  electricity  to  power  70  millioi 
homes — equal  to  the  needs  of  New  Yorl 
State  and  California  combined.  Althougl 
little  known  before  California's  energ] 
crisis,  Calpine  is  already  the  world'; 
ninth-largest  electricity  producer.  "Thes< 
guys  were  the  first  to  put  their  mone] 
behind  a  perception  that  there  was  go 
ing  to  be  a  power  shortage  in  the  U.  S 
and  that  has  paid  off  handsomely  foi 
investors,"  says  Morgan  Stanley  ana 
lyst  Kit  Konohge. 

Yet  if  Calpine  can't  secure  enough  nat 
ural  gas  for  its  plants,  or  if  the  economj 
goes  into  a  deep  recession,  its  strategy 
could  falter.  Ar 
economic  slow 
down  could  de 
rail  the  nation's 
growing    de 
mand  for  pow 
er    and    als< 
make  it  mon    J 
difficult  to  ser 
vice  the  compa 
ny's  $4  billior  ™ 
of  debt.   Also 
new    facilities 
were  planned  years  ago— 
when    natural    gas    was 
cheap,  which  it  no  longei  | 
is.  Last  year,  Calpine  spenl 
$600  million  on  the  fuel.  Bjl 
2005,  Cartwright  expect^ 
Calpine's  natural-gas  bil 
to  hit  $10  billion.  That's] 
enough  to  buy  up  10%  oil 
all  existing  U.S.  producT 
tion,  and  it  would  make] 
Calpine    the    nation's- 
biggest  consumer  of  nat| 
ural  gas. 

The  U.S.  market  for 

electricity    is   strong 

right      now,      but 

energy  executive! 


CEO  CARTWRIGHT 

"The  power  infrastructure  in 
this  country  was . . .  highly 
polluting.  I  saw 
a  tremendous 
opportunity 
to  replace 
that" 

Calpine's 
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Just  because  you're  good  at  one  thing 
doesn't  mean  you're  good  at  everything. 


Shaquille  O'Neal  was  virtually  a  unanimous 
selection  for  Most  Valuable  Player  in  the 
BA  But  the  skills  that  make  him  dominant  in  his  line 
:  work  don't  ensure  success  in  other  endeavors. 

The  same  applies  to  you.  Whether  you're  the  CEO 
■  COO,  chances  are  your  expertise  does  not  include 
anaging  a  complex  Web  operation.  And  if  you're 
?ad  of  IT,  you  know  you  could  use  a  little  support. 

This  is  where  we  come  in.  We're  Digex,  and  man- 
jed  Web  hosting  is  what  we  do.  In  fact,  Gartner 
roup  just  listed  us  as  a  leader  in  the  industry.* 

Our  exclusive  Web  architecture  features 
oven,  engineered  solutions  for  your  core 


infrastructure.  We've  set  the  benchmark  with  standard 
10-day  installs.  We  also  specialize  in  complex  solutions  to 
address  your  particular  business  needs. 

Our  procedures  for  security,  change  management, 
and  disaster  recovery  have  been  validated  through  an 
Ernst  &  Young  review  which  cleared  the  way  for  us  to 
achieve  SAS70  Type  II  recognition.** 

Our  interactive  customer  portal  lets  you  monitor 
your  operations  at  all  times,  and  our  partnership  with 
WorldCom  provides  you  with  a  high-speed  global 
network. 
To    find    out    more,     please    visit    us    at 
digex.com/good  or  call  1-800-455-2968  ext.  653. 


Where  managed  hosting  began. 
Where  managed  hosting  is  going. 
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note  that  it  won't  always  be.  "Any  time 
you  are  committing  enormous  quanti- 
ties of  capital  to  a  production  process 
that  makes  a  highly  volatile  commodity, 
that's  risky,"  says  Jeffrey  K.  Skilling, 
chief  executive  officer  of  Enron  Corp., 
the  largest  wholesale  marketer  of  nat- 
ural gas  and  electricity  in  the  U.S. 
"The  real  issue  Calpine  has  is  timing. 
And  the  timing  so  far  has  been 
excellent." 

Calpine — the  name  is  a  combi- 
nation of  "Cal"  for  California  and 
"Alpine"  from  its  original  Swiss 
investors — has  assured  itself  of 
natural  gas  by  signing  long-term 
contracts  with  suppliers.  But  that 
won't  suffice  to  meet  all  of  its  pro- 
jected needs.  So  in  February,  the 
company  agreed  to  buy  Calgary's 
Encal  Energy  Ltd.  for  $1.2  billion, 
a  deal  that  will  increase  Calpine's 
gas  holdings  by  143%.  That  fol- 
lows the  purchase  in  recent 
months  of  TriGas  Exploration  Inc. 
and  the  acquisition  of  additional 
gas  reserves  in  the  San  Joaquin 
Valley  in  California.  It's  all  de- 
signed to  hedge  against  shortfalls 
and  escalating  prices — although 
some  rival  power  executives  say  that 
Calpine  still  has  to  worry  about  getting 
the  gas  out  of  the  ground  and  to  its 
plants,  a  specialized  business  all  its 
own.  Ultimately,  Calpine  hopes  to  se- 
cure 25%  of  its  natural  gas  on  a  long- 
term  basis. 

Another  hangup:  Despite  the  rise  in 
electricity  costs,  Calpine  still  faces  not- 
in-my-backyard  (nimby)  resistance  when 
it  comes  to  plants  in  densely  populated 
residential  areas.  Calpine  has  courted 


Club  and  the  American  Lung  Assn. 
among  their  supporters,"  says  Michael  P. 
Florio,  a  lawyer  for  the  Utility  Reform 
Network,  a  consumer  watchdog  group  in 
San  Francisco. 

Such  tactics  usually  work.  But  not 
in  the  case  of  Calpine's  most  public  bat- 
tle — in  its  own  backyard.  The  company 
has  so  far  been  thwarted  in  its  plans  to 
build  a  600-megawatt  plant  in  the 
rolling  hills  near  Cisco  Systems  Inc.'s 


"NIMBY"  RESISTANCE:  Californians  need  Calpine 
power — but,  they  insist,  not  in  my  backyard 


San  Jose  headquarters.  Cisco  says  the 
emissions  will  be  higher  than  normal 
because  the  plant  will  be  turned  off 
and  on  many  times  during  the  year. 
"We  are  concerned  about  the  health 
and  safety  of  our  employees,"  says  Cis- 
co spokesman  Steve  Langdon. 
Cartwright  counters:  "San  Jose  desper- 
ately needs  this  power."  Although  the 
city  has  turned  down  the  plant,  Calpine 
has  appealed  its  case  to  the  state  ener- 
gy commission.  It  expects  to  get  ap- 
proval in  July. 
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local  communities  with  everything  from 
park  projects  to  scholarship  programs. 
In  one  California  city,  it  contributed  $15 
million  toward  helping  build  a  library. 
The  company's  most  effective  pitch 
is  that  its  plants  are  40%  more  efficient 
than  coal-fired  ones — and  generate  few- 
er emissions.  "I  don't  know  too  many 
power  companies  that  count  the  Sierra 


Even  without  new  construction,  how- 
ever, Calpine  has  acquired  and  built 
enough  power  plants  to  have  seen  its 
assets  soar  from  just  over  $1  billion  at 
the  end  of  1996  to  $9.7  billion  today.  Its 
50  gas-fired  and  geothermal  plants  in 
15  states  and  Canada — about  half  of 
them  located  in  Northern  California — 
can  generate  5,900  megawatts  of  power. 


(One  megawatt  lights  1  thousar 
homes.)  And  that  doesn't  include 
plants  under  construction  and  a  furthi 
35  being  planned.  Its  Sutter  Powi 
Plant,  a  545-Mw,  $300  million  installati( 
in  Yuba  City,  near  Sacramento,  is  typ 
cal:  The  plant  has  a  five-year  contract 
sell  150  Mw  of  electricity  to  the  Sacr 
mento  Municipal  Utility  District  ar 
will  contribute  to  Calpine's  10-year  de 
to  sell  California  2,500  Mw.  If  there 
excess  power,  Calpine  can  sell 
on  the  open  market. 
NO  UNIONS.  In  the  next  five  year 
Calpine  will  spend  $7  billion  to  bi 
220  gas  turbines.  Along  with  a  fe 
other  companies,  such  as  AES  Cor 
and  Duke  Energy  Field  Servici 
Corp.,  Calpine  has  nearly  corner* 
the  near-term  market  for  new  ti 
bines.  To  finance  them,  the  comp 
ny  last  year  raised  more  than 
billion  through  equity  offerings,  pi 
vate  placements,  leveraged-lease  : 
nancing,  and  additional  revolvir 
credit  lines — all  while  staying  we 
within  its  debt-to-equity  target 
65%  or  less. 

The  company  isn't  looking  to  pi 
a  plant  on  every  corner.  But  its  b; 
buildout  allows  it  to  adopt  a  standan 
ization  model  similar  to  McDonald 
Corp.  or  Wal-Mart  Stores  Inc.  durin 
construction  and  afterwards.  The  cooki 
cutter  approach,  handled  by  Calpine 
in-house  construction-management  an 
design  subsidiary,  means  fewer  exper 
on  board.  It  also  gives  Calpine  majc 
economies  of  scale.  That's  one  reasol 
Calpine's  capital  cost  per  kilowatt-hoi 
is  10%  below  the  industry  average, 
also  runs  plants  cheaper  with  less  label 
by  rotating  crews  to  plantf 
clustered  in  an  area.  An| 
most  of  its  plants 
nonunion. 

Cartwright  is  looking  bej 
yond  the  current  downtt 
and,  his  spat  with  Cisc 
aside,  he  sees  technologl 
markets  as  a  big  opportun 
ty.  Recently,  Calpine  starte 
a  c*Power  Inc.  subsidiar 
that  specializes  in  powe 
systems  for  server  farm  I 
and  other  ravenous  tec 
users  that  require  ultra 
reliable  power  supplies.  Right  no\ 
though,  Calpine  is  doing  just  fine  sellinj 
the  regular  type.  And  if  Cartwright 
stay  the  course,  the  company  could 
up  to  its  marketing  slogan:  "We're  Re 
powering  America." 

By  Douglas  Robson,  with  Cliff  Ed 
wards,  in  Sa?i  Mateo,  Calif,  and  uritl 
Janet  Ginsburg  in  Chicago 
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we  increase 
jiyour  productivity^]^  cut 

I  your  printing  costs? 

^  Sure,  we  pioneered  digital  copiers. 

And  yes,  we're  the  fastest  growing  maker  of 
network  printers  in  key  markets. 
'      But  what  keeps  our  customers  coming  back 

in  more  than  120  countries  is  our  uncompromising 
dedication  to  individual  output  needs. 
Talk  to  us. 
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coh-usa.com 
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COMMENTARY 


By  Peter  Coy 


HOW  TO  DO  DEREGULATION  RIGHT 


With  its  rolling  blackouts  and 
near-bankrupt  utilities,  Califor- 
nia has  given  electricity  dereg- 
ulation a  bad  name.  That's  too  bad. 
Done  right,  deregulation  of  electrici- 
ty can  lower  costs,  improve  reliabili- 
ty, encourage  technological  innova- 
tion, and  even  promote  conservation. 

But  doing  it  right  requires  politi- 
cal courage.  For  instance,  it  means 
making  people  pay  extra  if  they 
want  to  blast  their  air-conditioning 
when  the  electrical  grid  is  verging  on 
meltdown.  It  also  requires  the  humil- 
ity to  learn  from  the  rest  of  the 
world.  Britain,  New  Zealand,  and 
Australia,  among  others,  are  ahead 
of  the  U.  S.  in  electricity  deregula- 
tion. If  they  can  do  it,  there's  no  rea- 
son the  U.  S.  can't. 

While  the  details  of  deregulation 
are  complex,  the  principles  underly- 
ing them  are  simple  and  universal. 
First  and  foremost: 
■  Make  prices  reflect  costs.  The 
biggest  flaw  in  most  deregulatory 
schemes  to  date — notably  Califor- 
nia's— is  that  regulators  and  politi- 
cians have  insulated  consumers  from 
the  true  cost  of  the  electricity  they 
use.  California  Governor  Gray  Davis 
acknowledged  as  much  when  he  said 
recently:  "Believe  me,  if  I  wanted  to 
raise  rates,  I  could  have  solved  this 
problem  in  20  minutes." 

When  prices  are  frozen,  customers 
have  no  incentive  to  limit  their  con- 
sumption, so  all  of  the  adjustment 
has  to  come  on  the  supply  side. 
That's  bad,  because  at  times  of  peak 
use,  it  takes  huge  price  increases  to 
call  forth  even  small  increases  in  out- 
put. Power  producers  have  to  fire  up 
old  plants  that  are  expensive  to  op- 
erate or  run  their  mainstream  plants 
at  above  their  rated  capacity,  causing 
costly  wear  and  tear;  or  import  pow- 
er from  far  away  and  pay  big  fees 
for  transmission.  A  chart  of  the  mar- 
ginal cost  of  producing  electricity 
when  usage  is  high  looks  like  a  hock- 
ey stick  (page  114).  To  put  it  another 
way,  the  true  cost  of  running  your 
dishwasher  during  peak  demand  may 
be  100  times  higher  than  the  cost  at 
times  of  low  demand. 

It's  not  as  if  customers  are  getting 
away  with  a  bargain  by  paying 


Let  peak  rates  reflect 

peak  costs,  and 
shortages  will  vanish 


frozen  rates.  First,  there's  the  dan- 
ger of  blackouts.  Second,  there's  the 
fact  that  electricity  suppliers  can't 
sell  below  cost  for  long  without  hav- 
ing to  raise  money  from  someone. 
That's  what's  happening  in  California. 


Inevitably,  much  of  the  burden  of 
covering  the  utilities'  deficits  will  be 
borne  by  their  customers  and  tax- 
payers (who,  of  course,  are  pretty 
much  the  same  people). 

The  good  news?  Bringing  prices  in 
fine  with  costs  makes  a  huge  differ- 
ence. Eric  Hirst,  an  industry  consul- 
tant in  Oak  Ridge,  Tenn.,  estimates 
that  at  periods  of  peak  demand,  cut- 
ting usage  by  as  little  as  5%  can  cut 
the  price  by  as  much  as  55%.  And 
it's  not  even  necessary  to  subject  all 
customers  to  fluctuating  prices.  Big 
cuts  in  peak  demand  can  be  achieved 
by  signing  up  big,  sophisticated  in- 
dustrial and  commercial  customers 
for  variable  rates — which  they're 
happy  to  pay  if  it  lowers  their  aver- 
age outlay.  Of  course,  the  drop  in 
peak  demand — and  prices — is  more 
dramatic  if  household  users  throttle 
back  when  supplies  are  tight,  too. 
■  Respect  physics.  Electrons  don't 
honor  corporate  or  political  bound- 
aries. The  electrical  grid  is  like  a 
network  of  canals  in  which  water 

(electrical  current)  is 
TOUGH  JOB:       poured  in  at  one  place 
A  worker  and  drawn  out  at  an- 

in  California  other.  So  if  a  genera- 
monitors  tor  in  one  state  pro- 

the  grid  duces  electricity  for  a 

customer  in  another, 
the  power  often  spills  over  onto 
transmission  lines  that  are  owned  by 
other  interconnected  utilities  hun- 
dreds of  miles  out  of  the  way.  That's 
unfair  to  those  other  utilities.  It's 
also  a  recipe  for  blackouts,  because 
utilities  won't  build  needed  transmis- 
sion lines  if  they  feel  they  won't  be 
fairly  compensated  for  their  use.  In- 
deed, the  ratio  of  transmission-line 
mileage  to  peak  summer  demand  has 
been  falling  steadily  since  the  late 
1980s  (chart,  page  114). 

In  the  early  years  of  deregulated 
wholesale  power  sales,  utilities  defied 
physics  and  charged  for  transmission 
capacity  as  if  electricity  flowed 
straight  from  the  contractual  seller 
to  the  contractual  buyer.  But  the 
Federal  Energy  Regulatory  Commis- 
sion has  realized  that  the  accounting 
must  conform  to  the  way  electricity 
really  sloshes  around.  So  it's  encour 
aging  utilities  to  stop  bickering  over 
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&   Greetings  from  the  Internet 


>>  treat    me 


right , 


treat    Pie     good 


treat    ne    like    you    really 


should  . 


>>your    data 


Your  data  doesn't  ask  for  much  as  it  travels  the  Internet.  Just  a  little  customer  service  if  Internet  traffic 
turns  to  gridlock  and  fingers  start  pointing.  With  Internap,  things  are  different.  Our  wily  engineers  monitor  the 
traffic  flow  across  all  major  backbones,  so  they  can  prevent  your  data  from  becoming  a  victim  of  the  Internet's 
inefficiencies.  Data  gets  all  the  respect  it  deserves,  day  or  night.  To  learn  more,  visit  www.internap.com 
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accounting  and  pool  their 
wires  into  a  handful  of 
large,  for-profit  regional 
transmission  organizations. 
These  groups  will  operate 
the  grids  andlbuild  new 
power  lines  where  they're 
most  needed  from  the  per- 
spective of  the  entire  re- 
gion. The  rtos  aren't  per- 
fect, and  many  of  their 
features — such  as  how  their 
profits  will  be  split  among 
member  utilities — are  still 
unclear.  But  they're  a  step 
in  the  right  direction. 

■  Stamp  out  abuse.  Severin 
Borenstein  of  the  Universi- 
ty of  California  at  Berkeley 
and  other  economists  have 
concluded  that  some  power 
sellers  cut  output  in  Califor- 
nia to  lower  supply  and  drive  up  the 
price  received  by  their  other  plants. 
They  were  simply  taking  advantage 
of  a  flawed  deregulatory  system,  but 
market  manipulation  is  wrong  and 
must  be  stopped.  On  Mar.  9,  the 
Federal  Energy  Regulatory  Commis- 
sion ordered  13  power  sellers  to  jus- 
tify some  of  their  high  prices  or  re- 
fund $69  million.  But  that's  a  slap  on 
the  wrist.  If  imbalances  can't  be 
cured  quickly,  it  may  be  necessary  to 
break  up  big  power  sellers  so  they 
don't  have  enough  market  share  to 
raise  prices  by  withholding  output. 
Meanwhile,  Harvard  University 
economist  William  W.  Hogan  advo- 
cates reining  in  suspected  manipula- 
tors by  capping  how  much  they  can 
offer  to  sell  their  power  for.  Hogan 
says  such  caps  are  less  distorting 
than  ordinary  price  caps  because 
they  affect  only  the  alleged  bad 
guys.  The  market  price  could  still  go 
above  the  manipulators'  cap  if  there 
were  a  genuine  shortage  of  power. 

■  Conserve.  Reducing  the  consump- 
tion of  electricity  isn't  just  good  for 
the  environment — it  makes  the  grid 
more  stable  and  saves  money,  too. 
Amory  B.  Lovins,  ceo  of  the  Rocky 
Mountain  Institute  in  Snowmass, 
Colo.,  argues  that  new  technologies 
could  cut  U.  S.  electricity  consump- 
tion by  75%.  While  most  analysts  put 
the  number  lower,  there's  little  doubt 
that  businesses  and  homeowners 
could  cut  usage  dramatically  through 
simple  measures  such  as  installing 
more  efficient  lighting  and  air  condi- 
tioning. One  problem  is  that  utilities 
largely  got  out  of  the  energy-saving 
"negawatt"  business  when  they  were 
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SAN  FRANCISCO:  Consumers  pay  for  low  prices 


deregulated,  and  private  energy-ser- 
vice companies  have  been  slow  to 
pick  up  the  slack.  Richard  T  Sper- 
berg,  ceo  and  president  of  Onsite 
Energy  Corp.  in  Carlsbad,  Calif.,  and 
a  past  president  of  the  National  As- 
sociation of  Energy  Service  Compa- 
nies, says  outfits  like  his  have  been 
hampered  by  a  lack  of  skilled  engi- 
neers and  the  difficulty  of  educating 


PEAK  DEMAND  STRAINS 
POWER  GENERATION... 


▲  PRICE  PER  MEGAWATT-HOUR  IN  DOLLARS 
"DAY-AHEAD  BIDS  IN  CALIFORNIA  FOR  JUNE  27,  2000 


...AND  TRANSMISSION 

LINES  HAVEN'T  KEPT  UP 


220 


k  RATIO  OF  MILES  OF  LINES  TO  GIGAWATTS 
OF  PEAK  SUMMER  DEMAND 

Data:  California  Power  Exchange,  North  American 
Electric  Reliability  Council,  Eric  Hirst 


potential  customers — so  far.  If  rates 
ever  start  reflecting  costs,  Sperberg 
and  his  colleagues  will  have  to  fight 
off  customers  with  a  stick. 

■  Don't  overbuild.  Alarmed  by  Cali- 
fornia's blackouts,  the  Bush  Adminis- 
tration and  utility  commissioners  in 
many  states  have  vowed  to  smooth 
the  way  for  a  surge  in  power-plant 
construction.  That's  not  the  answer. 
While  some  construction  is  needed, 
it's  cheaper  to  close  the  supply-de- 
mand gap  by  encouraging  conserva- 
tion— using  prices  to  lower  peak  con- 
sumption. Today,  with  no  peak- 
shaving  incentives  in  place,  some 
companies  are  building  plants  that 
may  operate  only  a  few  hours  a  year. 
That's  a  waste  of  resources. 

■  Learn  from  others.  By  now,  we 
know  what  works  and  what  doesn't, 
but  some  states  aren't  getting  the 
message.  California,  for  instance,  un- 
wisely deprived  its  independent  sys- 
tem operator  of  the  ability  to  coordi- 
nate generation  and  transmission, 
each  of  which  is  useless  without  the 
other.  Texas  is  doing  many  things 
right:  Next  year,  it  will  become  the 
first  state  to  deregulate  some  retail 
rates  for  big  customers,  representing 
40%  of  usage.  But  Harvard's  Hogan 
says  Texas  is  also  hamstringing  its 
independent  system  operator  and 
risks  "California-like  problems." 
Hogan  says  the  feds  should  push 
states  in  the  right  direction:  "The 
time  for  vacillation  is  over." 

Electricity  deregulation  isn't  sim- 
ple. But  it's  not  impossible,  either. 
By  applying  a  little  good  sense,  Cali- 
fornia— and  the  rest  of  the  nation — 
can  still  get  this  one  right. 

Coy  is  associate  economics  editor. 
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WE  DIDN'T  JUST  JUMP  ON  THE 
NFRASTRUCTURE  BANDWAGON 

WE  BUILT  IT 


time  to  set  the  record  straight.  Long  before  our  competitors  even  added  the  word 
frastructure"  to  their  vocabulary,  we  were  busy  creating  it.  Since  we  first  launched 

icenter?  it  has  become  the  de  facto  global  standard  for  managing  eBusiness 
•astructure.  But  we  didn't  stop  there-we're  also  the  world  leader  in  security  and  storage 
tware.  Every  day,  our  software  handles  over  180  million  transactions,  protects  $50  billion 
wire  transfers  and  stores  40  million  security  exchanges.  Expertise  doesn't  happen 
(might.  It's  taken  25  years  of  hard  work  and  leadership  to  get  to  be  the  best.  So 
'en  we  say  you  can  trust  every  one  of  our  18,000  employees  around  the  world  to  deliver 

software  and  service  that  your  eBusiness'  success  depends  on,  we  really  mean  it. 


Computer  Associates1 


-LP  TOMORROW  I  WE  ARE  COMPUTER  ASSOCIATES  I  THE  SOFTWARE  THAT  MANAGES  eBUSINESS" 


ca.com 


.0!  Computer  Associates  International,  Inc.  (CA).   All  trademarks,  trade  names,  service  marks,  and  logos  referenced  herein  belong  to  their  respective  compan.es. 
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BY  MICHAEL  J.  MANDEL  AND  ROBERT  D.  HDF 

Everywhere  we  look,  the  once-limitless  promise  of  the  Internet  ap- 
pears to  be  fading.  The  dot-coms  that  were  supposed  to  topple  in- 
dustry giants  have  mostly  vanished.  The  last  of  the  Net's  bluest- 
chips  are  on  the  ropes.  No.  1  e-tailer  Amazon.com  Inc.  can't  extract 
a  profit  from  its  $2.8  billion  in  sales,  leading  some  to  predict  it  will 
run  out  of  money.  And  on  Mar.  7,  one  of  the  few  profitable  Web 
companies,  portal  Yahoo!  Inc., 
said  it  would  badly  miss  sales 
projections  for  the  first  quar- 
ter. Internet  stocks  are  in  free 
fall,  many  of  them  lucky  to 
top  a  buck  a  share — sending 
billions  of  dollars  of  invest- 
ment up  in  smoke. 

And  the  collapse 
isn't  stopping  at  the  dot-coms, 
as  the  once-untouchable 
makers  of  the  networking 
and  computer  gear  that  serve 
as  the  Internet's  foundation 
are  also  on  the  run.  On 
Mar.  9,  network  equipment 
maker   Cisco   Systems    Inc. 
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jolted  the  market  with  its  second  warning  of  slower  growth  to 
come,  announcing  its  first-ever  widespread  layoffs.  That  fol- 
lowed a  warning  of  slowing  sales  in  late  February  from  Sun 
Microsystems  Inc.,  whose  servers  run  countless  Web  sites. 

Now,  the  mounting  woes  of  the  Internet  sector  seem  to  be 
spreading  to  the  rest  of  the  economy.  Just  as  the  rollout  of 
the  Internet  helped  fuel  the  boom  of  the  1990s,  the  evapora- 
tion of  Net  euphoria  is  helping  drag  down  consumer  confi- 
dence and  corporate  capital  spending,  not  to  mention  the 
stock  market  (chart).  Since  the  beginning  of  the  year,  the 
Standard  &  Poor's  500-stock  index  is  down  12%,  and  the 
U.S.  economy  looks  ready  to  slide  into  its  first  tech-trig- 
gered recession. 

But  look  beyond  the  current  economic  and  market  plight, 
and  a  different  picture  emerges.  As  with  any  new  technology, 
the  early  years  of  the  Internet  have  been  a  learning 
process — and  here's  what  we  now  know.  First,  the  Internet 
was  supposed  to  change  everything.  That's  just  plain  wrong. 
The  reality  is,  there  was  no  way  that  a  single  technology 
could  fulfill  such  an  extravagant  promise. 

Instead,  it  turns  out  that  the  transformative  power  of  the  In- 
ternet is  being  felt  unevenly.  There  are  plenty  of  industries  and 
situations  where  the  Net  has  the  potential  to  be  revolutionary, 
as  its  most  enthusiastic  backers  had  predicted,  and  their  num- 
ber will  only  widen  as  new  technologies  such  as  broadband 
come  into  widespread  use.  But  clearly  in  much  of  the  economy, 
the  Internet  offers  incremental  payoffs  without  substantially  al- 
tering core  businesses.  And  even  in  industries  where  the  Net 
can  effect  profound  change,  institutional  barriers  and  business 
inertia  mean  the  big  gains  may  not  come  for  years. 

Strip  away  the  highfalutin  talk,  and  at  bottom,  the  Internet 
is  a  tool  that  dramatically  lowers  the  cost  of  communication. 
That  means  it  can  radically  alter  any  industry  or  activity  that 
depends  heavily  on  the  flow  of  information.  In  areas  such  as 
financial  services,  the  process  is  well  under  way.  In  other  in- 
formation-intensive industries,  such  as  entertainment,  health 
care,  government,  and  education,  the  potential  lies  in  the 
future  (table).  But  it's  there.  Says  Gary  E.  Rieschel,  executive 
managing  director  at  Softbank  Venture  Capital,  one  of  the 
biggest  backers  of  Internet  ventures:  "The  Internet  is  about 
communications,  and  people  have  never  at  any  time  in  histo- 
ry stopped  wanting  to  communicate." 

That  means  the  Internet  can  dramatically  reduce  the  cost  of 
both  consumer  and  business  transactions.  It  also  can  improve 
coordination,  both  within  and  across  companies,  while  giving 
them  direct  contact  with  consumers.  "The  reality  is  that  e-busi- 
ness is  a  tremendous  tool  for  cost  reduction,  it's  a  tremendous 
tool  to  help  you  get  closer  to  your  customer,  it's  a  tremendous 
tool  for  what  used  to  be  called  Old  Economy  companies  to  ap- 
ply to  our  current  processes,"  says  Brian  P.  Kelley,  vice-pres- 
ident of  global  consumer  services  at  Ford  Motor  Co.  and  the 
architect  of  most  of  the  auto  maker's  e-business  initiatives. 

Over  the  coming  decade,  the  biggest  gains  will  come 
from  restructuring  the  way  work  is  done  within  compa- 
nies. The  Net  can  become  the  communications  backbone 
for  everything  from  linking  supply  chains  for  speedy  product 
turnarounds  to  storing  employee  expertise  so  that  co-work- 
ers can  tap  into  ready-made  knowledge  instead  of  starting 
from  scratch.  Says  Massachusetts  Institute  of  Technology 
economist  Erik  Brynjolfsson:  "Most  of  [the  Net's  benefits] 
will  come  in  changes  to  business  practices  and  organiza- 
tion. What  really  matters  is  when  companies  and  markets 
reorganize." 

Given  the  crucial  role  of  communication  and  information, 
the  long-term  impact  on  economic  growth  could  be  substantial. 
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WHERE  THE  INTERNET 
MAY  BE  REVDLUTIDNARY... 

These  information-intensive  industries  are  good 
candidates  to  be  transformed  by  the  Web 
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Most  financial  services  can  potentially  be  handled 
electronically.  But  so  far,  banks  can't  even  figure 
out  a  good  way  of  letting  people  pay  bills  online. 

irnrmrnrn 

Much  of  entertainment  can  easily  be  digitized. 
But  no  one  knows  how  to  make  money  yet,  and 
the  technology  is  lagging. 

■HJUJIJIH 

The  benefits  of  shifting  health-care  transactions 
to  the  Web  could  be  enormous.  But  so  are  the  in- 
stitutional barriers. 
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E-learning  could  cut  the  costs  of  education,  but 
only  at  the  price  of  making  education  more 
impersonal. 

limil'N'LJ 

Delivering  information  to  citizens  electronically 
m       has  enormous  appeal,  but  requires  massive 
i    imf   investments. 


...AND  WHERE  THE  IMPACT 
MAY  BE  INCREMENTAL 

Industries  where  information  plays  a 
relatively  small  role 


in/mm 

jffgf  The  glitzy  Web  sites  got  all  the  attention.  But 
rj-l  dot-com  success  turned  more  on  who  had  the 
L^  *  best  logistics. 

HUUJII1III 


IT, 


G3 


Web-enabled  supply  chains  and  intranets  are 
important,  but  ultimately  a  manufacturer  lives  or 
dies  on  the  quality  of  its  goods. 
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Online  travel  sites  are  popular,  but  the  ultimate 
constraint  on  travel  is  the  physical  capacity  of 
the  air  and  road  systems. 

IJiI'MI 

Online  energy  exchanges  get  the  publicity,  but 
power  generation  and  transmission  capabilities 
will  have  the  bigger  economic  impact. 


he  Internet  could  add  up  to  0.4  per- 
;ntage  points  to  annual  productivity 
•owth  over  the  next  five  years,  ac- 
•rding  to  new  research  from  the 
rookings  Institution.  "We're  looking  at 
i  improvement  in  income  per  person 
roughly  $1,500  in  2010,"  says  Robert 
.  Litan,  director  of  economic  studies 
Brookings,  who  led  the  study,  along 
ith  Alice  M.  Rivlin,  former  vice-chair- 
an  of  the  Federal  Reserve.  And  this 
timato  doesn't  take  into  account  the 
rther  gains  that  would  come  should 
oadband  be  affordably  piped  into 
ery  home,  making  interaction  with 
e  Internet  far  richer. 
If  applied  right,  ultimately,  the  In- 
rnet  could  boost  the  rate  of  innova- 
>n  by  increasing  the  speed  at  which 
jas  spread  between  companies,  with- 
economies,  and  across  countries, 
ith  more  information  available,  new 
eas  will  get  noticed  and  put  into 
actice  faster.  "The  Internet  is  the 
end  of  companies  making  products 
at  are  truly  unique  and  different," 
ys  Gary  Hamel,  chairman  of  the  San 
•ancisco  office  of  consulting  firm 
rategos.  "That  means  the  premium 
*  real  innovation  will  go  up." 
UE  GRIT.  But  the  very  strengths  of 
e  Internet  are  also  its  limitations, 
st  because  communication  is  ubiqui- 
ls  doesn't  mean  it's  everything.  The 
it  five  years  have  taught  us  that  in 
iustries  such  as  retailing,  manufac- 
"ing,  and  transportation,  physical  fac- 
■  overpower  the  virtual.  E-tailing 
*ns  out  to  be  more  about  which  com- 
ny  is  best  at  moving  boxes  around 
;her  than  who  has  glitziest  Web  site 
the  biggest  virtual  store  on  earth, 
nking  supply  chains  over  the  Net 
ts  costs  and  improves  response 
nes,  but  ultimately  manufacturers 
cceed  or  fail  if  they  develop  good 
aducts  and  figure  out  how  to  pro- 
ce  them  at  low  cost  and  high  quality, 
iline  airline  reservation  systems  can 
prove  customer  convenience  and 
Dst  the  revenue  yield  per  passenger, 
t  they  can't  do  anything  about  long 
lays  caused  by  runaway  congestion,  too  few  loading  gates, 
Liquated  air  traffic  control  systems,  and  mechanical  diffi- 
ties  on  airplanes. 

Even  in  areas  where  the  Internet  can  play  a  central  role, 
J  big  changes  are  not  going  to  come  overnight,  as  in- 
stors  have  found  to  their  chagrin.  Some  of  the  information- 
ensive  industries  where  the  Internet  could  have  its  biggest 
ect  are  also  the  ones  where  institutional  and  regulatory 
rriers  are  the  highest  and  vested  interests  are  the 
ongest.  In  health  care  and  education,  for  example,  the 
ssible  benefits  from  widespread  use  of  the  Web  are  enor- 
■us,  but  it's  going  to  happen  in  baby  steps,  over  time, 
lat's  more,  it's  a  difficult,  painful,  and  slow  process  to  re- 


Withnut  advanced  technology 
such  as  broadband,  the  Net  will  take 
longer  to  fulfill  its  promises 


structure  companies  and  markets.  "We  have  cherry-picked 
some  of  the  easy  projects,"  says  Andrew  McAfee,  a  Harvard 
Business  School  professor  who  has  studied  how  businesses  use 
the  Internet. 

In  the  end,  it  turns  out  that  the  speed  of  Internet  time 
has  more  to  do  with  the  capital  markets  than  with  the 
pace  of  technology  adoption.  The  enormous  amounts  of  ven- 
ture capital  available  to  startups  drove  companies  to  grow 
far  faster  in  a  few  short  years  than  the  underlying  infra- 
structure or  consumer  demand  could  support.  In  fact,  the 
eventual  benefits  of  the  Web  should  be  measured  over  a 
decade.  "People  had  higher  expectations  for  the  next  couple 
of  years  than  are  likely  to  be  realized,"  says  Jeffrey  P.  Be- 
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zos,  CEO  of  Amazon.com.  "And  people  have  much 
lower  expectations  for  the  next  couple  of  years  than 
are  likely  to  be  realized  over  the  next  10  years." 

That  may  help  explain  the  current  confusion  about 
the  future  of  the  Internet.  On  one  hand,  Internet 
usage  continues  to  rise,  and  consumer  e-commerce 
sales  are  up  by  67%  over  a  year  earlier,  according  to 
the  Census  Bureau.  "Our  research  doesn't  show  any 
downturn  in  consumer  behavior,"  says  Mary  Modahl, 
vice-president  of  marketing  at  Forrester  Research. 
GOT  WEB?  That's  why  Internet  optimists  are  refusing 
to  retreat.  Analyst  Mary  Meeker  of  Morgan  Stanley 
Dean  Witter  is  urging  Net  leaders  such  as  Amazon, 
Yahoo,  and  aol  Time  Warner  to  band  together  in  a 
Got  Milk?-style  marketing  campaign  promoting  the 
idea  that  the  Web  is  alive  and  well.  Another  group, 
led  by  Michael  Tchong,  ceo  of  technology  consultant 
Iconocast  Inc.,  has  launched  a  Back  the  Net  cam- 
paign to  urge  people  to  buy  something  online  or  10 
shares  in  a  Net  company  on  Apr.  3. 

Such  Webfests,  however,  aren't  likely  to  change 
the  minds  of  burned  investors  or  restore  the  once- 
buoyant  expectations  for  the  Net.  For  instance, 
Merrill  Lynch  &  Co.  analyst  Henry  M.  Blodget  re- 
cently reduced  his  expectations  for  how  much  retail 
sales  will  go  online  to  only  5%  to  10%,  down  from 
10%  to  15%  he  envisioned  just  a  few  months  ago. 
Even  Bradford  C.  Koenig,  head  of  the  technology 
banking  practice  at  Goldman,  Sachs  &  Co.,  which  un- 
derwrote many  of  the  hottest  Net  initial  public  of- 
ferings, has  lost  confidence  in  pure  Internet  compa- 
nies: "The  notion  of  an  Internet  company  is  no  longer 
viable." 

But  that's  too  pessimistic.  In  fact,  part  of  the  problem 
was  that  much  of  the  investment  flowed  into  areas  where  the 
Internet  is  incremental  rather  than  revolutionary.  Take  re- 
tailing. The  hyped  consumer  dot-coms  were  supposed  to  blow 
away  their  brick-and-mortar  counterparts.  But  it  turns  out 
that  the  importance  of  information  and  communication  in  re- 
tailing— the  Internet's  forte — is  much  smaller  than  the  role  of 
logistics.  How  much  smaller?  According  to  Softbank's 
Rieschel,  it  takes  between  $15  million  and  $25  million  to 
build  a  top-of-the-line  Web  site.  Yet  it  costs  at  least  $150  mil- 
lion to  build  a  warehouse  and  distribution  system  for  a  con- 
sumer Web  operation.  "The  Internet 
only  solved  10%  of  the  process,  the 
front-end  purchase  process,"  says  Ri- 
eschel. "What  we  really  needed  to 
do  was  fund  the  back  end." 

All  across  retailing,  the  Internet  is 
no  longer  seen  as  the  800-pound  go- 
rilla. For  example,  a  year  ago,  the 
prevailing  wisdom  was  that  old-fash- 
ioned auto  dealers  were  going  to  be 
passe.  But  so  far,  that  hasn't  turned 
out  to  be  true.  "There  hasn't  been 
the  massive  shift  to  buying  cars  on- 
line that  we  thought  there  would  be 
18  months  ago,"  admits  Mark  T. 
Hogan,  president  of  e-GM,  the  auto 
maker's  online  consumer  unit. 

And  there's  growing  evidence  that 
shoppers  on  the  Net  are  supersensi- 
tive to  price,  according  to  Austan 
Goolsbee,  an  economist  at  the  Uni- 
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versity  of  Chicago.  The  implication  is  that  any  profits  e-taile 
might  make  could  be  short-lived  as  competition  drives  pric 
down  on  the  Web.  "Now,  retail  once  again  looks  like  a  brut;  | 
low-margin  business,"  says  Goolsbee. 

The  Internet  was  also  supposed  to  transform  markets  1  I 
wiping  out  the  middlemen.  Real  estate  agents,  for  exampl 
were  expected  to  dwindle  away  as  buyers  located  homes  (  p, 
the  Web  while  paying  lower  commissions.  But  the  rever; 
turned  out  to  be  true,  since  the  number  of  real  estate  agen  •  . 
has  grown  rather  than  fallen.  "Studies  have  shown  that  pe  m 
pie  who  use  the  Internet  use  Realtors  more  than  those  wl  w  | 
don't,"  says  Stuart  Wolff,  ceo  of  Homestore.com  Inc.,  tl 
largest  home  and  real  estate  related  site. 

Perhaps  the  biggest  surprise  is  the  compar 
tively  limited  impact  that  the  Internet  may  ha^  ^ 
on  manufacturing.  To  be  sure,  there  is  no  doul 
that  e-business  has  become  an  essential  part  of  ar  I . ■. 
manufacturer's  toolkit.  The  use  of  the  Intern  fri 
can  reduce  inventories,  take  costs  out  of  the  supp 
chain,  and  eliminate  unnecessary  transactions.  Cc  i 
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laboration  can  also  speed  up  product 
development,  e-marketplaces  can  lower 
the  cost  of  components  and  other  sup- 
plies, and  detailed  info  on  customers 
can  help  customize  products  to  snag 
bigger  orders  or  even  help  determine 
which  customers  aren't  cost-effective. 
At  Procter  &  Gamble  Co.,  a  Web-based 
information-sharing  network  makes  it 
easier  to  collect  and  evaluate  new  prod- 

duct  ideas  from  the  company's  far-flung 
workforce  of  110,000  people. 

Nevertheless,  at  the  end  of  the  day, 
manufacturers  are  still  in  the  business 
of  making  things,  not  simply  moving 
bits  and  bytes  around.  Wheels  have 
to  be  bolted  onto  the  car,  circuit  boards 
have  to  be  installed  in  the  router — 
and  that  has  to  be  done  physically. 

To  understand  how  this  limits  the 
impact  of  the  Internet  in  manufactur- 
ing, look  at  the  example  of  Cisco,  the 
communications  equipment  maker  that 
is  universally  regarded  as  the  poster 
company  for  using  the  Web.  Some  68% 
of  Cisco's  orders  are  placed  and  ful- 
filled over  the  Web  and  70%  of  its  ser- 
vice calls  are  resolved  online.  Cisco  is 
in  the  process  of  linking  all  of  its  con- 
tract manufacturers  and  key  suppliers 
into  an  advanced  Web  supply-chain 
inagement  system,  dubbed  eHub.  This  speeds  up  the  rate 
which  information  about  demand  is  distributed  to  suppliers. 
According  to  Cisco's  own  calculations,  its  payoff  from  its 
3  of  the  Internet  amounts  to  $1.4  billion  per  year,  or  7%  of 
les.  If  the  rest  of  manufacturing  could  even  do  half  as 
;11  as  Cisco  in  using  the  Internet,  that  would  cut  an  im- 
-ssive  $150  billion  from  annual  manufacturing  costs.  But 
;se  figures  need  to  be  put  in  perspective.  A  7%  reduction  in 
sts  is  nothing  to  sneeze  at,  but  it  is  not  the  radical  reduc- 
n  in  costs  that  would  signal  a  revolution. 
OW  AS  MOLASSES.  And  while  supply  chains  linked  over  the 
;t  are  more  responsive  than  their  predecessors,  they  have 
jir  limits,  too.  "The  flexibility  now  being  demanded  by 
stomers  exceeds  the  physics  of  what  the  supply  chain  can 
;ually  deliver,"  says  Kevin  R.  Burns,  chief  materials  officer 
■  contract  manufacturer  Solectron  Corp.,  whose  big  cus- 
ners  include  Cisco  and  IBM.  Now  that  companies  have 
itched  to  Web-based  models,  he  notes,  they  expect  to  be 
e  to  ramp  up  or  halt  production  of  a  product  within  weeks. 
Col  t  it  still  takes  at  least  three  months  to  get  a  specially  de- 
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signed  chip  made  in  a  Tai- 
wanese foundry  and  around  40 
weeks  to  order  an  LCD  screen. 
And  while  the  unprecedent- 
ed communications  capabilities 
of  the  Web  should  enable  cor- 
porations and  markets  to  be 
organized  in  new  ways,  it's  go- 
ing to  take  longer  than  propo- 
nents expected.  "At  the  market- 
place level,  I  haven't  seen  radical 
changes  brought  on  by  the  Inter- 
net," says  McAfee.  "It's  going  to 
be  a  much  more  gradual  process." 
While  the  obstacles  don't  dis- 
appear, it's  easier  to  see  the  far- 
reaching  potential  of  the  Inter- 
net in  those  industries  that  are 
primarily  about  moving  informa- 
tion rather  than  truckloads  of 
goods.  Take  financial  services.  In 
many  ways,  financial  products  are 
ideally  suited  to  the  Internet, 
since  they  deal  only  with  infor- 
mation. Indeed,  a  recent  Goldman 
Sachs  survey  reported  that  63% 
of  financial  companies  had  sold 
their  products  through  an  e-mar- 
ketplace or  a  Web  site,  the  high- 
est of  any  industry. 

The  Internet  is  already  well  on 
its  way  to  transforming  financial 
services.  Online  brokers  such  as 
E*Trade  Group  Inc.  have  com- 
pletely changed  how  the  retail 
brokerage  business  worked.  And 
Internet  services  are  now  offered 
by  nearly  every  U.S.  bank  and 
credit  union.  Bank  of  America 
says  it's  signing  up  130,000  on- 
line customers  a  month,  giving  it 
more  than  3  million  Internet  cus- 
tomers. Citigroup  has  2.2  million, 
Wells  Fargo  &  Co.  more  than  2.5 
million.  FleetBoston  Financial 
Corp.,  the  nation's  seventh-largest 
bank,  combined  its  online  bank- 
ing services  with  its  online  brokerage  business,  Quick  & 
Reilly,  and  its  online  customer  base  jumped  50%,  to  more  than 
1  million  customers,  which  is  35%  of  the  total  customer  base. 
But  as  in  the  case  of  entertainment,  technological  and  in- 
stitutional barriers  are  slowing  down 
the  eventual  gains.  Consider  online 
bill-paying,  widely  anticipated  to  be 
the  "sticky  app"  that  drives  traffic. 
The  benefits  of  paying  bills  on  the 
Net,  for  both  consumers  and  busi- 
nesses, could  be  enormous.  But  the 
technology  has  proven  exceptionally 
complicated,  and  it  has  hit  a  wall 
trying  to  penetrate  the  banking  in- 
dustry. Among  the  problems:  Banks 
and  billers  have  been  unable  to  agree 
on  how  bills  should  actually  appear 
online.  Still,  Bank  of  America  plans 
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Vice-president,  global 
consumer  services  and  chief 
of  e-biz  initiatives.  Ford  Motor 

ii  Today,  it's  easy  to 
believe  e-business  is 
not  all  that  impactful. 
The  reality  is  that  e- 
business  is  a 
tremendous  tool  for 
cost  reduction.  It's  a 
tremendous  tool  to 
help  you  get  closer  to 
your  customer.  It's  a 
tremendous  tool  for 
what  used  to  be 
called  Old  Economy 
companies  to  apply  to 
our  current 
processes.  The 
winners  will  be  those 
that  view  the  Internet 
as  a  complement  to, 
and  not  a  cannibal  of, 
their  traditional  way 
of  competing.  99 
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to  launch  a  big  ad  campaign  later  this  year  to  pro- 
mote its  bill-paying  service. 

And  then  there's  health  care.  Despite  the  tangible 
nature  of  many  medical  services,  health  care  has  a 
very  large  information  component  that  makes  it  a 
natural  for  Internet  applications.  Just  shifting  claims- 
processing  to  the  Web  could  save  $20  billion  a  year, 
according  to  the  Brookings  economists.  At  Merck- 
Medco  Managed  Care,  the  nation's  leading  provider 
of  prescription  drug  care,  it  costs  a  matter  of  cents 
to  handle  a  prescription  order  on  the  Internet,  as  op- 
posed to  more  than  $1  through  other  methods,  notes 
Stephen  J.  Gold,  senior  vice-president. 
broadband  s  PROMISE.  But  there  are  enormous  in- 
stitutional barriers.  For  one,  privacy  considerations 
may  slow  down  the  full  shift  of  health-care  records 
to  the  Web.  Moreover,  health-insurance  companies, 
doctors,  and  hospitals  are  unwilling  to  give  up  con- 
trol of  patient  records 
and  insurance  payments 
to  a  third  party.  This  re- 
luctance helped  frustrate 
WebMD  and  Healtheon, 
which  expected  to  lead 
a  restructuring  of  health 
care  by  moving  many 
claims,  payment,  and  re- 
lated processing  services 
to  the  Net.  WebMD's  ef- 
forts to  provide  real- 
time payment  capabilities 
were  shunned  by  insur- 
ers and  HMOs,  who  prefer 
the  current  cumbersome 
process  that  lets  them 
hold  onto  the  money 
longer. 

There's  also  the  tech- 
nology factor.  In  the  long 
run,  realizing  the 
promise  of  the  Net  will 
depend  on  the  wide- 
spread introduction  of 
advanced  technologies 
such  as  broadband  to  the  home 
and  high-speed  wireless.  With 
broadband  connections  over  tele- 
phone or  cable-television  lines, 
consumers  will  be  able  to  watch 
TV-quality  video  clips  of  the  NCAA 
basketball  tournament  or  down- 
load crystal-clear  music  files  faster 
than  ever  before.  What's  more, 
they're  more  likely  to  use  the  Net 
because  they'll  always  be  con- 
nected and  won't  have  to  spend 
minutes  dialing  into  the  Net  each 
time  they  want  to  visit  a  site. 

The  problem  is  that  getting  the 
new  technologies  in  place  may 
take  longer  than  expected.  Finan- 
cially stressed  telecom  companies 
are  slowing  down  the  roll  out  of 
broadband.  The  failure  of  small 


Vice-president  in  charge  of 
research  and  intellectual- 
capital  development,  Mercer 
Management  Consulting 

Li  In  the  slowdown, 
it's  a  huge  question 
whether  companies 
will  put  their 
e-business  projects 
on  the  shelf.  We  got 
high  growth  because 
of  dot-com  spending 
and  some  incumbent 
spending  to  respond 
to  the  threat.  With  the 
threat  gone  and 
demand  soft,  the 
tendency  to  consider 
this  stuff 

discretionary  is  very 
attractive.  That  view 
may  predominate,  ff 
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Retailers  found  out 
that  logistics  still  wins  the  day, 
not  glitzy  Web  sites 


telecom  providers  means  that  sub- 


scriber growth  may  slow  down  in  second-  or  third-tier  ma 
kets.  And  the  prices  for  high-speed  Internet  access  may  ri; 
sbc  Communications  Inc.  recently  raised  the  price  of  its  re 
idential  high-speed  Internet  service  by  25%,  or  $10  p< 
month,  which  is  likely  to  slow  its  adoption.  "Until  the  fou 
dation  of  Internet  infrastructure  gets  built  out,  we're  n 
going  to  see  any  consumer  Net  companies  emerging,"  sa 
Michael  Parekh,  managing  director  of  Internet  research 
Goldman  Sachs. 

In  the  end,  the  Internet  seems  likely  to  revolutioni 
mainly  communications-intensive  industries  and  activities, 
that  seems  too  limited,  remember  that  almost  every  brea 
through  technology  over  the  last  200  years  affected  some  a 
eas  of  the  economy  more  than  others.  The  automobile  trail 
formed  personal  transportation  and  patterns  of  housing  whi 
little  affecting  manufacturing.  Electricity  radically  alter 
manufacturing  practices  and  any  industry  that  was  power-! 
tensive,  while  not  having  an  enormous  effect  on  health  cat 
The  Internet  deserves  to  be  put  in  such  august  company. 
With  Linda  1 1  i  melstein  in  Silicon  Valley,  Dean  Fousi 
Atlanta,  J  omen  Midler  in  Detroit,  and  bureau  reports 
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IT  PAYS  TO  TEST  THE  WATERS. 


Marketing  is  an  expensive  proposition,  so  many  companies  test  their  ideas  beforehand.  This  process  is 
valuable,  but  often  proves  to  be  expensive  and  time-consuming.  So  Blue  Martini  Software  developed 
its  new,  powerful  campaign  management  software.  With  it,  you  can  test  offers,  messages,  ad 
campaigns,  and  immediately  determine  which  is  the  most  impactful.  And  the  results  are  tracked  in  real 
time,  allowing  you  to  react  quickly  and  adjust  accordingly.  To  test  how  this  can  improve  your 
communication,  visit  www.bluemartini.com/test. 

Blue  Martini  and  the  Blue  Martini  Software  logo  are  trademarks  of  Blue  Martini  Soflware,  Inc.  ©  2001  8lue  Martini  Softvv^- 
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COMMENTARY  By  Stephen  Baker 

A  NET  NDT  MADE  IN  AMERICA 


They  came  in  like  an  invad- 
ing army.  It  was  the 
American  dot-com  brigade, 
and  over  the  past  four 
years  it  swept  through  Eu- 
rope, Asia,  and  Latin  Ameri- 
ca. Cisco  Systems  Inc.  laid 
down  the  railways  and 
bridges.  Dell  Computer  Corp. 
and  Sun  Microsystems  sup- 
plied the  materiel.  Ama- 
zon.com Inc.  and  AOL  Time 
Warner  Inc.,  flanked  by  ven- 
ture capitalists,  attacked  the 
mass  online  markets.  Soon, 
these  foreign  frontiers  for  the 
Internet  were  operating  on 
the  U.S.  model.  The  goal:  a 
personal  computer  on  every 
office  desk  and  in  every  home, 
all  surfing  local  variants  of 
Amazon,  Yahoo!,  and  eBay. 
Analysts  even  devised  a  stan- 
dard to  measure  each  nation's 
progress:  how  many  months 
behind  the  U.  S.  in  terms  of 
Internet  penetration.  A  year 
ago,  France  was  24  months 
back,  Japan  18.  Whatever  the  pace,  everyone  seemed  to  be 
marching  in  formation. 

Now  foreign  dot-coms  seem  to  be  following  their  Ameri- 
can prototypes  over  the  financial  cliff.  But  while  these  com- 
panies and  their  investors  suffer,  the  Internet  proceeds. 
Like  tens  of  thousands  of  others  in  Paris,  I'm  logged  on 
now  through  a  broadband  hookup  that  was  unavailable  un- 
til a  year  ago.  I  order  books  from  Amazon.fr  and  Spanish 
Rioja  wine  through  a  site  in  Madrid.  Whether  or  not  these 
providers  go  bust,  the  Net  will  remain  a  force  in  France. 
And  the  rest  of  the  world  will  not  wait  for  new  leader- 
ship from  America.  In  fact,  non-U.  S.  users  could  well  drive 
the  Net  to  the  next  stage.  That's  because  these  days  every- 
one is  on  equal  footing  in  the  search  for  money-making  e- 
business  models.  What's  more,  growth  in  PC  sales  is  slowing. 

Net  consultant  Jupiter  Re- 
search 2000  even  predicts 
PC  penetration  in  Europe 
will  plateau  at  52%  of 
households  in  2005,  com- 
pared with  73%  in  the 
U.  S.  Thus,  the  Net  will 
likely  migrate  onto  other 
machines,  principally  the 
mobile  phone,  where  Asia 
and  Europe  dominate. 

Oh,  just  typing  these 
words  I  can  hear  rebuttals 
pouring  in  from  America. 
The  European  phone  com- 
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panies  will  go  broke  build 
ing  these  mobile  systems, 
and  they  made  a  mess  of 
the  first  generation  of  the 
wireless  Web.  The  Japa 
nese?  They're  just  a  bunc 
of  kids  sending  cartoons  C 
cell  phones!  But  let's  agre 
that  there  will  be  many 
failed  business  models  for 
the  mobile  Net.  That's  als 
true  of  the  PC-centric  Net 
GOLD.  The  advantage  of 
handheld,  Net-enabled  m; 
chines,  though,  is  that 
they  can  extend  e-mail, 
ticket  orders,  inventory 
levels,  and  music  down- 
loads into  the  hands  of 
buyers  and  sellers  every 
waking  hour.  In  an  econo 
my  that  runs  on  informa- 
tion, this  power  is  gold. 
Why  assume  nobody  will 
figure  out  how  to  profit? 
People  already  are  puttin 
these  tools  to  use.  And 
many  are  outside  the  U. 
Consider  the  Philippines  on  Jan.  16,  where  the  Senate 
was  deliberating  on  corruption  charges  against  President 
Joseph  Estrada.  When  word  spread  that  the  charges  coulc 
be  dropped,  opposition  leaders  hurried  to  mobilize  a  demoi 
stration  that  night.  Not  enough  Filipinos  were  online  to 
reach  them  by  e-mail.  But  6  million  have  cell  phones  and 
use  them  to  send  text  messages.  Using  this  medium,  with] 
hours  the  organizers  convened  a  throng  outside  Malacanan 
Palace,  sending  the  clear  message  Estrada  was  history. 

Mobile  telephony  will  be  essential  for  the  Net  to  attain 
its  potential.  Since  43%  of  Americans  surf  the  Net,  com- 
pared with  3%  of  the  rest  of  the  world,  most  of  the  growt 
is  sure  to  be  abroad.  And  as  in  Manila,  many  in  this  next 
generation  lack  PCs — but  do  have  cell  phones.  The  Web  ah 
will  have  to  become  more  multilingual:  Billions  of  Chinese, 
Brazilians,  and  French  struggle  to  navigate  in  English. 
U.  S.  giants  such  as  Intel  Corp.  and  Microsoft  Corp.  are  es 
tablishing  wireless  research  centers  across  the  world  to  ta 
these  markets.  But  America's  PC  titans  will  have  less  of  a 
stranglehold  on  software  and  content,  giving  rise  to  more 
innovative  products,  such  as  the  Web  browser  used  in  NTT 
DoCoMo's  wildly  successful  i-mode  phones.  Other  break- 
throughs could  originate  in  small  cities  in  China  or  India 
companies  struggle  to  build  businesses  for  customers  on 
tight  budgets.  It  was  this  type  of  market  pressure  in  the 
'50s  and  '60s  that  led  Japan  to  produce  the  best  small  cars 
in  the  world.  The  time  has  come  for  the  rest  of  the  world 
to  put  its  stamp  <>ii  the  Net. 


Baker  covers  the  Kino/nan  lech  scene  from  I'urn 
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'Sitting  on  the  sidelines 
without  evaluating  your 
portfolio  may  be  risky." 


Charles  R.Schwab 


^ 


Let's  not  mince  words  here.  These  are  emotional  times. 
No  one  has  a  crystal  ball  on  Wall  Street. 

And  sitting  on  the  sidelines  without 
evaluating  your  portfolio  may  be  risky. 

Investment  Specialists  with  answers. 

Its  at  times  like  this  that  Charles  Schwab  can  help. 
With  Investment  Specialists  who  can  offer  personalized  advice. 
They  can  review  your  current  position 

and  discuss  specific  recommendations. 
That's  because  our  Investment  Specialists  are  not  under 

the  pressure  of  commission-based  compensation. 
With  Investment  Specialists  at  every  one  of  our  394  locations, 
we  stand  ready  to  help,  whatever  the  market  conditions. 

For  an  investment  consultation  and  a  copy  of  our  free  guide 
'Smart  Answers  for  Today's  Market]  call  1-000-790-3803  today 


mil  Charles  Schwab  &  Co  ,  Inc    Ml  rights  n  served    Membei  SIPC/NYSE  (0002-13171) 


Free  Guide 

call 

L-800-790-3803 

click 

www.schwab  <  om 

visit 

394  locations  n.itionu  ide 
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the  e-biz  corporation 


E-BIZ:  DDWN 
BUT  HARDLY  DUT 


:■ 


Downturn  be  damned.  Companies  are 
still  anxious  to  expand  online 
because  the  Net  is  a  way  to  boost  sales 
and  shrink  costs 

It's  hard  to  ignore  the  economy  when  it  comes  up  and 
slaps  you  hard  across  the  face.  Take  General  Motors 
Corp.  Its  sales  of  cars  and  trucks  slipped  9%  last  month 
on  top  of  a  5%  drop  in  January  and  a  rough  fourth  quar- 
ter last  year.  Now  the  company  is  cutting  costs  across  the 
board — even  shaving  10%  off  the  budget  at  e-GM,  its  e- 
commerce  unit  that  generates  1,000  sales  leads  per  week 
for  its  dealers  and  incorporates  Web  technology  in  its  cars.  Its 
president,  Mark  T.  Hogan,  says  the  corporate  parent  re- 
mains a  big  believer  in  how  the  Internet  will  reshape  the  way 
it  will  do  business,  but  those  changes  will  happen  more  slow- 
ly. "We're  pushing  out  some  future  stuff  that  we  would  have 
liked  to  have  done  quicker,"  says  Hogan. 

With  the  economy  stalling,  expect  gm's  brand  of  reluctant 
pragmatism  to  rule  the  day.  The  companies  that  have  begun 
remaking  their  businesses  by  shifting  operations  onto  the 
Internet  still  see  the  financial  benefits  in  doing  so.  But  the 
economic  malaise  is  delaying  their  efforts.  New  tech  orders 
slipped  to  $33.1  billion  in  January,  down  from  $34  billion  in 
November,  according  to  the  Commerce  Dept.  And  in  a  Feb- 
ruary survey  of  150  corporate  chief  information  officers  by 
Morgan  Stanley  &  Co.,  11%  said  they  plan  on  spending  less 
on  technology  because  of  the  slowing  economy.  Another  27% 
said  they're  evaluating  whether  to  cut  back  or  delay  pur- 
chases. "If  you're  scared,  you  wait,  and  a  lot  of  people  are 
scared,"  says  analyst  Charles  E.  Phillips  of  Morgan  Stanley. 

Not  everyone,  however.  For  companies  that  have  tasted 
the  early  results  of  the  Internet,  there's  a  strong  will  to 
stay  the  course.  According  to  interviews  with  dozens  of  cor- 
porations and  surveys  of  hundreds  more,  many  of  the  e- 
business  pioneers  are  forging  ahead  even  as  the  economy  fal- 
ters and  dot-coms  implode.  From  conglomerate  General 
Electric  Co.  to  office-products  retailer  Staples  Inc.,  they're  de- 
termined to  get  the  most  they  can  out  of  the  Internet.  And 
they  warn  others  to  back  off  at  their  own  peril.  When  the 
stock-market  bubble  burst  for  Net  companies,  "it  was  like  the 
pressure  was  off.  I  think  that's  going  to  lead  to  a  significant 
reduction  in  efforts,"  says  Jeffrey  K.  Skilling,  chief  executive 
of  energy  supplier  Enron  Corp.  "We  think  that's  a  huge  mis- 
take. Incumbent  companies  have  got  to  come  to  grips  with 
this  new  technology  because  it  is  very,  very  powerful." 

Selling  stuff  online  is  the  least  of  it.  What  Skilling  and  oth- 
ers are  doing  is  integrating  the  Internet  into  every  nook 
i  and  cranny  of  their  businesses.  Call  it  managing  by  Web. 
1  They're  using  the  Net  for  everything  from  filing  expense 
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ports  and  calculating  daily  sales  tallies  to  sharing  employees' 
■ellectual  capital  and  communicating  instantaneously  with 
■pliers.  The  Web,  for  example,  lets  Cisco  Systems  Inc. 
nnict  directly  with  its  suppliers  so  that  when  the  maker  of 
•tworking  equipment  gets  an  order,  suppliers  can  start 
aking  parts  right  away.  That  puts  inventories  on  a  bread- 
id-water  diet.  The  Net  also  can  automate  interactions  with 
stomers:  About  40  of  Dow  Chemical  Co.'s  customers  reorder 
emicals  without  human  intervention  when  sensors  in  their 
orage  tanks  signal  they're  running  dry. 
Corporate  transformations  like  those  being  undertaken  at 
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Cisco  and  Dow  Chemical  rep- 
resent the  real  potential  of  the 
Internet.  Even  considering  the 
slowdown,  market  researcher 
Gartner  Group  expects  busi- 
ness-to-business e-commerce 
to  reach  $3.6  trillion  in  2003, 
compared  with  just  $107  bil- 
lion  in   consumer   transactions. 
With  a  lure  like  that,  companies 
that  are  holding  off  buying  tradi- 
tional computing  gear  are  focusing 
their  tech  dollars  on  e-business. 
But  not  all  e-business.  Companies 
are  focusing  on  areas  that  give 
the  quickest  results.  According  to 
a  January  survey  of  corporate  ex- 
ecs by  AMR  Research,  87%  will  ei- 
ther sustain  or  increase   their 
spending  on  Internet  initiatives 
for  sales  growth  and  customer 
management,  and  84%  will  hold 
firm  or  increase  their  budgets  for 
taking  purchasing  online.  Health 
maintenance  organization  Kaiser 
Permanente,  for  example,  is  in- 
vesting heavily  in  moving  its  pur- 
chasing to  the  Net,  and  that  will 
contribute  to  a  10%  increase  in 
its  overall  spending  on  e-com- 
merce this  year.  "We're  not  aban- 
doning our  commitment  to  these 
investments   because   we   think 
they're  going  to  yield  long-term 
benefits  for  us,"  says  Richard  Pet- 
tingill,  president  of  Kaiser's  Cali- 
fornia division. 

"WHOLE  HOG."  The  pull  of  e-biz 
is  obvious.  Companies  find  that 
moving  their  operations  to  the 
Net  means  money  in  their  pock- 
ets. After  just  over  two  years, 
Staples,  the  $10.7  billion  office- 
supply  retailer,  boosted  annual  on- 
line sales  to  $512  million  last  year. 
And  that's  not  robbing  from  store 
sales.  The  average  yearly  spend- 
ing of  small-business  customers 
leaps  from  $600  to  $2,800  when  they  shop  online.  Staples  is 
slowing  store  openings  to  a  trickle,  but  plans  to  spend  $50 
million  on  technology  this  year — the  same  as  last.  "We're 
still  going  whole  hog,"  says  ceo  Thomas  G.  Sternberg.  "The 
payoffs  are  just  very  high." 

Still,  many  companies  are  more  cautious  about  shifting 
their  businesses  to  the  Net  these  days.  Dazzling  promise 
has  given  way  to  more  realistic  expectations.  For  starters,  the 
technology  is  expensive  and  complicated.  At  a  large  corpo- 
ration, a  big  e-biz  project  can  cost  tens  of  millions  of  dollars 
and  take  a  year  or  more  to  install  properly.  And,  when 
things  go  wrong,  it  gets  even  pricier.  On  Feb.  26,  Nike 
blamed  its  software  suppliers  when  problems  with  a  new 
supply-chain  management  system  contributed  to  the  loss  of  up 
to  $100  million  in  sales  and  a  profit  shortfall.  "So  this  is 
what  we  get  for  our  $400  million!"  thundered  CEO  Philip  H. 
Knight  in  an  earnings  conference  call.  While  analysts  say 


President,  e- 

General  Motors'  consumer 
e-commerce  unit 

Li  There  hasn't  been 
the  massive  move  to 
buying  cars  online 
that  we  thought  there 
would  be  18  months 
ago.  It's  a  big 
purchase,  and  we 
found  not  many 
people  are  willing  to 
finalize  the 
transaction  without 
putting  their  hands  on 
the  steering  wheel. 
But  online  commerce 
will  continue  to  grow. 
The  Internet  provides 
convenience.  And 
building  cars  to  order 
using  the  Internet  is 
still  the  endgame, 
because  you  become 
more  efficient.  ff 
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it's  unclear  who  deserves  the  blame,  disasters  like  this  are  a 
black  eye  for  e-business. 

There  are  cultural  hurdles  to  overcome,  too.  Just  because 
technology  is  available  to  turn  a  company's  business  process- 
es upside  down  doesn't  mean  the  folk  who  work  there  wel- 
come the  shake-up.  When  chemical  maker  Buckman  Labora- 
tories International  Inc.  launched  its  company-wide 
information  sharing  system,  managers  at  first  declined  to 
participate.  They  figured  knowledge  is  power  and  were  re- 
luctant to  give  it  up.  So  the  company  had  to  come  up  with 
ways  of  rewarding  participation  and  punishing  those  who 
held  back.  According  to  Gartner  Group,  a  full  50%  to  70%  of 
the  work  it  takes  to  make  a  knowledge-management  initiative 
a  success  revolves  around  coaxing  cultural  changes. 

Another  hang-up:  Suppliers  and  customers  might  not  be 
ready  to  play  along.  A  Mar.  4  report  issued  by  Jupiter  Re- 
search showed  that  50%  of  the  procurement  agents  surveyed 
see  so  little  advantage  in  going  online  that  they  expect  to  do 


HITTING  PAY  DIRT 
IN  THE  VIRTUAL  WDRLD 

Even  with  the  crash  in  Internet  stocks,  companies  are  investing 

heavily  in  online  initiatives.  Here's  a  look  at  where  they're 

putting  their  money-and  the  payoff. 
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Pegged  to  hit  $6.8  trillion  in  2004,  with  90%  of  that  coming  from 
business-to-business  sales,  says  Forrester  Research.  About  80%  oP 
Cisco  Systems'  orders  are  taken  online,  about  $5  billion  last  quarter- 
saving  the  networking  giant  $760  million  in  annual  operating  costs. 

Transactions  on  e-marketplaces  expected  to  reach  $2.8  trillion  in  2004, 
says  AMR  Research.  Defense  contractor  United  Technologies  bought 
$450  million  worth  of  metals,  motors,  and  other  products  from  an  e- 
marketplace  in  2000  and  got  prices  about  15%  less  than  what  it  usu- 
ally pays. 

IJIMUH'NJ 

Businesses  will  buy  $2.8  trillion  in  supplies  over  the  Internet  in  2004, 
excluding  e-marketplace  purchases,  says  AMR  Research.  Eastman 
Chemical  is  buying  19%  of  its  supplies  online  now,  up  from  almost 
nothing  two  years  ago.  That  has  helped  boost  productivity  9%  per  year. 

■lilJHNl'MTHJ'Ntl 

Companies  will  spend  $10.2  billion  to  store  and  share  their  employees' 
knowledge  over  the  Net  by  2004,  says  IDC.  Electronics  manufacturer 
Siemens  has  spent  $7.8  million  to  create  a  Web  site  for  employees  to 
share  expertise  to  help  win  contracts.  The  result:  new  sales  of  $122 
million. 

IJIkUI'NIHIUllNlllH 

Corporations  will  invest  $12.2  billion  by  2004  on  linking  customers, 
sales,  and  marketing  over  the  Web,  says  the  META  Group.  Lands'  End 
converts  more  than  10%  of  its  Web  visitors  to  buyers — compared  with 
the  average  4.9% — in  part  because  it  offers  live  chat  and  other  cus- 
tomer-service extras. 


the  e-biz  corporation 


less  than  20%  of  their  pur- 
chasing over  the  Net  for  at 
least  the  next  two  years.  The 
primary  reason?  Their  exist- 
ing suppliers  aren't  online  yet, 
and  they  want  to  keep  buy- 
ing from  suppliers  they  know. 
Things  get  even  dicier 
when  it  comes  to  public  e- 
marketplaces  where  buyers 
and  sellers  gather  to  haggle. 
More  than  1,500  e-market- 
places were  launched  in  the  past 
five  years,  and  already  125  of 
them  are  either  out  of  business 
or  have  been  acquired.  Corpora- 
tions are  nervous  about  handing 
over  their  purchasing  processes 
to  dinky  outfits  that 
might  go  dark  next 
month.  Then  there's 
the  trust  issue. 
"Everybody  believes 
their  supply  chain  is 
a  competitive  advan- 
tage," says  Douglas  J. 
Grimm,  senior  vice- 
president  for  global 
strategic  sourcing  at 
auto  parts  maker 
Dana  Corp.  "Why 
would  I  want  to 
share  that  with  a 
competitor?" 

All  this  means  that 
the  e-business  revolu- 
tion now  looks  like  it 
will  advance  at  an  evo- 
lutionary pace  rather 
than  a  gallop.  Citing 
the  economic  slow- 
down and  disarray 
among  the  e-market- 
places, Gartner  Group 
on  Mar.  13  issued  a 
less  aggressive  fore 


CED.  Enron  Corp. 
LL  There  was  a 
collective  sigh  of 
relief  in  most 
industries  when  the 
[dot-com]  bubble 
burst.  It  was  like  the 
pressure  was  off.  I 
think  that's  going  to 
lead  to  a  significant 
reduction  in  efforts. 
Given  our  experience, 
we  would  say  that's  a 
huge  mistake. 
Incumbent  companies 
have  got  to  come  to 
grips  with  this  new 
technology,  because 
it  is  very,  very 
powerful.  It's  not 
going  away.  J9 


cast  for  the  future  of  worldwide  business-to-but 
ness  e-commerce.  Instead  of  hitting  $7.3  trilli 
in  2004,  Gartner  now  predicts  a  total  of  $6  trillion 
less  than  10%  of  all  B2B  transactions. 
WINDOW  OF  OPPORTUNITY.  For  e-business  belie\ 
ers,  the  key  to  getting  started  is  leadership.  Is  th 
boss  behind  the  Net?  John  F.  Welch,  CEO  of  GE 
left  no  doubt  in  the  minds  of  his  340,000  employ 
ees  when  he  said  during  a  Jan.  17  TV  intervie1 
that  GE  wouldn't  let  up  on  its  tech  projects.  I 
fact,  tech  spending  is  growing  by  12%.  "This  i| 
the  moment  to  widen  the  gap  as  far  as  we'n 
concerned,"  he  said.  On  Mar.  13,  GB  said  that 
expects  to  save  $1.(5  billion  from  its  tech  project 
in  the  next  year  and  that  Web  sales  will  hit  $1 
billion.  "<:k  won't  slow  down,"  says  Adrian  J.  Slj/j 
wotzky,  a  vice-president  at  Mercer  Managemen 
Consulting  Inc.  and  co-author  of  the  book  lloi 
Digital  Is  Your  Business?  "It   depends  on  h<> 
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An  SUV's  design  should  acknowledge  where  we  live.  And  respond  to  its  many 
fluences.  Presenting  the  all-new  Mercury  Mountaineer.  Thoughtfully  designed  to  reflect 
not  only  where  we  live  and  drive  most-but  who  and  what  we  drive  with.  Hence  a 

md  a  most  versatile  and  spacious  cargo  area. 
At  last,  the  SUV  built  for  here,  is  here.  / 


888566-8888      2002mountaineer.com      2002  Mountaineer 


Mercury 


rethinking  the  internet 


the  e-biz  corporation 


many  people  think  and  behave  like  Jack  Welch  that  will  de- 
termine how  long  this  slowdown  lasts  and  how  much  pro- 
ductivity improvement  happens  in  the  next  12  months." 

There  seems  to  be  a  Welch-like  impulse  among  some  cor- 
porate leaders  these  days.  In  Forrester's  survey,  35%  of 
1,000  large  North  American  companies  said  they  already  are 
selling  products  online,  either  to  consumers  or  businesses.  An 
additional  30%  said  they're  now  rolling  out  such  systems, 
and  16%  said  they're  considering  it. 

E-business  pioneers  light  the  way.  Tech  companies  such  as 
Cisco  have  moved  more  than  80%  of  their  sales  online — and 
much  of  their  purchasing,  too.  Cisco's  Net  systems  haven't  in- 


proposed  design  change  would  affect  a  vehicle's  fuel  econoi 
Analysis  that  might  have  taken  three  days  can  now  be  co 
pleted  in  less  than  a  minute.  That's  important  as  Ford  ra 
to  make  good  on  a  promise  to  boost  the  fuel  economy  of 
sport-utility  vehicles  25%  by  2005.  Just  as  significantly, 
technology  will  shave  $5  million  to  $15  million  off  a  vehicl 
development  costs.  While  that's  small  change  on  a  car  tl 
costs  $2  billion  to  develop,  the  savings  would  be  sizable  i: 
were  applied  companywide,  Ford  says. 

General  Mills  Inc.  harnesses  the  Net  to  cut  down  on  sh 
ping  expenses.  Rather  than  do  things  the  old-fashioned  w 
and  ship  its  products  on  scores  of  half-empty  trucks,  it  n 
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oculated  it  from  the  sick  economy,  but 
when  the  company  got  hit  with  a  sudden 
drop-off  in  orders  in  mid-December,  just-in- 
time  information  let  it  immediately  cut 
back  on  its  parts  ordering  and  set  in  mo- 
tion a  cost-cutting  strategy  that  includes 
8,000  job  losses. 

While  tech  companies  have  been  e-busi- 
ness leaders,  others  are  experimenting,  too. 
In  just  two  years,  Eastman  Chemical  Co.,  a 
$5.1  billion  chemical  manufacturer  in 
Kingsport,  Tenn.,  has  moved  15%  of  its 
sales  and  19%  of  its  purchasing  online.  To 
help  transform  the  way  the  chemical  in- 
dustry operates,  Eastman  is  entering  joint 
ventures  with  other  industry  players — in- 
cluding a  logistics  Web  site  to  coordinate 
shipping  and  storage.  Next,  it  will  be  pi- 
loting a  collaborative  planning,  forecasting, 
and  replenishing  system  that  links  Eastman 
with  its  customers  and  suppliers.  Thanks  to  the  Net,  Eastman 
has  improved  its  revenues  per  employee — now  at  $340,000 — 
by  an  average  of  9%  each  year  for  the  past  five  years. 
FORD'S  PROMISE.  Hard  numbers  are  difficult  to  nail  down,  but 
it  seems  e-business  is  having  a  considerable  impact  on  com- 
panies latching  onto  the  Net.  In  a  quarterly  survey  released 
on  Mar.  8  of  nearly  500  top  executives,  Pricewaterhouse- 
Coopers  reported  that  those  that  used  the  Net  aggressively 
last  year  scored  productivity  gains — measured  by  increases  in 
revenues  per  employee — 2.7  times  greater  than  those  of  busi- 
nesses who  had  not  yet  embraced  the  Net. 

Consider  Ford  Motor  Co.  Engineers  searching  for  ways  to 
improve  the  fuel  efficiency  of  its  vehicles  are  using  Web  col- 
laboration technology  to  share  design  changes  and  other  in- 
formation with  engineers  and  suppliers  scattered  around  sev- 
eral locations.  That  way,  they  can  instantly  analyze  how  a 
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uses  the  Web  to  collaborate  with  20  otl 
companies  from  other  industries  that 
shipping  products  on  the  same  routes.  G< 
eral  Mills,  its  partners,  and  their  trucki 
companies  can  tap  into  the  system  frc 
any  Web  browser  and  find  somebody 
help  them  fill  up  trucks  on  outbound  tri 
and  load  empty  trucks  with  goods  on  i 
turn  journeys.  On  test  routes,  General  Mi 
has  saved  7%  on  shipping  costs — or  abo 
$2  million  in  the  first  year. 
FRESH  PARANOIA.  For  such  old-line  coi 
panies  as  General  Mills,  braving  the  n< 
world  of  e-business  involves  tearing  up  a 
replacing  old  systems.  Young  compani 
have  the  distinct  advantage  that  they  c 
get  wired  from  the  ground  up.  Look  at  J 
niper  Networks  Inc.  In  just  three  years, 
came  out  of  nowhere  to  capture  35% 
the  market  for  high-end  Internet  route] 
Juniper  outsources  100%  of  its  production  to  contract  man 
facturers.  Juniper's  customers,  mainly  big  telecom  servi 
providers,  order  their  equipment  on  Juniper's  Web  portal- 
the  orders  go  straight  to  the  contract  manufacturers.  Sal 
have  exploded  from  just  $3.8  million  in  1998  to  $073  million 
2000.  And,  thanks  to  the  Net,  Juniper  has  $726,000  in  annu 
revenues  per  employees,  vs.  $320,(500  for  older  rival  Nort 
Networks,  which  handles  considerably  less  of  its  sales  onlir 
The  first  phase  of  the  Net — when  retailers  worried  abo 
being  Amazoned — may  be  over.  But  in  the  dawning  e-bu! 
ness  era,  a  new  rallying  cry  will  be  heard:  Don't  get  J 
nipered.  This  threat  could  turn  out  to  be  much  more  | » »1  «■ 
than  the  last. 

By  Steve  Hamm  in  New  York  with  David  Welch  in  Detrd 
Wendy  Z diner  in  Dallas,  and  Faith  Keevan  ami  Peter  K 
gardio  in  New  York 
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f\J  Being  the  best  in  your  business,  you've  already 
got  enough  excitement  without  surprises  from  your 
information  systems.  So  Fujitsu  Technology  Solutions 
has  designed  robust  open  systems  solutions  that  you  can 
trust.  Our  enterprise-class  PRIMEPOWER,  Solaris™ 
SPARC™compliant,  Web-enabling  servers  and  storage 
systems  deliver  industry-leading  flexibility,  resilience, 
reliability,  and  availability.  As  well  as  the  peace  of  mind 
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HELPS  YOU  BUILD  A  WORLD  YOU  CAN  RELY  ON. 





■j'k>  *> 


y  S?cartures 


4&S 


that  comes  from  a  low  total  cost  of  ownership.  Our  data 
center  perspective  shows  in  the  quality  of  our  products 
and  solutions.  With  innovative  architecture,  hot-swap 
components,  and  built-in  SANs,  you'll  feel  totally  at 
ease.  Our  powerful  servers  and  storage  systems  are 
the  engine  that  can  power  today's  e-business  boom. 
Count  on  it.  Enjoy  the  advantages.  And  learn  to  trust. 


FUJITSU 


THE  POSSIBILITIES  ARE  INFINITE 


FUJITSU  TECHNOLUEY  SOLUTIONS 
SUNNYVALE,  CA  1   877  SIS  3144 

www.lujltsiMechRoleiy.cim 


PRIMEPOWER  is  a  registered  trademark  ol  Fujitsu  Limited.  Solaris  is  a  trademark  of  Sun  Microsystems,  he  SPARC  e  a 
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The  dumbest  ideas,  overpriced 
ads,  and  a  lot  of  companies 
are  history.  Now  some  paths  to 
profits  are  emerging 

Mark  Apr.  3  on  the  calendar.  That's  "Back 
the  Net  Day,"  when  people  are  being  urged 
to  support  the  Web  by  scorning  traditional 
retail  stores  to  shop  online — for  a  CD, 
shares  in  a  Net  company,  donating  to  a 
charity,  anything.  Without  this  '60s-style 
love-in,  warns  Michael  Tchong,  the  event's  organiz- 
er and  president  of  market  researcher  Iconocast 
Inc.,  some  of  the  Web's  most  popular  sites  could  be 
lost  forever. 

Groovy.  But  it's  a  little  late  for  a  grassroots 
Save  the  Whales  campaign  for  endangered  dot- 
coms. Once  teeming  with  thousands  of  vibrant  new 
ideas,  the  consumer  Net  is  beginning  to  look  like 
the  mall  at  midnight.  A  crisis  of  confidence  is  in  full 
swing,  and  the  prognosis  for  the  last  of  the  major  pure-play 
Internet  companies  is  increasingly  gloomy.  On  Jan.  30,  Ama- 
zon.com Inc.  cut  its  sales-growth  forecast  for  the  year  sig- 
nificantly, to  20%  to  30%.  On  Mar.  7,  eToys  Inc.  closed  shop. 
That  same  day,  Yahoo!  Inc.,  the  Web's  most  popular  site, 
slashed  first-quarter  revenue  estimates  by  25%.  When  the 
dust  settles,  auctioneer  eBay  Inc.  could  be  one  of  the  few  dot- 
coms left  standing.  And  that  could  trigger  a  further  domino 
effect:  Without  heated  competition  from  Net  upstarts,  es- 
tablished companies  will  feel  less  pressured  to  innovate  online. 
That  could  dampen  the  enthusiasm  of  Web  shoppers — which 
in  turn  could  beget  more  e-tailing  disappointments. 
NET  CURRENCY.  It's  bad,  yes.  But  it's  not  over.  With  five 
years  of  Web  road  beneath  us  and  the  silly,  overpriced  TV  ad 
campaigns  and  dubious  ideas  behind  us,  we've  learned  that 
branding  and  buzz  are  very  different  things.  Now,  some  paths 
to  profitability  are  emerging.  BusinessWeek  has  pinpointed 
four  business  models  that  not  only  work,  but  work  well.  "E- 


tailing's  problems  have  been  a  cost  issue,  not  a  market-deman<  in 
issue,"  says  James  W  Breyer,  a  managing  partner  at  venture  I 
capital  firm  Accel  Partners.  "Consumers  love  buying  on  the  In  nb 
ternet.  Three  years  from  now,  you  will  have  three  or  foul  to 
dominant  companies  in  Internet  consumer  e-commerce." 

Who  will  they  be?  Strong  contenders  are  those  that  tak<  I 
advantage  of  the  No.  1  thing  people  seek  online:  informa  isii 
tion.  This  is  the  currency  of  the  Net.  Some  companies,  notablj  I 
eBay,  have  figured  out  how  to  cash  in  by  being  informatioi  in 
brokers  with  no  need  for  costly  warehouses  or  distributor  if 
systems.  Consider  job-listing  site  Monster.com,  which   hfl 
shown  a  profit  for  11  straight  quarters.  It  rakes  in  the  doud 
by  charging  employers  to  post  jobs  or  search  its  database  o 
8.9  million  resumes.  In  the  fourth  quarter  alone,  Monster,  wit! 
more  than  a  50%  share  of  the  online-recruitment   market 
pulled  in  sales  of  $117.2  million,  while  its  net  profit  margil  I 
continued  to  climb,  to  24%  from  14%  a  year  ago. 

That's  not  to  say  every  merchant  selling  the  hard  stuff— J I 
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CONSUMER  WEB 
UNPLUGGED 

With  the  Mure  of  Yahoo!  and 
Amazon.com  growing  dicier,  here 
are  our  bets  on  business-to- 
consumer  models  that  work 


E-tailers  that  focus  on  a  niche  will 
fare  better.  Profitable  pet  supplier 
Waggin'  Tails  specializes  in  high- 
margin  products,  unlike  the  defunct 
Pets.com,  which  tried  to  do  it  all. 

iiNinuiiiiiimi 

The  No.  1  thing  Netizens  do  online  is 
look  for  information.  Those  that  make 
it  pay  will  win.  Job-listing  site  Mon- 
ster.com,  which  charges  employers  to 
post  positions,  makes  money. 

Businesses  in  both  the  physical  and 
virtual  worlds  reign.  Merck-Medco,  the 
nation's  leading  provider  of  prescrip- 
tion-drug care,  racking  up  $460  mil- 
lion in  online  sales  last  year,  has 
clobbered  Net  upstarts  drugstore.com 
and  PlanetRx. 

iiimuniNU 

Business  models  that  boast  multiple 
ways  of  making  money  have  good 
odds.  Real  estate  listing  service  Home- 
store. com,  which  sells  technology  and 
ads,  will  be  profitable  this  year  on 
projected  revenues  of  $440  million. 


m  DVD  players  to  Razor  scooters — can't  make  a  go  of  the 
t.  It's  just  that  they  can't  be  strictly  virtual.  A  growing 
nber  of  them  are  straddling  the  fence,  taking  the  best  of 
ditional  and  online  businesses.  In  their  rush  to  cater  to  peo- 
online,  Net  upstarts  underestimated  the  cost  of  marketing 
en  you  don't  have  a  known  brand  or  can't  leverage  your 
ml  rsical  assets.  Sure,  the  hybrids  struggle  with  the  Web's  spe- 
1  headaches:  mastering  the  shipment  of  products  in  small 
umes,  balancing  the  costs  of  good  customer  service,  and  fig- 
ng  out  which  products  can  be  sold  profitably  online.  But 
y  at  least  start  out  with  some  building  blocks, 
rhe  big  advantages?  Any  company  can  spend  $25,000  to  put 
a  retail  site,  but  then  they  have  to  spend  $150  million 
lding  distribution  outlets  and  customer-service  centers, 
to  mention  marketing.  Fence-straddlers  have  the  pieces  in 
ce  to  extend  their  businesses  online  without  shelling  out 
>s  of  cash.  These  companies  leverage  their  existing  as- 
s  of  stores,  catalogs,  magazines,  or  TV  networks,  along 


tid  I 


with  their  powerful  brands,  to  reach  consumers.  J.  C.  Penney 
Co.  uses  its  catalogs,  stores,  14  call  centers,  and  5  ware- 
houses to  promote  the  success  of  its  online  operations.  The 
company  expects  to  be  profitable  online  this  year,  as  sales 
jump  36%,  to  $400  million. 

The  Net  is  littered  with  mistakes  to  learn  from.  One  big 
one:  For  too  long,  dot-coms  depended  on  a  single  revenue 
source.  In  Yahoo's  case,  the  problem  was  compounded:  Not 
only  did  90%  of  its  revenues  come  from  ad  sales,  but  too 
much  depended  on  deals  with  other  dot-coms.  When  funding 
dried  up  for  pure  Net  plays,  Yahoo  got  hit  hard. 

The  lesson:  Companies  that  figure  out  how  to  successfully 
market  all  of  their  skills  will  be  sitting  pretty.  The  best  bet 
is  to  diversify  and  make  sure  you  have  enough  a  la  carte  of- 
ferings to  keep  customers  happy  and  revenues  streaming  in. 
Homestore.com  Inc.  offers 
lists  of  1.3  million  homes  and 
6  million  rental  apartments  for 
free.  Much  of  the  Thousand 
Oaks  (Calif.)  company's  rev- 
enue comes  from  traditional 
sources  such  as  advertising 
and  listing  fees  charged  to 
real  estate  agents.  But  Home- 
store  offers  more:  software 
that  helps  realtors  keep  track 
of  clients  and  programs  for 
sending  out  brochures.  About 
60%  of  revenues  come  from  soft- 
ware and  listings,  with  ad  sales 
making  up  the  balance.  The  mix 
pays.  Homestore  is  expected  to 
be  profitable  this  year  on  sales 
of  $440  million. 

PET  PROJECTS.  Niche  consumer 
companies  can  prosper  online  as 
well.  The  Web  helps  companies 
reach  shoppers  who  would  never 
have  known  they  existed  before. 
By  remaining  small,  watching 
marketing  costs  like  hawks,  and 
keeping  a  laser-focus  on  high-mar- 
gin niches,  companies  are  produc- 
ing profits.  Pet-supply  merchant 
Waggin'  Tails  makes  money  by 
specializing  in  items,  such  as  hard- 
to-find  vitamins  and  high-end  dog 
food,  that  sport  30%  net  profit 
margins.  The  company  turns  a 
small  profit  on  less  than  $5  million 
in  sales.  That's  a  far  cry  from 
now-defunct  Pets.com,  which  sold 
bags  of  inexpensive  pet  food  with 
skimpy  10%  gross  margins. 

Sure,  the  first  dot-coms  built 
the  consumer  Web  with  flash  and 
swagger — and  not  enough  com- 
mon sense.  But  shoppers  haven't 
forsaken  e-commerce.  Forget 
love-ins.  What's  needed  are  a  few 
good  business  models. 

By  Heather  Green  in  New 
York,  with  Rochelle  Sharpe 
in  Boston  and  Arlene  Weintraub 
in  Los  Angeles 


Managing  Partner.  Accel 
Partners 

ii  E-tailing's 
problems  have  been  a 
cost  issue,  not  a 
market-demand  issue. 
Consumers  love 
buying  on  the  Internet. 
Three  years  from  now, 
you  will  have  three  or 
four  dominant 
companies  in  Internet 
consumer  e-commerce 
that  are  building  large, 
profitable,  businesses. 
We  are  just  at  the 
beginning  of  proving 
that  travel,  financial 
services,  health  care, 
and  education  will  be 
distributed  cost- 
effectively  over  the 
Internet  ff 
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SDMEDNE 
HASTD 
PAY  THE 
FREIGHT 

Dot-coms  are  under  the  gun  to  come  up 
with  viable  business  models.  That 
means  users  will  have  to  get  used  to 
paying  for  things  they  got  for  free 


ate  last  fall,  heavy  users  of  Jui 

Online  Services  Inc.'s  free  Inte 

net-access  service  suddenly  foui 

it  harder  to  go  online  during  pe; 

evening  hours.  The  misconnec 

were  no  technical  glitch.  Jui 

was  deliberately  curbing  heavy  hittei 

access  to  prod  them  into  switching 

its  $14.95-a-month  plan.  The  reason: 

survey  of  its  subscriber  base  reveal* 

that  a  mere  5%  of  users  of  its  fr< 

service  accounted  for  more  than  half 

Juno's  online  costs.  "The  heavy  use 

have  to  be  prevented  from  eating  i 

out  of  house  and  home,"  says  Jui 

Chief  Executive  Officer  Charles  E.  A 

dai.  Juno  has  4  million  subscriber 

21%  of  whom  pay. 

Juno's  move  was  a  clear  signal  th 
after  all  these  years  and  billions  of  ve 
ture  capital  dollars,  the  formula  for  ma 
ing  money  on  the  Net  is  still  trial  ar 
error.  Pressured  by  investors  to  boo 
sales  and  profits,  Web  companies  i 
creasingly  are  charging  for  the  access  i 
shipping  that  they  once  offered  grati 
E-tailers  are  jacking  up  prices  on  goo( 
they  peddle  online.  A  legal  challenge 
forcing  Napster  Inc.,  the  pioneering  mi 
sic  file-sharing  service,  to  charge  f( 
copyrighted  music  downloads.  And  N 
players  from  Amazon  to  Yahoo!  ai 
coming  up  with  new  fee-based  servici 
to  generate  more  revenue.  "People  w] 
once  gave  something  away  are  now  trying  to  charge  for  i 
says  AOL  Time  Warner  Inc.  Chief  Operating  Officer  Robert 
Pittman.  "The  chickens  have  come  home  to  roost." 

And  what  a  messy  roost  it  is.  For  every  AOL,  Juno,  ( 
CNET  that  is  building  a  business  on  subscriptions,  advertisin 
or  e-commerce,  a  raft  of  newspapers,  travel  sites,  and  invest* 
channels  is  draining  cash  from  old  economy  parents  or  ii 
vestors.  The  romantic  notion  of  the  early  Web  as  open-to 
cybermarket  for  ideas  and  goods  has  been  eclipsed.  In  lari 
part,  that's  because  the  ads  that  were  supposed  to  foot  tl 
bill  for  the  democratic  digital  bazaar  simply  aren't  deliverin 
"The  free  Web  was  a  temporary  aberration,"  says  Jak 
Nielsen  of  Norman  Nielsen  Group,  a  Web  consulting  firm 
Fremont,  Calif.  "It  is  just  not  sustainable." 

While  vast  stretches  of  digital  roadway  are  likely  to  rem* 
free,  Nielsen  predicts  the  Net  will  evolve  into  even  more  of 
toll  road  over  the  next  five  years.  "More  and  more  of  people 
time  online  will  be  spent  on  paid  experiences,"  adds  Bruc 
Kasrel,  a  senior  analyst  at  Forrester  Research. 
FEE-FOR-ALL.  Internet  access  companies  are  the  bellwetht 
Today,  only  three — Juno,  NetZero,  and  Kmart-owned  Blu< 
Light.com — provide  access  for  free,  and  all  push  pay  sei 
vices,  too.  Analysts  expect  AOL  to  hike  its  $21.95-per-mont 
subscriber  fee  for  dial-up  service  by  $l-$2  later  this  yea 
High-speed  broadband  connections  are  boosting  Internet  ;i<  | 
cess  bills  to  as  much  as  $49.95. 

The  ease  with  which  consumers  could  bargain-hunt  on  th 
Web  was  suppoed  to  drive  down  prices.  Hut  that's  not  tun 
pening.  Amazon,  like  other  e-tailers,  is  scaling  back  lie 
shipping  offers.  And  it  has  joined  Huy.com  and  other  N( 
merchants  in  boosting  prices  for  such  things  as  hooks  i 
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Trium  concept  model.  Picture  simulated. 
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rethinking  the  intern 


electronics  gear.  Karen  B.  Clay,  an  assistant  professor  of 
economics  at  Carnegie  Mellon  University,  says  studies  show 
consumers  don't  often  use  price-comparison  "shopbots"  and 
aren't  that  price-sensitive.  Many  are  willing  to  pay  more  to 
shop  at  sites  that  offer  convenient  services,  such  as  one- 
click  shopping,  she  says.  But  it  may  be  getting  harder  to  push 
through  price  hikes  in  cyberspace.  Prudential  Securities  an- 
alyst Mark  Rowen  figures  Amazon's  price  hikes  are  a  key  rea- 


WHAT  WELL  PAY  FDR 


,  A  few  free,  plain-vanilla  dial-up  services  may 

H^j-r-      persist,  but  nearly  all  will  charge  for  a  connection 
(r  and  technical  support,  especially  for  high-speed 

broadband  access. 

irmun 

Highly  valued  analyses  of  information,  such  as 
stock  market  prognostications  or  a  city-by-city  list 
of  best  doctors,  will  come  with  a  fee. 
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Just  as  we  pay  for  all-movie  and  music-video 


'  fi   cable  TV,  we'll  pay  for  video-on-demand  and 
•       music  on  the  Web,  especially  now  that  the  courts 
have  outlawed  Napster's  free  file-sharing  service. 

How  about  an  online  personal  shopper?  Or  an 
advance  peek  at  the  Armani  line  for  fall?  An 
upscale  e-tailer  may  offer  paying  club  members 
such  online  extras. 


WHAT  WILL  REMAIN  FREE 


lilTlilUliWI 

Stuff  that's  widely  available  everywhere,  such  as 
stock  quotes,  weather,  and  news,  will  be  Internet 


?** 


giveaways. 


i^ruji  in  id u'rwii  i 

JjL     The  Web  will  remain  a  great  place  to  comparison- 
Jr~    snoP  and  gather  info  on  everything  from  car 
°^y        models  to  real  estate. 

They  may  cost  a  bundle  to  build,  but  the 
yFT       incremental  cost  of  additional  searches  is 
**■     minuscule,  so  they'll  stay  free  and  rely  on 
advertising  and  licensing  to  companies. 

■JUiHirii** 

«  Surcharges  would  make  e-shopping  lose  its 
competitive  advantage  over  catalog  retailers  and 
in-store  purchasing. 


the  dot-CDm  meltdown 


son  U.  S.  sales  of  books,  music, 
and  videos  grew  only  11%  in 
the  fourth  quarter. 

If  the  early  vision  of  the 
Web  was  a  free  bazaar,  then 
today  it's  more  akin  to  a  sub- 
urban mall  where  counters 
near  the  entrance  are  stocked 
with  the  most  tempting — and 
profitable — stuff.    Log    onto 
America  Online,  and  you'll  be 
greeted  with  entreaties  to  sign 
up  for  its  $4.95-a-month  e-mail 
service  or  its  $19.95-a-month  mo- 
bile e-mail.  Soon  to  come:  a  sub- 
scription music  service  and  pay- 
per-video.     Forrester's     Kasrel 
expects  upscale  retailers  to  set 
up  fee-based  clubs  for  trend-con- 
scious shoppers  who  crave  dis- 
counts, say,  on  Prada  handbags. 

Electronic  cash  registers  won't 
be  ringing  all  over  the  Internet. 
The  Web  will  still  be  a  great 
place  to  do  free  comparison-shop- 
ping for  everything  from  cars  to 
homes.  Charging  an  entry  fee 
would  defeat  the  purpose  of  lur- 
ing potential  buyers.  In  these  cas- 
es, success  will  depend  on  link- 
ing the  shopping  experience  to 
the  buying  decision.  Then  the 
dealer  or  agent  can  figure  out 
whether  their  Web  site  is  gener- 
ating enough  business  or  whether 
the  independent  site  is  worth  pay- 
ing a  commission  to. 
FREEBIES.  Perhaps  the  stickiest 
dilemma  involves  what  the  Web 
world  has  come  to  call  content: 
news,  information,  entertainment.  Once  broadband  rolls  01 
music  and  movies,  which  have  found  a  paying  audience  in  c 
ble  TV,  will  probably  command  a  price  online — if  they  c; 
skirt  the  Net  pirates.  News  pays  for  CNET,  which  specializes 
tech  news  and  buying  guides  and  earns  money  from  ads  ai 
commissions.  Likewise,  Consumer  Reports  has  enough  payii 
customers  for  its  online  product  rankings  to  turn  a  prof 
But  elsewhere  in  the  Web  media  world,  profitable  sites  are  fie 
and  far  between.  Generic  data  widely  available  elsewhere- 
such  as  news,  weather,  and  stock  quotes — are  probab 
doomed  to  be  giveaways  used  as  teasers  for  paid  conter 
"With  the  exception  of  porno  sites,"  says  Carnegie  Mellor 
Clay,  "paying  for  content  hasn't  worked  yet." 

The  prospects  for  media  sites  would  be  rosier  if  the  W« 
had  a  micropayments  system.  Then  sites  could  charge,  sa 
10(2  a  page  and  skirt  surfers'  reluctance  to  buy  a  subscriptk 
to  a  site  they  may  visit  only  occasionally.  The  big  stumblir 
block  is  that  the  credit  card  system,  the  mainstay  of  W< 
shopping,  can't  handle  micropayments  yet. 

Just  as  it  took  years  for  cable  companies  to  figure  oi  m 
how  to  hook  Americans  on  shelling  out  extra  for  new  chaj  :>: 
nels,  a  period  of  trial  and  error  is  inevitable  for  Web  comp 
nies.  The  end  result,  experts  say,  will  be  similar,  too:  Moi 
and  more  of  our  time  online  will  be  a  paid-for  experience. 

By  Amy  Borrus  in  Washingtc^i 


Dean,  School  d  Information 

Management  S  Systems, 
University  of  California  at 
Berkeley 

ii  I  see  a  bright 
future.  If  we  look  at 
how  the  Net  is 
changing  the  nature 
of  markets,  it's  not 
that  it  can't  do  it,  but 
we  are  struggling  to 
find  the  business 
models  that  work.  No 
one  has  an  answer  to 
how  you  make  money. 
That  means 
it's  a  time  for 
experimentation,  ff 
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CDnsumer.cDm  meltdown 


COMMENTARY  By  Gerry  Khermnuch  and  Tom  La  wry 

THE  FUTURE  DF  ADVERTISING 


A 


dvertising  was  supposed  to  be  the  gold 
paving  the  Internet's  busy  streets.  Con- 
sumers would  eagerly  surf,  chat,  and  shop, 
and  ads  would  pay  Web  companies  for  pro- 
viding all  those  cool  sites.  In  return,  marketers 
would  flash  brightly  colored  banners  at  viewers, 
entice  them  to  click  through  to  their  own  sites, 
and  get  lots  of  business.  But  it  didn't  happen 
that  way.  Today,  banner  click-through  rates 
have  plummeted  to  a  tiny  0.1%,  ad  rates  may 
be  heading  from  $33  per  thousand-page-requests 
a  year  ago  into  the  single  digits,  and  ad  vol- 
umes are  falling.  The  blowout  is  pushing  even 
the  best-known  sites  down  financial  black  holes. 
What  went  wrong?  It  turns  out  that  the  In- 
ternet opened  up  brand-new  worlds  for  adver- 
tisers, only  they  didn't  see  it.  They  tried  to  do 
what  they  always  did — post  their  names  in  big 
letters,  build  their  brands  in  two  dimensions. 
But  they  didn't  seize  on  the  Net's  potential  or 
exploit  its  unique  characteristics,  like  the  ability 
to  target  individual  preferences  and  engage  cus- 
tomers in  interactivity.  "This  is  the  true  value 
of  what  the  Internet  provides  marketers,"  says 
Christopher  Todd,  analyst  at  Jupiter  Media  Metrix. 

Web  operators  that  based  their  businesses  entirely  on 
the  expected  free  flow  of  ad  dollars  are  learning  that  the 
hard  way.  "No  longer  can  anyone  in  this  space  rely  on  only 
one  revenue  stream,"  warns  John  Fullmer,  ceo  of  Internet 
direct  marketer  MyPoints.com.  But  those  whose  more  nu- 
anced  approach  has  kept  them  alive  may  yet  reap  benefits 
as  marketers  get  smarter  about  the  Net.  For  starters,  ad- 
vertising hasn't  all  dried  up.  Much  of  the  current  ad  decline 
is  due  to  the  flameout  of  dot-coms  that  spent  wildly  online 
to  build  their  new  brands.  "The  kindling  has  been  burned 
through,"  says  Tim  McHale,  chief  media  officer  of  Tribal 
DDB  Worldwide,  whose  clients  include  Anheuser-Busch,  Mc- 
Donald's, and  Volkswagen.  Traditional  marketers  may  be 
cutting  back,  but  they're  not  bailing  out.  A  few,  like  IBM, 
are  even  ratcheting  up  their  Internet  ad  budgets. 
MARKETERS'  MALL.  But  this  time,  it  will  be  different.  It's 
now  clear  that  folks  are  getting  as  good  at  screening  out 
online  banner  ads  as  they  are  at  tuning 
out  TV  commercials  or  flipping  past 
glossies  in  a  magazine.  So  companies  are 
finding  ways  to  reach  eyeballs  without 
glazing  them  over. 

Some  advertisers  are  ditching  banner 
ads  totally,  instead  using  old-fashioned 
TV  spots  to  drive  traffic  directly  to  their 
Web  sites,  rather  than  through  interme- 
diaries like  portals.  Other  companies  are 
signing  up  with  sites  that  essentially  pay 
consumers  to  engage  with  a  mall  full  of 
marketers.  At  MyPoints.com,  for  exam- 
ple, surfers  collect  points  and  prizes  for 
agreeing  to  visit  companies'  sites,  read 
their  e-mail,  or  buy  their  products  on- 
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line.  Another  tack:  bidding  for  prime  spots  on  search  en- 
gines. By  paying  to  top  the  list  of  results  for  users  who 
search  for,  say,  "banking"  on  GoTo.com,  a  marketer  such  a 
Citicorp  ensures  it  is  reaching  live  prospects.  A  study  by 
researcher  NPD  Group  Inc.  shows  that  a  top  position  is 
three  times  more  effective  than  a  banner  ad  in  building 
brand  awareness  on  a  search-engine  site. 

And  even  though  they're  taking  the  biggest  hit  right 
now,  banner  ads  aren't  going  away — just  as  roadside  bill- 
boards didn't  disappear  once  such  alternatives  as  TV  ar- 
rived. Web  sites  are  now  willing  to  offer  advertisers  more 
shapes  and  sizes  to  play  with,  pop-up  ads  are  developing  a 
following,  and  the  rollout  of  broadband  will  bring  streamin 
videos  with  grabbier  messages.  And  while  banner  ads  coul 
capture  some  data  about  clickers  before,  agencies  are  help 
ing  marketers  track  customer  profiles  more  minutely.  Av 
enue  A  Inc.,  for  example,  is  working  with  client  Best- 
Buy.com  Inc.  to  identify  whether  a  visitor  directed  to  its 
site  by  a  banner  ad  has  ever  visited  the 
site  before,  has  visited  but  not  pur- 
chased anything,  or  has  purchased  good 
there  many  times. 

Still,  plenty  of  pain  is  in  store  for  ad 
buyers  and  sellers  groping  their  way 
around  this  new  medium.  "We  keep 
turning  up  evidence  that  this  works,  bu 
we  need  to  get  through  the  slowdown," 
says  Avenue  A  ceo  Brian  P.  McAn- 
drews.  For  the  survivors,  there  still  wiL 
be  gold  in  Webland. 


Gerry  Khermouch  writes  about  mar- 
keting, and  Tom  Lowry  covers  media, 
from  New  York. 
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You  take  control  of  your  future 
by  investing  in  a  401  (k).  But  then 
you  may  sacrifice  control  by 
changing  jobs  and  leaving  the 
savings  in  your  401  (k).  Now,  15 
minutes  is  all  it  takes  to  regain 
that  control. 
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into  one  account  that  you  manage. 
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You  decide  how  it's  invested  — 
from  individual  stocks  to  mutual 
funds.  And  you  get  one  statement 
with  all  your  retirement  savings. 
If  you  have  one  or  more  401  (k)s 
from  former  employers  that  you'd 
like  to  roll  over  and  get  control  of, 
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retirement  planning  tools  and  the 
experienced  people  to  help  you 
see  yourself  succeeding. 
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beyond  the  web 


IN  SEARCH  DF  THE 
NETS  NEXT  BIG  THING 
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Already,  a  smattering  of  technologies 
that  bypass  the  Web's  central  servers 
are  letting  people-and  computers- 
communicate  more  efficiently 


If  you  think  the  Web  is  the  Net  and  the  Net  is  the  We 
think  again.  While  the  World  Wide  Web  is  the  most  poj 
ular  way  to  tap  the  information  coursing  through  the  Ii 
ternet — the  physical  network  of  wires  and  computers — it 
far  from  the  only  way.  Consider  e-mail.  Most  messages  b 
pass  the  Web  and  its  billions  of  pages  as  they  trav 
along  the  Internet.  Yet  it's  the  Net's  "killer  app." 

As  the  Web  reaches  the  ripe  old  age  of  10,  companies  ad 
looking  for  ways  to  move  beyond  it.  Sure,  the  Web  h 
helped  make  the  Net  a  global  phenomenon,  attracting  billior  f 
of  dollars  in  investment  and  nearly  i  -ld 
many  dreams.  But  the  Web,  with  its  rel 
tively  static  pages  of  text,  images,  and  ii  '-■ 
formation,  only  begins  to  exploit  the  Net 
potential.  A  host  of  new,  non-Web  tecl 
nologies  should  help  people  communicat 
more  efficiently — and  could  give  birth  t 
the  next  generation  of  Internet  highflier: 
"The  Net  is  a  platform  around  which  w  |a 
will  build  all  sorts  of  really  interestin 
products  and  services,"  says  Richard  New 
ton,  dean  of  the  College  of  Engineerin 
at  the  University  of  California  at  Berkele;  » I 
DANGEROUS.  But  life  on  the  tech  frontier  :  W 
dangerous.  So  far,  backers  of  most  of  thes  p 
technologies,  like  many  of  their  strugglin 
dot-com  predecessors,  haven't  found  a  wa 
to  profit  from  them.  Some,  such  as  instar 
messaging — a  way  to  zap  quick  notes  fror  1 1 
PC  to  PC — barely  generate  a  trickle  of  re\ 
enues.  Still,  Internet  cognoscenti  are  bet 
ting  they  will  rekindle  the  mega-innovatio  | 
of  the  Web's  early  days. 

Wireless  is  the  highest-profile  of  th 
bunch.  While  wireless  Web  application  kd 
have  been  a  bust  so  far,  that's  partly  be 
cause  most  have  tried  to  cram  Web  page  1 1 
through  the  slow  connections  and  onto  th  p 
tiny  screens  of  mobile  phones  and  handhel  1 
computers.  Still,  there's  plenty  of  opportu  lol 
nity:  The  number  of  wireless  Net  users  i 
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Some  promising  applications  that 
may  give  birth  to  the  next  generatio, 
of  Net  highfliers: 


dim 


I  ■ 


pected  to  soar  to  225  million  in  2002  from 
p  Hi  million  last  year,  according  to  tech  re- 
irch  firm  eTForecasts. 
Those  unwired  millions  will  want  services 
it  dish  up  nuggets  of  information  needed  at 
pecific  time  or  place — but  bypass  the  Web 
A  its  big,  unwieldy  pages.  Some  companies 

doing  that  already.  New  York-based  mo- 
ire Vindigo  pushes  info  about  nearby 
Itaurants  to  would-be  diners'  handhelds. 
llular  companies  in  Europe  let  you  pay  for 
joda  from  a  vending  machine  by  dialing  a 
mber  from  your  mobile  phone.  And  soft- 
re  from  San  Mateo-based  AvantGo  Inc.  alerts 
lay's  Willy  Loman  that  an  order  has  been 
pped  to  a  client.  "Mobility  fills  in  the  gaps 
en  a  PC  isn't  appropriate,"  says  Richard  Owen, 
antGo's  CEO. 

Even  when  Pes  are  appropriate,  they  don't 
•essarily  need  the  Web.  Just  ask  the  millions  of 
.pster  devotees.  The  music-sharing  service  uses 
;er-to-peer"  (P2P)  technology  that  skirts  the 
•ver  computers  where  Web  pages  are  stored, 
stead,  Napster  users  can  peek  into  each  others' 
:,  select  songs,  and  download  them  over  the  In- 
•net.  Although  it's  unclear  whether  Napster 
1  survive  its  battle  with  the  music  industry, 
ne  iJ2P  startups  boast  revenues  and — their 
nders  hope — will  soon  reach  profitability, 
lake  NextPage  Inc.  The  Salt  Lake  City  startup 
jects  to  be  profitable  this  year  based  on  its 
js  of  P2P  technology  that  helps  companies  boost 
aboration  among  employees.  One  of  its  150  cus- 
ners,  law  firm  Baker  &  McKenzie,  uses 
xtPage's  software  to  link  its  offices  with  those  of 
clients.  Baker  customers  closing  a  merger  can, 

example,  monitor  board  resolutions,  financial 
tements,  and  other  documents  stored  on  computers  world- 
le.  That  way,  attorneys  don't  need  to  worry  about  keeping 
5  in  one  place,  and  everyone  can  stay  abreast  of  the  deal's 
'gress.  Mark  Swords,  the  project  director,  says  NextPage 
ps  the  firm  move  25%  faster  and  improves  client  relation- 
ps.  "There  are  tremendous  efficiency  gains,"  he  says. 
!t's  not  just  startups  that  are  pushing  P2P.  Intel  has  in- 
ited  in  upstart  Groove  Networks  Inc.,  which  sells  soft- 
re  that  links  pes  anywhere  in  a  company  so  workers  can 
xe  all  kinds  of  digital  stuff  via  the  Net.  And  Sun  Mi- 
systems  Inc.  in  March  acquired  startup  InfraSearch  Inc., 
ich  is  developing  a  P2P  search  engine. 
Another  use  of  P2P  technology:  stringing  together  pes  to 
ate  a  virtual  machine  that  can  attack  big  problems.  The 


CED.  eBay  Inc. 

ii  Innovation  is  just 
beginning.  Over  the 
next  couple  of  years, 
5  or  10  companies 
will  emerge  that  take 
advantage  of  this 
medium  and  do 
something  unique. 
Perhaps  some  of  the 
most  valuable,  yet 
harder-to-develop, 
concepts  will  come 
next.  They  may  be 
more  sustainable  f  f 


non-profit  seti  Institute  is  using  this  "dis- 
tributed computing"  model,  linking  2  million 
private  pes  to  help  search  for  life  in  outer 
space.  Now,  companies  such  as  New  York- 
based  DataSynapse  Inc.  and  United  Devices 
Inc.,  based  in  Austin,  Tex.,  are  hooking  up  Pe 
owners  and  selling  their  combined  comput- 
ing power  to  corporate  customers.  "I'm  very 
optimistic  about  how  this  technology  is  going 
to  be  used  commercially,"  says  DataSynapse 
ceo  Peter  Lee. 

ROLLER-COASTER.  With  all  this  computing 
oomph,  who  needs  people?  Companies  are  pro- 
gramming computers  to  communicate  with  lit- 
tle human  intervention.  A  primitive  example  is 
eBay  Inc.'s  proxy-bidding  feature,  in  which 
users  punch  in  their  maximum  offer  and  the 
auction  site  automatically  bids  for  them  in 
preset  increments.  The  biggest  users  of  such 
machine-to-machine  (M2M)  e-commerce  will  be 
companies  automating  back-office  transactions. 
Using  M2M,  a  company's  computer  might  order 
goods  from  a  supplier  when  inventories  run 
low  or  schedule  repairs  when  machinery 
breaks  down.  "The  number  of  machine-to-ma- 
chine  interactions  will  dwarf  human  interac- 
tions," says  Joe  Kraus,  co-founder  of  Web  por- 
tal Excite@Home. 

A  form  of  human  interaction  that  is  soaring  is 
instant  messaging.  Dozens  of  companies  such  as 
America  Online  Time  Warner  Inc.  and  Yahoo! 
Inc.  provide  freebie  IM  services  to  more  than 
100  million  people.  Now,  they're  spreading  IM 
like  butter  over  other  services,  such  as  interac- 
tive TV  and  mobile  phones.  But  aol  says  making 
money  from  the  service  will  be  tough.  "It's  not 
"mmmmmm^^~  clear  yet  where  the  business  model  is,"  says 
Donn  Davis,  president  of  aol's  Interactive  Properties  Group. 
The  Web  sparked  an  explosion  of  creativity  and  innovation 
on  the  Internet  that  gave  birth  to  the  New  Economy.  Now 
it's  possible  to  see  the  first  glimpses  of  the  Net's  next  phase: 
a  world  of  pervasive  computing  that  lets  people  communicate 
more  efficiently  than  ever.  But  beware:  This  next  phase  will 
likely  foDow  the  same  roller-coaster  of  hype  and  retrenchment 
as  the  last— although  with  the  lessons  of  recent  years,  the 
ride  may  not  be  quite  as  hair-raising. 

By  Spencer  E.  Ante  in  New  York,  with  Amy  Borrus  in 
Washington  and  Robert  D.  Hof  in  San  Mateo,  Calif. 

For  custom  reprints  of  this  Special  Report,  call 
212  512-3148  (minimum  order  of  1,000). 


,  some  225  million  peo- 
use  wireless  services 
ass  today's  Web,  up 
million  last  year,  says 
sts.  To  be  successful, 
ces  must  be  tailored 
I  devices  that  dish  up 
place,  at  any  time. 


Popularized  by  the  Napster 
music-sharing  service,  P2P  lets 
PCs  communicate  with  one 
another  directly  via  the  Net.  To 
generate  fees,  startups  are 
selling  P2P  software  that  lets 
people  exchange  data  and 
better  collaborate  on  projects. 


iriui'ii'ujfui'u 

E-mail  is  the  most  popular 
non-Web  use  of  the  Net.  Now, 
instant  messaging — e-mail 
that's  like  chatting — is  the 
rage.  IM  is  being  developed  for 
interactive  TV  and  handhelds. 
But  no  one  has  figured  out  yet 
how  to  make  money  off  of  it. 
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Computers  are  communicating 
with  less  human  help.  eBay's 
proxy  bidding  feature  lets  users 
place  a  maximum  offer  and  the 
auction  site  automatically  bids 
for  them.  Or  a  company  could 
have  a  computer  order  goods 
when  inventories  dip. 
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Curtis  E.  Fox,  Thunderbird  '88 
Director  Investor  Relations  Consulting 
Edelman  Worldwide 


>U: 


Thunderbird   showed  me   how  to   turn 
cultural   barriers   into  bridges. 


Executive  Edi 


rograms  ranging  from  global  marketing 
eminars  to  customized  leadership  retreats, 
Thunderbird  provides  both  cultural  and  business  tools  needed  for  success  in  the  global  marketplace. 
And  our  faculty  has  a  wealth  of  international  experience  you  won't  find  anywhere  else.  To  learn  more 
about  our  Executive  Education  programs,  visit  wwi  ' 
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THUNDERBIRD 


The  American  graouati  Schooi 
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Professionals  who  are  serious  about 

moving  ahead  in  their  careers  know 

that  advanced  education  is  the  key  to 

opening  new  doors. 

The  BusinessWeek  Executive 

Education  &  MBA  Directory  offers 

valuable  information  on  leading 

institutions  and  educational  programs. 

For  information  on  advertising 

in  The  Fall  2001  BusinessWeek 

Executive  Education  &  MBA  Directory 

please  call  1-800-424-3090. 
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G  R A  D  U  A T E    SCHOOL    OF    BUSINESS 


In  the  Heart  of  Silicon  Valley 


Powerful 

Ideas, 

Innovative 

Practice 


for  more  information  contact: 

Mary  Mayfield 
Office  of  Executive  Education 
Stanford  Graduate  School  of  Business 
Phone:  (650)  723-3341  (worldwide) 
Fax:  (650)  723-3950  (worldwide) 

Email: 

executive_education@gsb.stanford.edu 
Web  Site: 
www.gsb.stanford.edu/exed 


EXECUTIVE     EDUCATION 


General  Management 
Programs 

Stanford  Executive  Program 

June  24  -  August  7, 2001 

Executive  Program  for  Growing  Companies 

July  22  -  August  3,  2001 

Stanford  N.u.S  Executive  Program 

July  29  -  August  17,  2001  (in  Singapore) 

Advanced  Management  College 

September  16-21  2001 

(at  Stanford  Sierra  Conference  Center) 

Specialized  Programs 

Finance  and  Accounting  for  the  Non- 
Financial  Executive 

May  13  - 18  and  November  11  - 16, 2001 

Excellence  in  Developing  and 
Manufacturing  Products 

July  8  - 14,  2001 

Financial  Management  Program 

July  8  -  20,  2001 

Executive  Program  in  Strategy  and 
Organization 

August  5 -17,  2001 

Marketing  Management  Program 

August  5-17,  2001 

Managing  Your  Supply  Chain  for  Global 
Competitiveness 

August  26  -  31,  2001 


Human  Resource  Executive  Program: 
Leveraging  Human  Resources  for 
Competitive  Advantage 

September  9-14, 2001 

E-Business  and  Supply  Chain  Management 

September  18  -  20, 2001  (in  Hong  Kong) 

Silicon  Valley  E-Commerce 

October  9- 12, 2001 

Credit  Risk  Modeling  for 
Financial  Institutions 

October  14-19,  2001 

Negotiation  and  Influence  Strategies 

October  21  -  26,  2001 

Leading  Change  and 
Organizational  Renewal 

November  4  -  9, 2001 

Stanford  Leadership  Seminar: 
The  Effective  Use  of  Power 

December  3  -  7,  2001 

Advanced  Negotiation  Program 

February  2002 

Managing  Teams  for  Innovation  and  Success 

April  2002 

Strategic  Uses  of  Information  Technology 

April  2002 

Management  Degree 
Program 

Stanford  Sloan  Program 

September  4,  2001  -July  10,2002 


- 


www.gsb.stanford.edu/exed 


Where  do  today's  leaders 
learn  about  tomorrow? 


Chicago's  Kellogg  Graduate  School  of  Management  offers  world  class  general  management  programs: 


Executive  Development  Program 

A  general  management  program  for  executives 
and  small  business  entrepreneurs. 

.  Core  management  functions 

.  E-commerce 

.  Leadership  skills 

May  6  -  25,  2001 

Jul  14  -  Aug  2,  2001 

Sept  30  -  Oct  19,  2001 


Phone:  847-467-7000  •  Fax:  847-467-3072  •  E-mail:  ExecEd@kellogg.nwu.edu 

WWW.kellogg.nWU.edU  (Click  on  Executive  Education) 


Advanced  Executive  Program 

A  senior  level  general  management  program  for 
executives  involved  in  strategy  and  profit  performance. 

.  Strategic  analysis/implementation 

.  Creating  shareholder  value 

.  Organizational  change  and  innovation 

Jun  17- Jul  13,  2001 


Kellogg 

Graduate  School  of  Management  C_ ^l w 

The  latest  school  of  thought. 


We've  Shortened  The  Distance 
Between  You  And  Your  MBA 


Earn  A  Prestifioi 

Unborn  fxecalife  Mil 

iroi  Hine 


Auburn  I  intwrsity's  Executive  MBA 
Program  is  exclusively  designed  for 
mid  or  upper-level  professionals  with 
eight  years  of  work  experience  and 
won'l  disrupt  your  career  or  life.  Sec 
Ibe  /xiwer  qfknou'kdge  at  work  ™ 
with  an  Auburn  Executive  MBA 
Please  contact  as  for  the  details 

a 

mtiri'iiiecitiKlH. 
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EMBA  354-844-4060 

www.cmha.busincss.auhurn.edu 

cmba0husrncss.auhurn.edu 
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THE  PATH  TO 

GREATNESS  IS 

FORGED,  NOT 

FOLLOWED. 


g  Washington 

■  ■  ■    ■    ■ 


*  FULL  TIME  MBA 
EXECUTIVE  MBA 

EXECUTIVE  MASTER  OF  MANUFACTURING  MANAGEMENT 
PROFESSIONAL  MBA 
EMBA  IN  HEALTH  SEBVICES  MANAGEMENT 

*  (800)622-3622 

*  www.olin.wustl.edu 


Greatness  is  not  the  easy 
choice.  It  requires  that  you 
make  your  own  way.  By 
choosing  to  earn  a  degree  in 
an  Olin  MBA  program, 
you  will  have  chosen  to 
forge  your  path  at  a  top- 
ranked  business  school. 
Upon  completion  of  your 
Olin  MBA,  you  will  be  ready 
for  the  next  step  in  your 
career.  And  you  will  have 
done  something  only  true 
leaders  can  do.  Forge  your 
own  path.  **"*** 

Olin 

MANAGEMENT  EDUCATION -LIFETIME  ACHIEVEMENT 


SAS. 
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COLUMBIA 
BUSINESS 
SCHOOL 


Learning  that 


Powers 


JL 


Performance® 


Columbia  Executive  Education 

Translate  learning  into  superior  performance.  We  set  the 
global  standard  for  success — for  individuals  and  organi- 
zations. Our  approach  is  concrete,  specific  and  designed  for 
Immediate  results.  You  share  challenging  situations  from 
your  experience— we  give  detailed  feedback  from  faculty  who 
work  at  the  dynamic  Intersection  of  teaching  and  con- 
sulting. We  will  give  you  the  ideas  and  tools  you  need  to 

power  your  performance. 


UPCOMING  COURSES   AND  DATES 


The  Columbia  Senior 
Executive  Program 

[Apr  29-May  25] 

Fundamentals  of 
Management:  Highlights 
from  Columbia's  Core 
MBA  Curriculum 

[Sep  16-28] 

Leading  and  Managing 
People  [Jul  8-13] 


E-Business:  Creating 
Strategic  Advantage 

[Jun  4-6] 

Marketing  Management 
in  the  New  Economy 

[Sep  16-21] 

Finance  and  Accounting 
for  the  Nonflnancial 
Executive  [May  14-18] 


WWW.GSB.COLUMBIA.EDU/EXECED 

800-692-3932  EXT.  124 

212-854-3395  EXT.  124 
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COMPANY       INFORMATION' 

For  more  information  on  the  companies  in  this  directory,  you  can  select  from  the  two  easy  options  listed  below  through  BizLink. 

Companies  will  be  found  in  the  MaPCfl  26,  2001  issue. 


BizLink 

www.businessweek.com/BizLink 


Internet     You  can  request  information  and/or  link  directly  to  company 
websites  through  our  electronic  reader  service  program 
@  www.businessweek.com/BizLink 

Fill  out  the  attached  postage-paid  reader  service  card  and 
simply  drop  in  the  mail. 


1.  Auburn  University  College  of  Business 

2.  Columbia  Business  School/Executive  Education 

3.  Concord  University 

4.  Cornell  University-Johnson  Graduate  School  of  Management 

5.  Fairleigh  Dickinson  University 

6.  Georgetown  University— The  McDonough  School  of  Business 

7.  Loyola  University  Chicago 

8.  Northwestern  University/Kellogg  Graduate  School  of  Management 

9.  Penn  State  University 

10.  Rutgers  University 

11.  Stanford  Graduate  School  of  Business 

12.  Temple  University— The  Fox  School  of  Business  and  Management 

13.  Thunderbird— The  American  Graduate  School  of 

International  Management 

14.  Tulane  A.B.  Freeman  School  of  Business 


15.  UCLA 

16.  University  of  California,  Irvine-Graduate  School  of  Management 

17.  University  of  Connecticut 

18.  University  of  Denver-  Daniels  College  of  Business 

19.  University  of  Florida 

20.  University  of  Houston 

21.  University  of  Iowa-Henry  B.  Tippie  School  of  Management 

22.  University  of  Rochester-Simon  School  of  Business 

Administration 

23.  University  of  South  Carolina— The  Darla  Moore  School  of  Business 

24.  University  of  Texas  at  Austin-McCombs  School  of  Business 

25.  Virginia  Commonwealth  University 

26.  Washington  University-Olin  School  of  Business 

27.  Widener  University 
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To  reserve  space  in  the  Fall  2001  directory,  call  1-800-424-3090 


xecutive  MBA  and  customized 


offered  in  New  Orleans, 
Santiago,  Shanghai,  and  Taipei 


ntact  us: 
(504)  865-5S&M800)  827-362 
executive,  ed@tulane.edu 
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FREEMAN 

School  of  Business 

Tulane 

American  As 

1914  Founding  Member 
sembly  of  Collegiate  Schools  of 

Bi 

SINESS 

CORNELL 

UNIVh     RSITY 

Johnson  Graduate  School 
of  Management 

We've  been 

developing  leaders 

for  55  years.  All  you 

need  is  five  days. 

The  critical  path  to  success  begins  at  the  Cornell  Johnson 
School.  Our  Executive  Education  courses  provide  intensive, 
interactive  learning  experiences  that  enhance  strategic  vision 
while  developing  effective  management  skills.  Enroll  now  at 
www.johnson.cornell.edu  and  start  walking  that  path  to  success. 

April  22-27     Leadership  Development  Program 

April  22-27     Strategic  Decision-Making  and 
Critical  Thinking 

May  13-18        Marketing  Strategy 

May  20-25      Finance  and  Accounting  for 
Nonfinancial  Managers 

June  10-22      Executive  Development  Program 


Visit  us  online  to  register  today. 

www.johnson.cornell.edu 

For  more  information  call  (607)  255-4251,  fax  (607)  255-0018, 
.  or  e-mail  execed@cornell.edu. 


Cornell  University  is  on  ei)uiil  opportunity,  affirmative  action  eitucatot  and  employer. 


DISCOVER  THE 


DANIEL 

DIFFERENCE 

The  Daniels  College  of  Business  at  the 

University  of  Denver,  recognized  as  one  of  the 

nation's  outstanding  business  schools,  offers  the 

following  innovative  graduate  programs: 


MBA 

Executive  MBA 
Emerging  Leaders  MBA 
Evening  MBA 
Internationa]  MBA 
Global  E-Commerce 
Master  of  Accountancy 


•  Master  of  Real  Estate  and 
Construction  Management 

•  Master  of  Science  in  Finance 

•  Master  of  Science  in 
Information  Technology 

•  Master  of  Science  in 
Management 


For  more  information,  303.871.3416  or 
800.622.4723  www. daniels.du.edu 

UNIVERSITY  OF  DENVER 

DANIELS 

COLLEGE  OF   BUSINESS 


From  the 
classroom... 
to  the 
boardroom. 

-the        Make  your  move  with  an 
mt)a  MBA  from  the  nationally 
recognized  Tippie  School  at 
The  University  of  Iowa. 


Henry  B.  Tippie 
School  of  Management 

The  University  of  Iowa 

1.800.MBA.IOWA 

Email:  iowamba@uiowa.edu 
Website:  www  biz.uiowa.edu/ftmba 
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This  blanket  has  a  story  to  tell. 


On  a  day  one  hundred  and  fifty  years 
ago,  the  Crow  people  came  to  be  surrounded  by 
a  fearsome,  seemingly  insurmountable  enemy. 

Plenty  Coups,  our  leader,  found  all 
his  tactics  and  wisdom  of  no  use  against  these 
imposing  warriors.  Our  people's  destruction 
seemed  certain,  when  from  the  south  we  heard 
a  rumbling  and  saw  an  approaching  dust  cloud 
on  the  horizon. 

The  enemy  watched  in  awe  as  a  huge 
herd  of  buffalo  stampeded  towards  the  battle 
scene  and,  without  slowing,  encircled  our  be- 
leaguered warriors. 

Seeing  this  fearsome  alliance  between 
the  Crow  and  the  buffalo,  the  enemy  took  flight 
Then  Plenty  Coups  knew  the  truth  of  the  pro- 
phecy he  had  received  as  a  child:   "Trust  in  the 
buffalo  as  an  ally." 


Inspired  by  this  legacy,  Crow  master 
artist  Kevin  Red  Star  has  designed  this  signed 
and  numbered,  limited-edition  blanket  made 
exclusively  by  Pendleton  Woolen  Mills  for  the 
American  Indian  College  Fund. 

70%  of  the  proceeds  from  the  sale  of 
this  blanket  go  to  fund  our  colleges  and  schol- 
arship programs,  crucial  in  helping  our  people 
learn  the  skills  they  need  to  be  self-sufficient. 

The  Crow  buffalo  legacy  is  not  myth 
or  legend.  It  is  reality  as  experienced  by  our 
ancestors.  We  are  part  of  a  living,  evolving  culture, 
and  today  we  again  look  to  the  buffalo  to  help 


sustain  us. 


& 
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XURITIES  LITIGATION 


THIS  CRASH  WONT 
1AKE  LAWYERS  RICH 

aud  suits  are  surprisingly  rare  in  this  market  meltdown 


rhe  stock  market  is  plunging,  in- 
vestors have  lost  more  than  $3  tril- 
lion, and  every  day  a  new  company 
announces  an  unexpected  disaster, 
you  might  think  that  William  S.  Ler- 
,  Melvyn  I.  Weiss,  and  other  lawyers 
o  make  a  living  suing  corporations 
t  have  suffered  sudden  stock  price 
>ps  would  be  uncorking  the  cham- 
jie,  tossing  confetti,  and  putting  on 
ir  party  hats  right  about  now. 
Vrong.  So  far,  the  big  market  crash 

not  produced  a  tidal  wave  of  share- 
ier  fraud  litigation.  In  fact,  the  num- 

of  federal  class  actions  filed  in  2000 
?  195,  down  from  206  in  1999  and 

in  1998,  according  to  Stanford  Law 
ool's  Securities  Class  Action  Clear- 
house.  And  as  of  Mar.  13,  only  23 
/  cases  had  been  filed  this  year,  well 
)w  last  year's  pace. 
'Tie  main  reason  is  the  Private  Secu- 
es  Litigation  Reform  Act  of  1995. 
icted  after  a  long,  intense,  and  ex- 
sive  lobbying  campaign  by  Silicon 
ley,  Wall  Street,  and  the  accounting 
istry,  the  law  was  intended  to  cut 
m  on  "strike  suits."  These  were  the 
ely  despised  securities-fraud  class 
ons  that  plaintiffs'  attorneys  man- 
d  to  file  just  hours  after  a  company 
ounced  bad  news — a  practice  that 
an  to  mushroom  in  the  late  1980s. 
Jow  that  the  mar- 
has  melted 
m,  the  law  is 
"ting  to 


pay  its  supporters  in  spades.  Consider 
Yahoo!  Inc.  On  Mar.  7,  the  company  an- 
nounced disappointing  revenues, 
trimmed  its  profit  forecast,  and  said  it 
would  be  hiring  a  new  ceo.  The  stock, 
already  down  more  than  80%  from  its 
all-time  high,  plunged  nearly  20%.  "In 
the  past,  you  would  have  had  20  com- 
plaints on  file  the  next  day,"  says  vet- 
eran plaintiffs'  attorney  Richard  D. 
Greenfield  of  Paoli,  Pa.  So  far,  Yahoo 
hasn't  been  sued  at  all — and  Greenfield, 
like  many  of  his  ilk,  is  devoting  more  at- 
tention to  other  types  of  litigation. 

The  decline  of  securities-fraud  class 
actions  is  a  huge  relief  to  the  business 
community.  While  many  cases  are  still 
filed,  especially  when  companies  are 
guilty  of  accounting  irregularities,  the 

MIXED  SIGNALS 

A 1995  law  has  cut  down  on  bogus 

litigation  but  has  made  it  harder 

for  investors  to  punish  fraud 


law  has  clearly  made  plaintiffs'  attor- 
neys think  twice  before  rushing  to  court 
with  a  barely  researched  case  in  hopes 
of  digging  out  some  damaging  docu- 
ments during  pre-trial  discovery.  "I  think 
we've  gotten  rid  of  some  of  the  junk 
lawsuits,"  says  Richard  H.  Koppes,  a 
securities  and  business  lawyer  at  Jones, 
Day,  Reavis  &  Pogue  in  Los  Angeles. 

But  while  the  Reform  Act  may  be 
good  news  for  the  likes  of  Yahoo,  not 
everybody  is  convinced  it's  so  great  for 
investors.  The  law  has  also  made  it 
harder  for  shareholders  to  recover  mon- 
ey from  companies  that  may  have  com- 
mitted fraud.  And  at  a  time  when  many 
people  are  feeling  victimized  by  seem- 
ingly irresponsible  corporate  and  Wall 
Street  hype,  it  could  wind  up  protecting 
some  executives  who  deliberately  misled 
investors. 

HARBOR  HUBBUB.  That's  why  some  se- 
curities law  experts  are  starting  to 
question  whether  the  law  has  gone  too 
far.  "Investors  should  be  regretting  it," 
says  Philip  A.  Feigin,  a  Denver  lawyer 
who  used  to  be  the  Colorado  securities 
commissioner  and  the  executive  director 
of  the  North  American  Securities  Ad- 
ministrators Assn.  He  argues  that  Con- 
gress, on  the  basis  of  very  little  study, 
"just  made  a  decision  that  there  were 
more  abusive  lawsuits  that  were  hurting 
investors  than  there  were  instances  of 
fraud,"  he  adds.  Feigin  doesn't  believe 
that  was  the  case  then — or  now. 

The  most  controversial  aspect  of  the 
Reform  Act  is  a  "safe  harbor"  provi- 
sion protecting  executives  who  make 
so-called  forward-looking  statements — 
predictions  about  a  company's  revenues, 
dividends,  products,  or  liabilities.  If  the 
execs'  remarks  turn  out  to  be  untrue, 
corporations  are  generally  shielded  from 
liability  as  long  as  they  surround  the 
projections  with  a  few  sentences  of  legal 
boilerplate.  Six  years  ago,  this  provi- 
sion led  President  Clinton  and  former 
Securities  &  Ex- 
\  »  change  Commission 
Chairman  Arthur 
Levitt  Jr.  to  op- 
pose the  law,  be- 


Legal  Affairs 


cause  they  feared  an  increase  in  stock 
market  hucksterism.  But  it  passed 
nonetheless  after  Congress  overrode  the 
President's  veto. 

Forward-looking  statements  are  es- 
pecially important  to  technology  com- 
panies, whose  valuations  are  deter- 
mined less  by  current  earnings  than 
by  future  prospects.  Now  that  many 
of  the  more  grandiose  projections  of 
the  1990s  have  fizzled,  some  people  are 
wondering  whether  Congress  gave  Sil- 
icon Valley  a  little  too  much  protec- 
tion. "The  big  question  is  whether  the 
safe  harbor  in  the  1995  Act  provided 
protection  for  baseless  earnings  pro- 
jections," says  Columbia  Law  School 
professor  Harvey  J.  Goldschmid,  a 
former  sec  general  counsel.  "The  pre- 
sent downturn  may  provide  evidence 
of  whether  [there  was]  excessive 
protection." 

SHENANIGANS.  The  safe  harbor  for  for- 
ward-looking statements  isn't  the  only 
part  of  the  Reform  Act  that's  under 
scrutiny.  The  law  also  requires  plain- 
tiffs to  overcome  a  variety  of  new  hur- 
dles before  any  case  can  even  come  to 
trial.  For  instance,  plaintiffs'  lawyers 
have  to  supply  specific  details  about  the 
alleged  securities  fraud  in  their  initial 


JUDGES  ARE  TOSSING  OUT  MORE 
SECURITIES  FRAUD  CASES... 


BEFORE  PASSAGE 
OF  THE  REFORM  ACT 

A  PERCENT 


AFTER 
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...AND  FILINGS  ARE 
STARTING  TO  DECREASE 

INDEX  OF  SECURITIES 

FRAUD  LITIGATION 

ACTIVITY* 


'96  '97 

.  INDEX:  1991-95=100 

•AVERAGE  ANNUAL  NUMBER  OF  SUITS  FILED  DURING 
FIVE-YEAR  PERIOD  BEFORE  THE  PASSAGE  OF  THE 
REFORM  ACT,  1991-95,  EQUALS  100.  THE  INDEX  IS 
ADJUSTED  TO  TAKE  INTO  ACCOUNT  INCREASES  IN 
THE  NUMBER  OF  PUBLIC  COMPANIES. 

Data:  National  Economic  Research  Associates, 
Securities  Class  Action  Alert 


complaint.  In  the  old  days,  they 
had  to  prove  that  there  was  good  1] 
son  to  suspect  that  wrongdoing  mij 
have  taken  place. 

As  a  result,  securities-fraud  litil 
tion  is  not  the  easy  path  to  richefl 
once  was.  Cases  frequently  take  a  yf 
longer  to  get  before  a  jury,  and  I 
cost  of  simply  filing  a  suit  has  riser 
more  than  $500,000  in  some  instan 
plaintiffs'  attorneys  say.  The  odds 
winning  have  also  decreased.  Bef 
the  passage  of  the  Reform  Act,  129i 
all  cases  were  dismissed  outright 
judges.  That  number  has  increased 
28%  since  the  law  was  passed  (tab 
Without  the  Reform  Act,  "I  would 
we  could  have  brought  twice  as  mj 
cases,"  says  Weiss,  a  key  leader  at 
curities  class  action  powerhouse  J 
berg  Weiss  Bershad  Hynes  &  Lerac 

What's  more,  he  argues,  the  new 
"is  a  disaster. ..  at  a  time  when  fr<* 
is  proliferating,  misinformation  is  n 
pant,  [and]  people  in  industry  are  us 
all  kinds  of  shenanigans  to  artifici.' 
inflate  stock  prices."  For  now,  plainti 
lawyers  are  the  only  ones  griping.  Bu 
the  market  keeps  falling,  their  anj 
could  well  spread  to  investors,  too. 
By  Mike  France  in  New  Y 


Get  your  business 
online  or  this  might 
as  well  say  "Bye  Now. 


No  matter  what  business  you're  in,  no  matter  how 
big  your  company  is,  becoming  "e"  is  essential  to 
staying  competitive  and  quite  soon,  staying  in 
business.  But  how  do  you  take  your  company  from 
brick  and  mortar  to  the  Web?  It's  not  as  difficult  as 
you  might  think.  Navision  Web  Shop,  the  e- 
business  tool  from  Navision  Software,  integrates 
your  back  office  processing  with  Web  ordering— 
the  first  step  in  getting  your  company  on  line. 

Web  Shop  lets  you  set  up  and  maintain  your 
storefront  directly  from  Navision  Financials, 
Navision's  proven  business  management  solution 
for  mid-market  businesses.  No  need  to  call  in  a 
team  of  technical  experts  every  time  you  want  to 
add  a  new  service  or  change  a  price.  No  need  to  re- 
enter information  from  your  web  orders  to  your 
order  processing  system.  Navision  Web  Shop  gives 
you  an  affordable,  fast  way  to  go  on  line. 

Navision  Web  Shop.  Fast,  affordable, 
integrated  "e". 

Navision  Software  US,  Inc. 

1-800-552-8478 
www.navision-us.com 
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Do  you  have  powerful  partners  in  your 


In  ten  minutes,  you  will. 

LeadersOniine  was  created  by  Heidrick  &  Struggles,  the  world's  leading  executive  search  firm,  to  find  the  next  generation 
of  premier  executives.  Together,  Heidrick  &  Struggles  and  LeadersOniine  make  an  amazingly  powerful  team  dedicated  to 
finding  opportunities  that  best  fit  your  talents,  and  help  take  your  career  to  the  next  level.  Just  10  minutes  to  register  online, 
and  suddenly  you  have  powerful  partners  in  your  corner. 


wvmleadersonline.com 


L  LeadersOniine 

A  HHIDRICK  &  STRUCCLES  COMPANY 

Finding  the  next  generation  of  premier  executives. 


GETTING  YOUR 

MBA  WHILE 

STAYING  ON 

THE  JOB 


MBAs  for  Working  Stiffs 

Growing  demand  has  schools  beefing  up  part-time  programs 


BY  MICA  SCHNEIDER 

What  do  you  call  a  chemist  who  pilots  a 
1999  Cessna  172R  between  Lincoln, 
Neb.,  and  Chicago  every  weekend  so 
he  can  someday  run  his  own  business? 
One  very  determined  part-time  MKA 
student.  Mark  Zieg,  34,  is  a  drug  for- 
mulator  for  Novartis  Pharmaceuticals 
and  a  weekend  student  at  the  University  of 
Chicago's  Graduate  School  of  Business.  Each 
week  until  March,  2003,  he  will  fly  a  total  of 
seven  hours  to  and  from  classes.  "It's  the  only 
top  school  that's  within  reach,"  he  says. 

It  sounds  hectic — and  prompts  the  question: 
Why  bother?  But  last  year,  120,000  fully  em- 


ployed people  did  the  same  thing,  says  the    ' 
ternational  Association  for  Management  Edu 
tion,  better  known  by  its  old  acronym,  AACSE 

A  part-time  program  is  a  compelling  option 
anyone  who  believes  he  or  she  can  benefit  fr 
an  MHA  but  who  can't  afford  to  forfeit  two  ye 
of  steady  paychecks  or  miss  opportunities 
work.  And  if  you  want  to  get  into  a  top-rated 
school — half  of  Business  Weed's  top  30  full-ti 
MHA  programs  offer  part-time  degrees — you 
more  likely  to  be  accepted  to  the  part-time  p 
gram  than  the  full-time  counterpart. 

Remember,  too,  that  since  part-timers'  p 
tion  of  the  MHA  market  has  grown,  schools  h; 
been  pouring  more  resources  into  their  progra 
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B-SCHOOL  /  LOCATION  /  PHONE  /  WEB  SITE 

HENLEY  MANAGEMENT  COLLEGE*  Henley-on-Thames,  England 
44  1491  418  803  /  www.henleymc.ac.uk 


I  making  changes  to  better  meet  students' 
ids.  Last  year,  of  200,000  MBA  students,  63.7% 
re  part-timers,  says  the  aacsb.  And  according 
Business  Weed's  inaugural  survey  of  214 
t-time  programs  in  the  fall  of  2000, 
510  part-time  mbas  graduated  last  year, 
14.5%  from  1997  (table). 
Uter  decades  of  playing  second  fiddle 
ull-time  programs,  part-time  plans  are 
king  up.  Schools  are  tailoring  cur- 
Uums  to  what  students  want  to 
m,  and  their  course  offerings  are 
re  innovative.  They're  also  adding  Web-en- 
>d  courses  and  a  wider  choice  of  electives. 
tONGER  TIES.  The  changes  are  designed  not 
'  to  lure  part-time  candidates  but  to  retain 
m  once  they've  enrolled.  At  Washington  Uni- 
sity's  Olin  School  of 
iness  in  St.  Louis,  for 
mple,  just  55%  of 
t-timers  graduated  in 
5,  when  Stuart 
enbaum  became  dean, 
ne  revamped  the  pro- 
wl. To  increase  stu- 
ts'  sense  of  belonging 
i  community,  he  put 
m  into  groups  that 
re  through  the  first 
•  terms  together.  That 
ws  them  to  make 
nds  and  network. 
Jreenbaum  also  cut 
number  of  required 
rses  and  gave  stu- 
ts  more  leeway  to 
ign  their  program. 
:  Olin  School  broke 
school  year  into  mini- 
lesters  and  added 
:kend  classes,  which 
e  students  schedul- 
flexibility  and  let 
ti  get  a  degree  in 
«  years.  Today,  Olin's 
luation  rate  is  close 
0%. 

>ther  schools  have 
densed  their  pro- 
tis  further  to  attract 
^-pressed  profession- 
Students  at  Lehigh 
versity's  B-school  in 
hlehem,  Pa.,  can  zip 
>ugh  in  2lA  years 
ier  than  Z%  Last  Sep- 
ber,  Baruch  College 
!^ew  York  added  a 
-year  program, 
cware  of  work  de- 
ids  on  their  students, 
;r  programs  are  com- 
up  with  more  con- 
tent class  schedules, 
t  year,  Fordham 
versity  in  New  York 
an  offering  a  hand- 
of  morning  classes, 
i  7:30  to  9:30,  before 


students  are  drained  of  energy  at  work.  This 
fall,  the  morning  offerings  will  double,  to  10. 

Meanwhile,  Pepperdine  University's  Graziado 
School  of  Business  has  expanded  its  menu  of 
concentrations.  The  new  options  introduced 
last  fall  include  entrepreneurship  and 
managing  organizational  change,  which 
focuses  on  such  situations  as  transition 
to  New  Economy  businesses. 

As  schools  aim  to  better  adapt  to  their 
students'  lifestyles,  online  learning  has 
proven  a  sound  and  even  revenue-building 
solution.  At  Indiana  University,  the  Kelley 
School  of  Business'  Direct  Online  mba  program, 
which  was  launched  in  August,  1999,  has  60  stu- 
dents enrolled  so  far,  including  an  officer  on  an 
aircraft  carrier  in  the  Pacific.  In  the  fall,  it  plans 
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UNIVERSITY  OF  PHOENIX*  Phoenix,  Ariz. 
877  611-3390  /  www.uoponline.com 

3,900 

85 

N/A** 

49 

120 

35 

22,770 

Anytime 

DEPAUL  UNIVERSITY  (KELLSTAOT)  Chicago,  III 
312  362-8810  /  www.depaul.edu 

2,108 

81 

565 

36 

72 

28 

38,352 

Apr.  '01 

NEW  YORK  UNIVERSITY  (STERN)  New  York,  NY. 
212  998-0600  /  www.stern.nyu.edu 

1,996 

60 

653 

35 

58 

28 

60,000 

Sept.  '01 

PEPPERDINE  UNIVERSITY  (GRAZIADO)  Culver  City,  Calif. 
800  488-8616  /  bschool.pepperdine.edu/ 

1,594 

81 

525 

40 

99 

33 

35,904 

Aug.  '01 

WAYNE  STATE  UNIVERSITY  Detroit,  Mich. 
313  577-4510  /  www.busadm.wayne.edu 

1,509 

80 

540 

30 

60 

29 

7,077 

May  '01 

UNIVERSITY  OF  CHICAGO  Chicago,  III. 
312  464-8660  /  gsb.uchicago.edu 

1,364 

N/D 

N/D 

21 

74 

30 

58,280 

Sept.  '01 

NORTHWESTERN  UNIVERSITY  (KELLOGG)  Evanston,  III. 
312  553-8385  /  www.kellogg.nwu.edu 

1,320 

35 

680 

35 

70 

29 

58,000 

June  '01 

NOVA  SOUTHEASTERN  UNIVERSITY  (HUIZENGA)  Ft.  Lauderdale,  Fla. 
800  672-7223  x5100  /  www.huizenga.nova.edu 

1,298 

81 

528*" 

52 

84 

34 

18,662 

Apr.  '01 

GEORGIA  STATE  UNIVERSITY  (ROBINSON)  Atlanta,  Ga. 
404  651-1913  /  robinson.gsu.edu 

1,179 

70 

580 

39 

60 

27 

7,500 

June  '01 

FORDHAM  UNIVERSITY  New  York,  NY 
800  825-4422  /www.bnet.fordham.edu 

1,172 

69 

575 

42 

66 

28 

42,800 

Aug.  '01 

BABS0N  COLLEGE  Wellesley,  Mass. 
800  488.4512  /  babson.edu 

1,160 

84 

587 

32 

75 

29 

44,160 

Sept  '01 

RUTGERS  UNIVERSITY  Newark,  N.J. 
973  353-1234  /  business.rutgers.edu 

1,134 

66 

584 

30 

48 

28 

30,000 

Sept  '01 

BENTLEY  COLLEGE  (McCALLUM)  Waltham,  Mass. 
800  442-4723  /  www.bentley.edu 

1,056 

80 

542 

45 

63 

28 

33,600 

Sept.  '01 

UNIVERSITY  OF  MICHIGAN  Ann  Arbor,  Mich. 
734  763-5796  /  www.bus.umich.edu 

1,048 

59 

654 

25 

66 

29 

47,750 

Sept.  '01 

XAVIER  UNIVERSITY  Cincinnati,  Ohio 
800  344-G0XU  x3525  /  www.xu.edu 

982 

77 

540 

35 

60 

28 

18,000 

Aug.  '01 

UNIVERSITY  OF  MINNESOTA  (CARLSON)  Minneapolis,  Minn. 
800  926-9431  /  www.carlsonmba.csom.umn.edu 

958 

83 

616 

34 

68 

29 

24,000 

Sept.  '01 

UNIVERSITY  OF  COLORADO  AT  DENVER  Denver,  Colo. 
303  556-5900  /  www.business.cudenver.edu 

955 

70 

550 

42 

99 

31 

11,300 

May  '01 

LOYOLA  COLLEGE  IN  MARYLAND  Baltimore,  Md. 
410  617-5067  /  www.loyola.edu 

932 

87 

539 

37 

72 

29 

15,600 

May  '01 

BARUCH  COLLEGE  (ZICKLIN)  New  York,  N.Y. 
212  802-2330  /  www.zicklin.baruch.cuny.edu 

909 

65 

566 

41 

61 

29 

13,635 

Aug.  '01 

*  Most  programs  are  offered  anytime,  anyplace  via  the  Web 
N/D  =  School  will  not  disclose  data 

**The  GMAT  is  not  required  for  applicants  who  meet  certain  requirements 

Data:  BusinessWeek 
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distance-learning  MBA 
programs,  and  tools  to 

help  you  choose  at 

www.businessweek.com 
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to  accept  120  students.  The  two-year  program 
costs  $32,400. 

The  growth  of  "distance  learning"  programs 
gives  students  a  wider  choice  of  schools  without 
regard  to  location.  Jocelin  Kagan,  who 
runs  a  corporate-communications  firm 
in  Johannesburg,  South  Africa,  has 
been  enrolled  in  the  mba  program 
of  Henley  Management  College 
in  Henley-on-Thames,  England, 
since  1998.  Kagan,  who  meets 
with  a  group  of  seven  other 
Henley  students  in  Johannes- 
burg, used  to  get  her  course- 
work  via  textbooks.  Recently, 
she  has  begun  to  enjoy  the  effi 
ciency  and  convenience  of  getting 
her  coursework  online.  "E-learning 
crunches  time  down  enormously,"  says 
Kagan,  who  will  graduate  in  May,  2002. 

Where  many  part-time  programs  fall  short  is 
in  placement  services.  Schools  are  reluctant  to 
expend  resources  helping  part-timers  find  sum- 
mer internships  because  their  first  priority  is 
finding  summer  jobs  for  full-time  students.  This 
policy  leaves  some  part-timers,  such  as  those 
who  are  switching  to  full-time  status,  out  in  the 
cold.  And  schools  are  leery  of  helping  part-timers 
land  a  sweet  offer  upon  graduation  lest  they  get 
on  the  wrong  side  of  students'  current  employ- 
ers— especially  if  the  company  is  footing  the  bill. 

Pressure  is  growing  on  B-schools  to  do  more 
with  placement.  The  schools  in  Business  Week's 


survey  said  that  25%  of  their  students  would 
the  career  office  to  get  new  jobs.  At  the  1 
versity  of  California  at  Los  Angeles'  Andei 
Graduate  School  of  Business,  90%  of  the  180  p 
time  students — all  employed — who  ent( 
last  fall  said  they  plan  to  change  j 
So  far,  Anderson  allows  part-tin 
to  use  the  career  center,  but  in 
der  to  interview  on  campus  f 
full-time  job,  they  need  an  ( 
from  their  employers. 

If  you're  considering  a  p 
time  program,  you'll  be 
good  company.  The  progr. 
attract  a  more  diverse  and 
perienced  group  of  professioi 
than  full-time  programs,  accc 
ing  to  BusinessWeek's  survey.  S 
36%  of  the  students  are  female,  14% 
advanced  degrees,  and  11%  are  minorities. 
83,000  students  covered  by  the  survey  have 
average  5.5  years  of  work  experience,  comp; 
with  4.2  years  for  full-time  students.  Their  a 
age  age  was  30  years,  vs.  27.7  for  full-timers 
But  competition  for  places  may  be  gett 
stiffer.  After  three  years  of  flat  growth  in  ap 
cations,  a  result  of  the  strong  labor  marl 
schools  are  seeing  an  uptick.  Last  fall,  Pepp 
dine  saw  a  sudden  rise  in  applications  for  spi 
enrollment.  And  Chicago's  winter/spring  ap 
cations  climbed  18%  from  last  year.  Whet 
you  go  the  full-time  or  part-time  route,  on  pa 
the  degree  is  no  different. 


An  MBA  Custom-Fit  £ 
For  Executives 

Leadership  programs  can  turbocharge  a  fast-track  career 


BY  MICA 
SCHNEIDER 


After  more  than  eight  years  with  Clorox, 
Christopher  Quinn  is  aiming  to  break  into 
the  company's  upper  echelons.  But  the  36- 
year-old  Quinn,  now  director  of  sales  for 
Latin  America,  knows  that  to  make  it,  he 
needs  to  broaden  his  skills  beyond  consumer 
marketing.  So  when  the  University  of  Michigan 
Business  School  called  on  Mar.  5  to  say  that  he 
had  been  accepted  into  its  new  executive  MBA 
program,  he  was  ecstatic.  An  MBA  "will  give  me 
an  ability  to  compete,"  he  said. 

Executive  MBA  programs  are  becoming  a  pop- 
ular option  to  turbocharge  an  already  fast-track 
career.  The  programs,  which  are  more  condensed 
than  regular  MBA  courses,  not  only  provide  a 
means  for  a  specialist  to  become  a  strong  gen- 
eralist  manager,  but  also  coach  execs  in  leader- 
ship and  competitive  strategy.  Last  June,  close  to 
8,000  were  enrolled  in  KMBA  programs  world- 


wide, according  to  the  Execut 
mba  Council,  which  compri 
schools  with  such  programs. 

The  barriers  to  entry  are  hi 
Unlike  regular  programs,  exp< 
ence  and  responsibility — not  GMAT  scores — 
what  count.  EMBA  students  must  be  mid-  to 
nior-level  execs,  "part  of  the  next  generatior 
leadership  at  their  organizations,"  says  Da 
Ardis,  managing  director  of  Michigan's  progr; 
Many  schools  require  at  least  10  years  of  ex 
rience,  five  of  them  in  management.  It  he] 
too,  to  have  a  title,  such  as  vice-president 
director.  Most  participants  in  the  prograi 
which  limit  class  size  to  45  to  60  students, 
in  their  30s. 

The  price  tag  is  usually  steep.  Tuition  for  th 
18-  to  24-month  programs  can  run  from  $30,00( 
$115,200.  Michigan,  for  example,  charges  $90,1 
or  $95,000  for  its  20-month  program,  depending 
whether  you  have  Michigan  residency.  On  i 
bright  side,  tuition  often  includes  such  incid 
tals  as  textbooks  and  some  companies  still  foot 
bill  for  their  executives.  At    London   Busin 
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Today,  a  Company's  balance  sheet  impacts  its 
income  statement  more  than  ever  -  large 
non-strategic  holdings,  a  sub-optimal  capital  structure, 
growing  stock  option  programs  and  more.  But  your 
financial  strategy  can  be  managed,  exposures 
controlled,  earnings  smoothed  and  shareholder  value 
created.  Sometimes  it's  just  a  matter  of  knowing 
what  to  look  for. 

Having  tackled  some  of  the  most  complex  financial 
issues  facing  today's  top  companies,  we  have  the 
depth  of  thinking  and  experience  to  help  you  reduce 
your  risk  and  create  value.  And  as  one  of  the  largest 
banks  in  the  world,  with  assets  totaling  over 
$800  billion,  no  problem  is  too  big  or  too  complex 
for  us.  So  put  our  talented  experts  to  work  for  you. 

Let  our  experience  unleash  the  value  of 
your  Company. 

Whoever  you  are 

•  CEOs  and  CFOs 

•  Corporate  Treasurers 

•  Venture  Capitalists 

•  Human  Resource  Executives 

Whatever  you  need 

•  Capital  Structure  Optimization 

-  Stock  Option  Hedging 

-  Share  Repurchase  and 
Non-dilution  Strategies 

•  Hedging  Non-strategic  Holdings 

•  Efficient  Monetization  Structures 

•  Tax  Planning 


EXPERIENCE 

leading  to  results" 
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As  business 
becomes  more 
global,  leadership 
programs  offer 
executives  a 
chance  to  study 
the  world  market 
from  far-flung 
campuses 


School,  65%  of  the  60-odd  students  in  a  class  are 
sponsored,  20%  fewer  than  in  1998. 

Perhaps  the  greatest  hurdle  is  the  time  re- 
quired. The  need  to  be  on  campus  varies  widely, 
from  every  weekend  to  one  week  every  two 
months.  While  that  may  seem  minimal  compared 
with  some  part-time  MBA  programs,  it  can  still  be 
difficult  for  a  busy  executive.  And  most  of  the 
coursework  is  done  off-campus,  with  the  student 
working  on  his  or  her  own  or  with  group  mem- 
bers. Klaas  Ockens,  35,  a  reit  manager  with 
Deutsche  Logistik  Immobilien  in  Hamburg,  is 
taking  classes  at  London 
Business  School,  although 
he's  enrolled  at  Columbia 
Business  School's  emba  pro- 
gram. He  spends  up  to  15 
hours  a  week  studying  and, 
in  addition  to  conference 
calls  with  classmates,  can 
drop  as  many  as  40  e-mails  a 
week  to  his  team  members. 
MERGERS.  Michigan's  EMBA 
candidates  will  be  required 
to  trek  to  the  Ann  Arbor 
(Mich.)  campus  one  Friday 
and  Saturday  a  month. 
Classes  will  focus  not  on 
core  subjects  but  on  busi- 
ness issues,  such  as  organi- 
zational behavior.  In  between 
these  meetings,  assignments, 
required  reading,  and  online 
lessons  can  eat  up  as  many 
as  12  hours  a  week. 

As  business  has  become 
more  global,  so  have  al- 
liances among  B-schools.  Co- 
lumbia's B-school  and  Lon- 
don Business  School  will 
inaugurate  EMBA-Global  in 


I  May.  Classes  will  alternate  between  the  Lor 
and  Manhattan  campuses  over  the  cours 
two  years.  Also  offering  a  joint  EMBA 
gram,  called  TRIUM,  are  New  York 
versity's  Stern  School  of  Business,  1 
don  School  of  Economics,  and  hec 
Graduate  Business  School.  During 
16-month  program,  beginning  in 
■l  fall,  students  will  meet  for 
weeks  each  in  London,  New  Y 
and  Paris,  and  a  week  eac 
Hong  Kong  and  Sao  Paulo. 
Other  universities,  meanwhile, 
going  where  the  students  are,  offe 
programs  away  from  their  traditi 
campuses.  Cornell  University's  Johi 
Graduate  School  of  Management  launchec 
first  executive  program  in  1999,  in  Westche 
County,  N.  Y.,  215  miles  southeast  of  its  cam 
"When  you're  in  Ithaca,  you've  got  to  get  out 
attract  students],"  says  Thomas  Hambury,  dire 
of  Cornell's  executive  mba  program.  Univer 
of  Pennsylvania's  Wharton  School  in  Philadel] 
offers  an  emba,  but,  having  noticed  a  deartl 
such  programs  on  the  West  Coast,  it  will  sta 
sister  program  in  San  Francisco  this  fall. 
Wharton  emba  Director  Howard  Kaufold:  "TT 
was  an  opportunity  for  us  to  draw  people." 
If  you're  interested  in  getting  into  a  pro: 
talk  with  the  program  directors.  They'll  tell  y 
you've  got  a  shot.  Only  if  the  signs  are  g| 
should  you  broach  the  idea  with  your  super 
who'll  most  likely  serve  as  your  reference  as 
as  your  champion  when  you  ask  your  compan; 
sponsor  you.  After  all,  there's  little  worse  than 
ing  up  a  sponsorship  from  your  company  and  tl 
having  to  admit  that  you  didn't  make  the  cut. 


Sampling  the  New  Executive  MBA  Program! 


SCHOOL  /  LOCATION 
PHONE  /  WEB  SITE 

!   NEXT      | 
PROGRAM                      |  COST             j    CLASS    1 

UNIVERSITY  OF  CHICAGO 

Singapore/ 312  464-8750 
gsb.uchicago.edu/execmba 

Executive  MBA     j  $68,000  j  July  '0 
Asia 

COLUMBIA  U.  LONDON  BUS.  SCHOOL 

NYC; London/ 212  854-2211 
www.london.edu/emba-global/ 

EMBA  Global        j  98,500     j  May  'q 

DUKE  UNIVERSITY  (FUQUA) 

Durham,  N.C.;  Frankfurt,  Germany 
919  660-7863  www.fuqua.duke.edu 

Duke  MBA-          I  71,000     |  Aug.'oJ 
Cross  Continent   \                         1 

UNIV.  OF  MINNESOTA  (CARLSON) 

Guangdong,  China  /  612  626-8182 
CarlsonSchool.umn.edu 

China  Executive   !  30,000     \  Sept.  ift 
MBA 

UNIV.  OF  PENNSYLVANIA  (WHARTON) 
San  Francisco  /  866  WHARTON 
www.wharton.upenn.edu 

WEMBAWest        |  115,200*  |  Aug  '0 

!                      i 

PURDUE  UNIV.  (KRANNERT) 

Hannover,  Germany  /  765  494-0898 
www.gisma-hannover.de 

"Estimate 

GISMA                1  25,000*   j  Apr  '0J 

Oat.i  / 

t 
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The  New  Juice 
In  Utility  Stocks 

With  less  regulation,  some  electric  companies  are  taking  off 


•- 


BY  CAROL  MARIE  CROPPER 

Iast  March,  about  the  time  the  stock  mar- 
ket started  to  crumble,  investors  began 
piling  into  their  old  rainy-day  friends,  util- 
ities stocks.  Ever  since,  the  Nasdaq's  loss 
has  seemed  to  be  the  utilities'  gain.  The 
Standard  &  Poor's  500  Utilities  Index  is 
now  up  44%,  while  the  Nasdaq  is  off  62%. 
Does  that  mean  that  if  the  broader  market  bot- 
toms out  and  turns  up,  these  traditionally  de- 
fensive stocks  will  plunge? 

It's  no  longer  that  simple. 
Sure,  part  of  the  gain  came 
from  investors  seeking  the  shel 


Stocks 


ter  of  stable  earnings  and  a  reliable  dividend.  But 
other,  savvy  investors  were  bidding  up  prices 
for  a  new  breed  of  utilities  capable  of  logging 
double-digit  earnings  gains. 

If  you  haven't  looked  at  electric  utilities  in  a 
while,  you  may  be  in  for  a  surprise.  This  once 
stodgy  industry  is  undergoing  a  transformation. 
Deregulation  is  forcing  change  and  reshaping 
companies,  making  huge  winners  of  some  and 
hapless  losers  of  others. 

Just  look  at  what's  going  on  in  California. 


Calpine,  a  wholesale  power  producer  selling  elec- 
tricity at  whatever  the  market  will  bear,  has  been 
a  big  gainer.  Its  2000  profits  are  up  163%  from  the 
year  before,  its  stock  price  has  gained  80%  from 
last  March,  and  analysts  like  Brian  Hayward  of 
invesco  Funds  think  it  can  add  30%  over  the 
next  12  to  18  months.  Meanwhile,  pg&e,  which  dis- 
tributes electricity  to  customers,  is  in  dire  straits 
thanks  to  a  deregulation  plan  that  doesn't  allow  it 
to  pass  soaring  wholesale  power  prices  on  to  its 
users,  pg&e's  stock  is  down  30% 
over  the  past  12  months. 

Electric  utilities  have   not 
shed  all  their  defensive  armor, 


but  many  are  looking  a  bit  like  growth  stocks. 
Veteran  utilities  investor  William  H.  Reaves, 
president  of  the  money  management  firm  W.  H. 
Reaves,  says  the  best-run  utilities  are  focusing  on 
lines  of  business  beyond  the  regulators'  grasp,  like 
power  generation  and  specialized  services  for  in- 
dustrial customers.  These  are  areas  where  inno- 
vation and  good  business  practices  can  add  to 
the  bottom  line — not  just  get  passed  along  to 
customers  in  the  form  of  lower  rates.  In  this 
new,  more  competitive  environment,  utilities  are 
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merging  with  others  and  lopping  off  their  own 
slow-growing,  regulated  units.  So,  just  like  regu- 
lar companies,  those  must  now  be  evaluated 
based  on  their  efficiency,  resourcefulness  of  their 
management,  and  by  how  well-positioned  they 
are  in  the  marketplace — not  just  on  the  reliabili- 
ty of  their  dividends. 

LOCATION,  LOCATION.  With  earnings  growing 
faster,  many  of  these  companies  are  plowing  a 
bigger  chunk  back  into  their  businesses  rather 
than  plumping  up  dividends.  Mark  D.  Luftig, 
executive  vice-president  at 
Reaves,  says  electrics  now  pay 
out  53%  of  their  earnings  as 
dividends,  vs.  an  average  75% 
in  the  1980s.  As  the  companies 
come  to  behave  more  like  reg- 
ular stocks,  the  market  will 
treat  them  that  way,  affording 
higher  price-earnings  multiples 
when  they  please,  and  slam- 
ming them  when  earnings  come 
up  a  few  pennies  short  of  in- 
vestors' expectations. 

Some  will  outperform  others 
simply  because  they  operate  in 
a  more  favorable  regulatory  en- 
vironment. The  federal  government  encouraged 
competition  at  the  wholesale  level  for  generators 
with  the  Energy  Policy  Act  of  1992.  Since  then, 
about  half  the  states  have  enacted  laws  or  reg- 
ulations to  let  electricity  generators  begin  com- 
peting for  retail  customers  on  price,  rather  than 
having  monopolies  with  rates  set  by  a  govern- 
mental body. 

Some  of  the  most  industry-friendly  deregula- 
tion can  be  found  in  Ohio,  Illinois,  Pennsylvania, 
and  Virginia,  according  to  Luftig.  That's  why  he 
favors  companies  like  FirstEnergy,  with  cus- 
tomers in  Ohio  and  Pennsylvania,  and  Dominion 
Resources,  with  operations  in  Virginia.  First- 
Energy is  a  bargain,  adds  Luftig.  He  figures 
the  company's  shares  will  gain  nearly  20%  over 
the  next  12  months— substantial  even  before  you 
throw  in  a  5.4%  dividend  yield.  Luftig  sees  a 
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$47.04            None 
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65.20              4.0 

11.1 
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40.71              2.7 

13.1 

EXELON  EXC 
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10.7 

FIRSTENERGY  FE 

27.80              5.4 

8.7 

PROGRESS  ENERGY  PGN 

42.72              5.0 
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TECO  ENERGY  TE 

29.19              4.7 

TXU  TXU 

40.66              6.0 
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vestment  Research 

'Next  year  to  current  year            Data:  Bloomberg  Financial  Markets;  Zacks  In 

similar  play  in  Texas-based  TXU,  with  the  I 
Star  state  scheduled  to  complete  its  deregul 
process  early  next  year. 

There's  another  reason  the  electric  busi 
is  a  little  like  real  estate:  location,  location,  1 
tion.  Those  that  operate  in  fast-growing  s 
have  a  brighter  near-term  outlook,  says  Ji 
McCann,  senior  industry  analyst  at  Standar 
Poor's  Equity  Group.  Progress  Energy,  at 
a  share,  is  well-positioned  for  growth,  wit! 
newly  acquired  power  plants  in  Florida  and 
ones  going  up  in  North  Ca 
na.  The  company,  the  resu 
CP&L's   acquisition   of  Flo 
Progress,  should  outperform 
market  in  the   next   9  to 
months,    says    McCann 
that's  before  its  5%  dividen 
The  agility  of  a  compa 
management  and  the  sound: 
of  its  strategy  also  count  f 
lot  these  days.  McCann  pr; 
Michigan-based  cms  Energj 
selling  assets  to  pare  debt, 
will  free  up  cash  for  gro 
businesses — which  include  o1 
seas  operations.  North  Caro 
based  Duke  Energy  is  also  an  international 
erhouse.     It's     renowned     for     sophistic; 
power-plant  engineering,  which  it  exports  arof/; 
the  world.  Luftig  is  looking  for  a  13%  price  j 
over  the  next  year,  in  addition  to  a  yield  of  2 
pending  MERGERS.  Exelon  is  looking  smart 
Chicago  electricity  and  gas  company  has  incre; 
the  output  at  its  nuclear  plants  6%  while  cut 
employees  more  than  10%.  Luftig  estimates 
its  stock  will  post  a  9%  gain  over  the  next 
along  with  its  3.4%  payout.  Industry  wate 
say  prospects  for  Houston-based  Reliant  Ene  I 
and  Baltimore-based  Constellation  Energy  Gr 
are  bound  to  improve  as  they  divorce  themse 
from  their  regulated  operations,  becoming  sep; 
companies.  Other  players  are  seeking  efficien  « - 
by  buying  fellow  utility  companies  and  spreac 
costs  over  a  larger  base.  FirstEnergy,  for  exan  |fg 
is  in  the  process  of  acquiring  r  . 
Jersey's  gpu.  Another  11  merjj  n 
or  acquisitions  are  pending,  an( 
have  been  completed  since  the 
ginning  of  2000,  according  to 
Edison  Electric  Institute,  a  tr 
association    for    publicly    tra 
electrics.  "You're  seeing  straMjq 
electric-electric  consolidation.  Yo 
seeing  electric  and  gas,"  says 
spokesman  Tony  Anthony. 

With  their  new  look  as  comp 
tive  companies,  such  electric  u 
ties  may  not  be  in  full  retreat 
next  time  the  bulls  run  down  ^ 
Street.  They  might  never  be 
next  dot-coms  (probably  a  g 
thing),  but  companies  thai  can 
liver  double-digit  earnings  gro' 
to  their  investors  don't  have 
hide  behind  their  dividends. 
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YOU'RE  NOT  USING  A 
TYPEWRITER  AND  A  PAY  PHONE 

Today's  entrepreneur  now  has  affordable  access  to  fractional 
ownership  of  Learjet®  or  Challenger*  business  jets;  a  modern 
business  tool  that  enables  you  to  increase  your  productivity 
and  your  competitive  advantage.  We  offer  the  most  complete 
range  of  latest  technology  aircraft  available  today.  So 
while  there  may  be  other  options  to  Flexjet,  there  can 
only  be  one  choice.  Flexjet.  For  more  information  on  the 
many  affordable  benefits  of  fractional  ownership  and  our 
unprecedented  level  of  personal  service  and  attention  to 
detail,  call  1-800-FLEXJET. 
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Lucent  is 
desperate  to 
take  the 


THE  MONKEY  WRENCH 
IN  AGERE'S  IPO 

The  absolutely,  positively  worst  time  to  ask 
for  money  is  when  you  really,  really  need  it 
bad.  You  knew  that  already,  but  it's  a  hard 
lesson  that  telecommunications  giant  Lucent 
Technologies  is  learning  again  right  now  as  it 
gets  ready  to  sell  $6.5  billion  in  Agere  Systems 
stock.  Yes,  that's  right:  $6.5  billion.  Agere  Sys- 
tems. 

And  no,  it  can't  help 
that  only  a  nano-slice  of 
the  world  has  ever 
heard  of  Agere,  Lucent's 
microelectronics  unit,  or 
that  even  fewer  can  pro- 
nounce its  name  (a- 
gear).  Yet  these  are  the 
least  of  Lucent's  worries 
as  underwriters,  led  by 
Morgan  Stanley  Dean 
Witter,  try  to  find  buy- 
ers for  Agere's  mid- 
March  initial  public  of- 
fering. In  a  nuclear 
winter  for  tech  in- 
vestors, the  deal's  size — 
the  second-biggest  U.S. 
IPO  ever — is  daunting. 
As  a  backup,  Lucent  is 
rumored  also  to  be  shop- 
ping Agere  to  the  big 
telecom  companies.  The 

worst  of  it,  though,  is  that  all  of  Wall  Street 
knows  just  how  badly  Lucent  wants  to  sell.  As 
Lehman  Brothers  analyst  Steve  Levy  told  me: 
"Lucent  needs  to  get  this  deal  done." 

Lucent  thirsts  for  the  $3.8  billion  it  aims  to 

draw  from  the  IPO  to  ease  a  liquidity  squeeze 

that  in  February  sent  it,  hat  in  hand,  to  its 

banks.    Less    understood    are    Agere's    own 

prospects  and  what  the  deal  means  for  Morgan 

Stanley.  Agere  and  Morgan  Stanley  are 

staying  quiet  ahead  of  the  IPO,  but  securities 

filings  lay  out  its  details.  Here's  how  I  size 

them  up  for  each  player — and  you: 

For  Lucent,  Agere  figures  to  fetch  a  mis- 
erable price,  far  below  whatever  it  saw  last 
July  when  it  announced  plans  to  spin  off  the 
unit.  Some  bulls  even  hallucinated  a  market 
cap  for  Agere  of  $100  billion.  Since  then, 
market  multiples  of  leading  Agere  rivals  have 
collapsed.  Fiber-optics-parts  maker  JDS 
Uniphase,  for  one,  has  seen  its  value  shrink  in 
that  time  from  $90  billion  to  $80  billion.  As 
recently  as  Feb.  7,  Agere  indicated  it  ex- 
pected a  market  capitalization  of  $23.4  bil- 
lion. By  Feb.  26,  that  sank  to  $17.4  billion,  as 
Agere  cut  its  indicated  IPO  price  to  $13  a 


unit  public,  but 
with  growing  signs 
of  trouble,  Agere 
is  no  bargain 


Agere:  In  a  Squeeze 


GROSS  MARGIN 


'99     '00       '00     '01 
▲  PERCENT  FIRST  QUARTER 

FISCAL  YEARS  ENDED  SEPT.  30; 
QUARTERS  ENDED  DEC  31 
Data:  Company  reports 


share  from  $17.50.  That's  why  Lucent  now  aim 
sell  about  37%  of  Agere,  up  from  the  20%  it 
pected  in  July.  It  may  cut  the  price  again.  If 
own  stock  in  Lucent,  none  of  this  is  good. 

As  for  Agere,  does  Lucent's  agony  make 
bargain?  It  might,  except  that  there  are  mo 
ing  signs  of  trouble  in  Agere's  own  kitchen 
years  of  eroding  margins  (chart),  Agere  saw 
erating  income  of  just  $5  million  on  sales  of 
billion  in  the  year  ended  Dec.  31.  Prospects  fj 
fast  turnaround  are  poor.  "We  are  experien 
softening  demand,"  Agere's  filing  says,  "w. 
may  result  in  a  significant  operating  loss"  in 
current  quarter.  Many  rivals,  including  JDS  ■ 
Broadcom,    also    k 
warning  of  disappoin 
sales  and  profit. 
SELLING  PRESSURE. 
comeback  will  be  furl  ■$. 
hindered  by  the  $2.5 
lion  in  new  bank  d 
that  Lucent  is  dumf 
on  Agere.  It's  due  t( 
repaid  next  Febru 
Lehman  analyst  L<  \ 
an    early    and    con 
skeptic      on      Luci 
guesses  Ageres  pr 
outlook  makes  the  st 
worth  less  than 
can't   say   that's   rij 
Yet  what's  inescapabl 
the  ton  of  potential 
ing  pressure  on  Ag    a 
mm     Lucent  plans  by  Sept 
to  distribute  the  res 
its    stake,    835    mil 
shares,  to  its  own 
vestors.  Count  on  many  of  them  to  ditch  Ag 
And  Morgan  Stanley?  Its  role  as  Luce 
banker  is  unusually  close.  Of  the  500  mil 
shares  set  to  come  public  in  the  IPO,  just  300 
lion  will  be  sold  directly  by  Lucent.  If  Mor 
can  find  public  buyers  for  the  next  200  millioi 
will  first  buy  them  from  Lucent.  How?  By 
turning  another  chunk,  up  to  $2.5  billion,  of 
cent  commercial  paper  that  it  has  been  accui 
lating  in  its  own  account.  Why?  It's  another  \ 
Morgan  is  trying  to  help  Lucent  out  of  its 
uidity  jam.  The  risk  is  that  if  Morgan  can't 
buyers  for  the  extra  200  million  Agere  shares, 
stuck  with  the  Lucent  paper  until  it  matures, 
Lucent  stays  mired  in  short-term  debt. 

The  details  may  make  your  head  spin. 
it's  just  this  simple:  Lucent  wants  you  to  put 
the  cash  to  ease  it  out  of  a  squeeze.  In  reti 
you  would  get  shares  that  figure  to  be  und( 
cloud,  at  least  for  most  of  2001.  Lucent's  tin 
in  the  deal  is  rotten.  Yours  doesn't  have  to  1 
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HARMACEUTICAL  TIME 


JENE  G.  MARCIAL 


bear  market, 
st,  Elan,  and 
er  may  bloom, 
enn  Treaty  set 
e  gobbled  up 
rival  insurer? 
kaircutter 
^  is  is  moving 
gat  a  fine  clip 


[0T| 


HEALTHY  BETS 

PRICE 
STOCK                MAR.  14 

EST.  EPS       12-MO. 
NET  2001      TARGET 

QUEST     88 

$3.20     120 

ELAN       48 

$1.80      80 

PFIZER    39 

$1.35      60 

Data:  Personal  Finance.  Bloomberg  Financial  Markets 

With  the  market  still  very  much  under  siege, 
buying  growth  stocks  "at  a  reasonable 
price,"  as  some  advocate,  is  not  nearly 
enough  to  protect  and  enhance  a  portfolio.  What 
some  pros  advise  now:  Buy  into  growth  companies 
endowed  with  defensive  characteristics.  Invest- 
ment adviser  Stephen  Leeb  recalls  that  survivors 
of  past  bear  markets  were  defensive  companies 
whose  earning  power  stayed  strong.  So  Leeb,  ed- 
itor of  Personal  Finance  newsletter,  advises  tak- 
g  refuge  in  drugmakers.  Leeb's  top  choices: 
Quest  Diagnostics  (dgx),  Elan  (eln),  and  Pfizer 
(PPE). 

"Well-situated 
drug  companies 
have  the  poten- 
tial for  long- 
range  steady  and 
rapid  growth," 
says  Leeb.  And 
they  are  defen- 
sive in  that,  no 
matter  how  the  economy  turns,  people  will  need 
health  care. 

Quest  Diagnostics,  which  provides  diagnostic 
testing  for  doctors,  has  fallen  from  146  a  share  in 
December  to  88  on  Mar.  14.  Elan,  an  Irish  com- 
pany based  in  Dublin  that  makes  medicines  for 
pain  and  neurological  disorders,  is  down  from  60  to 
48.  It  has  transformed  itself  from  a  drug  delivery 
and  research  outfit  into  a  fast-growing  drugmaker. 
But  investors  still  value  Elan  on  its  former  self, 
observes  Leeb.  Pfizer  hasn't  suffered  all  that  much: 
Though  off  its  52-week  high  of  49,  the  stock  isn't 
far  behind,  currently  at  39. 

The  growth  rates  of  both  Elan  and  Quest  ex- 
ceed their  price-earnings  ratios,  a  positive  sign. 
Pfizer's  growth  rate  of  21.5%,  however,  is  below 
its  p-e  of  29.  But,  notes  Leeb,  the  company's  pro- 
jected growth  is  much  more  predictable  than  most 
other  drugmakers.  It  has  become  a  nearly  "un- 
stoppable marketing  juggernaut"  now  that  it  has 
Warner  Lambert  in  the  fold,  says  Leeb. 

PENN  TREATY  COULD 
BE  A  QUICK  GULP 


A  PRECIPITOUS 
PLUNGE  LATELY 


1  '  PENN  TREATY 

AMERICAN 

SEPT.  15,  '00   MAR.  14.  '01 
▲  DOLLARS 

DAW  BLOOMBERG  FINANCIAL  MARKETS 


Insurers  have  again  become  fashion- 
able to  own,  with  an  industry  con- 
solidation raging.  But  Big  Board-list- 
ed Perm  Treaty  American  (pta)  has  yet 
to  get  the  Street's  attention,  although 
there  are  whispers  that  it  may  soon 
find  itself  in  a  buyout  deal.  It  may  be 
hard  to  believe,  since  the  stock  isn't  be- 
having as  if  a  deal  is  in  the  air.  The 
shares,  trading  at  16,  are  off  their  52- 
week  high  of  21.  But  some  pros  who 
have  been  accumulating  shares  note 
that  Penn,  with  a  market  cap  of  only 


$131  million,  would  be  a  quick  gulp  for  rivals  such 
as  AFLAC  or  New  York  Life  Insurance.  Penn  is  ex- 
pected to  earn  $2.90  a  share  in  2001,  up  from  an 
estimated  $2.66  in  2000,  figures  Albert  Rice  of 
Merrill  Lynch.  The  company,  which  provides  long- 
term  home-health-care  insurance  to  people  65  and 
over,  is  controlled  by  Chairman  Irving  Levit,  who 
owns  24%.  Some  pros  surmise  that,  for  family 
reasons,  Levit  may  be  ready  to  sell.  Some  insti- 
tutions own  big  stakes,  including  Main  Line  Trust, 
with  12%;  Goldman  Sachs,  with  9%;  Bear  Stearns 
Asset  Management,  nearly  8%;  and  Dimensional 
Fund  Advisors,  7.8%.  "We  see  a  deal  happening," 
says  one  investor,  who  figures  the  stock  is  worth 
30  in  a  deal.  Levit  declined  comment. 

HAIR  SALONS: 
REGIS  IS  ON  A  ROLL 

Would  you  believe  that  haircuts  and  hair 
care  in  the  U.  S.  generate  $45  billion  each 
year?  No  wonder  Regis,  the  world's 
largest  owner  and  operator  of  hair  salons,  has 
been  on  a  roll:  Its  stock  has  bucked  the  market, 
climbing  from  10  on  Apr.  25,  2000,  to  15  on  Mar. 
14,  2001.  Still  the  stock  is  trading  at  a  modest  p-e 
of  10.  "It  deserves  a  15  multiple,  or  a  price  of 
about  25  a  share,"  figures  Gary  Steiner  of  invest- 
ment firm  Awad  Associates,  which  has  been  buy- 
ing. Regis  has  been  buying  back  its  own  shares, 
notes  John  Kartsonas  of  Standard  &  Poor's.  The 
board  has  authorized  the  repurchase  of  10%  of 
shares  outstanding. 

Revenues  hit  $1.1  billion  in  the  year  ended 
June  30,  2000,  up  from  $991  million  in  1999.  And 
earnings  should  rise  to  $1.32  a  share  in  fiscal  2001 
and  to  $1.53  in  2002,  estimates  Steiner.  Regis'  al- 
lure in  the  current  fragile  market  environment  is 
that  it  is  recession-proof,  says  Steiner.  And  al- 
though it  is  the  largest  operator,  with  5,600  owned 
or  franchised  salons  catering  to  upscale  men  and 
women,  Regis  controls  only 
3%  of  the  market.  This 
modest  share  implies  that 
there  is  a  lot  of  room  for 
growth,  says  Steiner. 

Regis,  he  says,  expects 
to  do  more  acquisitions  and 
open  more  salons.  Since  it  is 
the  only  operator  with  ma- 
terial size,  Regis  has  ac- 
quired salons  on  the  cheap. 
Most  of  its  salons  are  in 
shopping  malls  and  in  Wal-Mart  stores.  Earnings 
fell  below  estimates  in  2000,  which  the  company 
blamed  on  higher  costs  and  bad  weather.  But 
Regis,  which  has  had  eight  straight  years  of  strong 
earnings  growth  prior  to  2000,  is  now  on  its  way 
back  toward  double-digit  growth,  predicts  Steiner. 
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Figures  of  the  Week 


Stocks 


U.S.  MARKETS 


Mar.  14 


%  change 
Year  to    Last  12 
Week      date    months 


GLOBAL  MARKETS 
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COMMENTARY 

It  wasn't  pretty.  The  markets  were 
rocked  this  week,  culminating  in  a 
317-point  dive  on  Mar.  14  that  sent  the 
Dow  below  10,000.  For  the  week,  The 
Nasdaq's  11.3%  plunge  was  by  tar 
the  worst,  but  declines  in  the  Dow  and 
S&P  show  that  the  tech  slump  isn't  all 
that's  eating  Wall  Street:  Now,  bell- 
wether blue  chips — GE,  Citigroup,  and 
McDonald's — are  reeling,  too. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1166.7 

Dow  Jones  Industrials  9973.5 

Nasdaq  Composite  1972.1 

S&P  MidCap  400  473.6 

S&P  SmallCap  600  207.5 
Wilshire  5000                       10,744.6 

SECTORS 

BusinessWeek  50*  814.2 
BusinessWeek  Info  Tech  1 00**     438.0 

S&P/BARRA  Growth  572.4 

S&P/BARRA  Value  593.3 

S&P  Energy  901.9 

S&P  Financials  142.7 

S&P  REIT  86.4 

S&P  Transportation  658.9 

S&P  Utilities  313.5 

GSTI  Internet  130.9 

PSE  Technology  710.5 
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-14.2 

1.7 
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3.3 
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-20.2 


S&P  Euro  Plus  (U.S.  Dollar)         1201.7      -8.8 
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Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
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5115.5 
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Mar.  13       Wk.  ai 


S&P  500  Dividend  Yield 

S&P  500  P/E  Ratio  (Trailing  12  mos.) 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

First  Call  Earnings  Revision* 

*First  Call  Corp. 

TECHNICAL  INDICATORS       Mar   13      Wk   ag< 


1.32%  1.26' 

24.5  25.6 

20.5  21.3 

-4.84%  -4.20' 


*Mar.  19,  1999  =  1000 


'Feb.  7,2000=1000 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1397.1  1401.2 

64.0%  68.01! 

0.77  0.69 

2.65  2.53 


BEST-PERFORMING 
GROUPS 
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month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Gold  Mining 

Engineering  &  Constr. 

Conglomerates 

Metal  &  Glass  Containers 

Toys 


19.3 

11.0 

8.2 

7.1 
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Engineering  &  Constr. 
Pollution  Control 
Savings  &  Loans 
Food  Wholesalers 
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Shoes 
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■  Mutual  Funds 

Week  ending  Mar.  13 
■  S&P 500  R  U.S.  Diversified  SMI  Equity 
4-week  total  return 


-9      -6      -3 


Week  ending  Mar.  13 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return % 

Leaders 

Precious  Metals  8.8 

Real  Estate  0.6 

Natural  Resources  -0.6 

International  Hybrid  -2.4 

Laggards 

Technology  -18.2 

Communications  -17.7 

Small-cap  Growth  -14.2 

Health  -13.0 


52-week  total  return 


Leaders 

Financial 

Natural  Resources 
Mid-cap  Value 
Real  Estate 
Laggards 
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Communications 
Japan 
Small-cap  Growth 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


41.4 
28.9 
28.8 
28.8 

-54.1 
-53.3 
-42.1 
-37.6 


% 


%     -12      -9      -6-3        0         3 
Data:  Standard  &  Poor's 


Leaders 

Potomac  Internet  Short  32.1 

ProFunds  UltraBear  Inv.  20.3 

Potomac  OTC  Short  19.6 
Rydex  Dynamic  Tempest  500  19.4 
Laggards 

Firsthand  E  Commerce  -35.7 

Firsthand  Communications  -33.5 

Van  Wagoner  Micro  Cap  -33.1 

American  Heritage  -31.6 


Leaders 

Potomac  Internet  Short  150.8 

Schroder  Cap.  Micro  Cap  89.7 

Fidelity  Select  Insurance  78.6 

Boston  Partners  Long/Short  77.0 
Laggards 

Potomac  Internet  Plus  -87.8 

ING  Internet  A  -84.3 

Firsthand  E  Commerce  -82.0 

Frontier  Equity  -79.9 


■  Interest  Rates 

HI 

KEY  RATES 

Mar.  14 

Week  ago    m 

MONEY  MARKET  FUNDS 

5.22% 

5-34%      W 

90-DAY  TREASURY  BILLS 

4.53 

4.69 

1-YEAR  TREASURY  BILLS 

4.28 

4.44 

10-YEAR  TREASURY  NOTES 

4.84 

4.92         ,,» 

30-YEAR  TREASURY  BONDS 

5.28 

5.32 

30-YEAR  FIXED  MORTGAGE  i 

6.98 

6.98 

tBanxQuote,  Inc. 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  i 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 


GENERAL  OBLIGATIONS 


4.32% 


TAXABLE  EQUIVALENT 


6.26 


INSURED  REVENUE  BONDS 


4.41 


TAXABLE  EQUIVALENT 


6.39 


I  THE  WEEK  AHEAD 


INTERNATIONAL  TRADE  Tuesday,  Mar.  20, 
8:30  a.m.  est*  The  January  trade  deficit 
in  goods  and  services  is  expected  to  re- 
main virtually  unchanged,  at  $32.9  bil- 
lion, from  $33  billion  in  December.  That 
is  the  median  forecast  of  economists  sur- 
veyed by  Standard  &  Poor's  mms,  a  divi- 
sion of  The  McGraw-Hill  Cos. 

FOMC  MEETING  Tuesday,  Mar.  20,  9  a.m. 
est*  The  Federal  Reserve  Board's  Open 
Market  Committee  will  meet  to  set  mone- 
tary policy.  According  to  the  s&p  mms  sur- 


vey, economists  expect  another  one-half 
percentage  point  cut  in  the  federal  funds 
rate  in  an  effort  to  reverse  the  economic 
slowdown. 

FEDERAL  BUDGET  Tuesday,  Mar.  20,  2  p.m. 
est*  The  U.S.  Treasury  will  likely  report 
a  deficit  of  $44.5  billion  for  February,  af- 
ter a  surplus  of  $76.4  billion  in  January. 

CONSUMER  PRICE  INDEX  Wednesday,  Mar. 
21,  8:30  a.m.  est*  Consumer  prices  for 
goods  and  services  likely  rose  just  0.2% 


in  February,  after  rising  a  larger  tr  jfc 
pected  0.6%  in  January.  That's  si 
ed  by  falling  natural  gas  prices.  E 
ing  food  and  energy,  the  core  indf 
probably  also  rose  0.2%. 

LEADING  INDICATORS  Thursday,  Mar. 
a.m.  est*  The  Conference  Board' 
of  leading  indicators  probably  fell 
in  February,  based  on  the  s&p  mm; 
In  January,  the  index  rose  0.8%, 
largest  jump  in  two  years,  bringini 
index  back  to  its  October,  2000, 
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et  carnage  left  48  stocks  of  the  BW  50  down  for  the  week.  The  index  posted  a  devastating  10.1% 
computer  companies  such  as  Network  Appliance,  Compuware,  and  Citrix  Systems — clocking  in 
s.  Only  two  companies  and  two  sectors,  namely  retail  and  energy,  were  able  to  buck  the  down- 
is  week,  Reliant  Energy  gained  1.8%,  while  Best  Buy  Co.  rose  4.8%. 
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%  change 
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3/1/00 

26     Intel 
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27     Tribune 
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-39.8 
-83.4 
-24.3 
-51.1 
-82.9 


30  Lexmark  International  -5.5  -58.7 

31  Omnicom  Group  -12.1  -13.7 

32  America  Online  -11.6  -29.8 

33  Guidant  -3.8  -28.1 

34  MBNA  -7.8  33.9 


-19.9 
-16.4 

-3.4 
-16.4 

-4.8 


-34.5 
-62.3 
-42.1 
-45.0 
-25.2 


35  Pfizer 

36  Solectron 

37  Gateway 

38  Wells  Fargo 

39  General  Dynamics 
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-9.1 
-3.7 


22.4 

-33.9 

-77.0 

34.2 

63.8 


-6.0 
-3.8 
-24.7 
-8.3 
-8.7 


-43.3 

-16.2 

-77.7 

-8.5 

-0.1 


40  Texas  Instruments                    -9.3  -61.7 

41  Capital  One  Financial                -6.2  41.9 

42  General  Electric                     -10.8  -6.3 

43  Kansas  City  Southern  Industries  1 7.3  165.2 

44  Wal-Mart  Stores                       -6.9  -3.7 


e 

-22.0 

-58.3 

45 

Paccar 

-7.3 

7.4 

aterials 

-3.3 

-47.8 

46 

Applied  Biosystems  Group 

-14.3 

-53.7 

national 

-19.3 

22.6 

47 

Merck 

-3.3 

19.9 

Associates 

-16.1 

-62.4 

48 

Adobe  Systems 

-8.9 

-47.9 

4.8 

-20.9 

49 

Reliant  Energy 

1.8 

106.0 

I 

-11.0 

-63.1 

50 

Citigroup 

-11.0 

16.0 

)duction  Index 


Change  from  last  week:  0.3% 
Change  from  last  year:  8.8% 


.The  index  is  a  4-week 
moving  average 


July 
2000 


Nov. 
2000 


Mar. 
2001 


1  index  moved  up  in  the  latest  week.  Be- 
of  the  four-week  moving  average,  the  in- 
im  175.6  to  177.5.  After  seasonal  ad- 
ick  assemblies  rose  sharply  higher. 
utos,  crude-oil  refining,  lumber,  and  rail- 
Iso  moved  up.  Coal  was  flat  and  electric 
on  was  the  only  sector  to  fall.  For  the 
ary,  the  index  stood  at  176.3,  down  from 

ry- 

:h  of  the  index  components  is  at  www.busmess- 
tuction  index  Copyright  2000  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real-time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 


"THE  INTERNET 

NOT  ONLY  ENABLES 

E-BUSINESS 

WTELUGENCE- 
IT  DEMANDS  IT,  AND 
DEMANDS  IT  NOW." 

—Bernard  Liautaud 
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LIAUTAUD 


The  President  and  CEO  of 
the  world's  #1  provider  of 

e-business  intelligence  solutions 
reveals  the  intranet,  extranet,  and 

b-to-b  strategies  at  global  giants 
e-Bay,  MasterCard,  British 

Airways,  and  other  top  clients. 

e-Business  Intelligence  describes 

how  those  strategies  have  led 
to  dramatic  increases  in  organiza- 
tional efficiency,  customer 
value,  and  long-term  profits — 
and  arms  corporate  strategists 
with  a  complete  game  plan  for 
achieving  similar  results  in 
their  organizations. 


Available  Everywhere 
Books  Are  Sold 

Visit  us  at 
www.books.mcgraw-hill.com 


I I  *ii  i rfe  McGrav-Hill  Companies 
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Christopher  Reeve,  Vice  Chairman  of  N.O.D. 


WE'D   LIKE 
TO  THANK  OUR 
CEO  COUNCIL  FOR 
HELPING  CHANGE 
THE  WAY  PEOPLE 
WITH  DISABILITIES 
ARE  VIEWED  IN 
THE  WORKPLACE. 


BY  FIRST  MAKING  SURE  THEY 
ARE  SEEN  AT  ALL. 

It's  an  unfortunate  fact  that  out  of  the  54  million  Americans  with  disabilities, 
two-thirds  of  those  of  working  age  are  unemployed.  Unfortunate  for  them 
and,  quite  honestly,  for  you.  American  businesses  overlook  an  enormous 
pool  of  incredible  talent.  A  group  of  natural  problem-solvers  with  an  intense 
desire  to  contribute  to  the  workforce  and  the  economy  at  large. 


It  is  for  this  reason  that  the  National  Organization  on  Disability  has  chosen  as 
our  mission  the  full  and  equal  participation  of  people  with  disabilities  in  all 
aspects  of  life.  And  why  we  have  created  the  CEO  Council.  Through  their  support 
of  our  programs,  America's  leading  CEOs  encourage  their  fellow  business  leaders 
to  include  and  acknowledge  these  remarkable  individuals. 


N.O.D.  AND  BUSINESSWEEK  SALUTE  THE  MEMBERS  OF  THE  CEO  COUNCIL 
FOR  SUBSCRIBING  TO  THE  IDEA  THAT  IT'S  ABILITY,  NOT  DISABILITY,  THAT  COUNTS. 


MILLENNIUM  CIRCLE 
Aetna,  William  H.  Donaldson 
BusinessWeek,  William  P.  Kupper,  Jr. 
The  J.  C.  Penney  Company,  Inc.,  James  E.  Oesterreicher 
The  McGraw-Hill  Companies,  Harold  McGrow  III 
Merrill  Lynch  &  Company,  Inc.,  David  H.  Komanslcy 
UnumProvident  Corporation,  J.  Harold  Chandler 

IUSTEES'  CIRCLE 
American  Express  Company,  Harvey  Golub 
United  Parcel  Service,  James  P.  Kelly 

HAIRMAN'S  CIRCLE 

CIGNA  Group  Insurance,  Wilson  H.  Taylor 

Compaq  Computer  Corporation,  Michael  D.  Capellas 

Gannett  Broadcasting,  Cecil  L.  Walker 

Microsoft  Corporation,  Steve  Ballmer 

Reicher  Capital  Management,  Jeffrey  P.  Reich 

The  Riggs  National  Bank  of  Washington,  DC,  Joe  L.  Allbritton 

ICE  CHAIRMAN'S  CIRCLE 

Alcoa,  Paul  O'Neill 

Bank  of  America  Corporation,  Hugh  L.  McColl,  Jr. 

Citigroup,  John  S.  Reed  and  Sanford  I.  Weill 

DaimlerChrysler  Corporation,  Juergen  E.  Schrempp 

Eastman  Kodak  Company,  George  M.C.  Fisher 

Exxon  Mobil  Corporation,  Lee  R.  Raymond 

Fortis  Benefits  Insurance  Company,  Michael  J.  Peninger 

H.J.  Heinz  Company,  William  R.  Johnson 

Household  International,  William  F.  Aldinger 

Johnson  &  Johnson,  Ralph  Larsen 

Metropolitan  Life  Insurance  Company,  Robert  H.  Benmosche 

Pfizer,  William  C.  Steere,  Jr. 

The  Philip  Morris  Companies,  Geoffrey  C.  Bible 

Powers,  Pyles,  Sutter  &  Verville,  PC,  Galen  Powers 

Potomac  Electric  Power  Company,  John  M.  Derrick,  Jr. 

RESIDENT'S  CIRCLE 

Allstate  Insurance  Company,  Edward  M.  Liddy 
Ameritech,  Richard  C.  Notebaert 
Bell  Atlantic  Corporation,  Ivan  Seidenberg 
CBS,  Inc.,  Michael  H.  Jordan 
Champion  Enterprises,  Inc.,  Walter  R.  Young,  Jr. 
Chase  Manhattan  Bank,  Walter  V.  Shipley 
CNA,  Bernard  L.  Hengesbaugh 

Countee,  Countee  &  Associates,  Thomas  H.  Countee,  Jr. 
Dorsar  Investment  Company,  Stephen  L.  Feinberg 
Dow,  Lohnes  &  Albertson,  PLLC,  Leonard  J.  Baxt 
Epstein,  Becker  &  Green,  PC,  George  P.  Sape 
Glaxo-Wellcome,  Robert  A.  Ingram 
GTE  Corporation,  Charles  R.  Lee 
Hartford  Life,  Inc.,  Lowndes  A.  Smith 
Joseph  E.  Seagram  &  Sons,  Inc.,  Edgar  Bronfman,  Jr. 
Kellogg  Company,  Arnold  G.  Langbo 
Kemper  Insurance  Companies,  David  B.  Mathis 
Marriott  International,  Inc.,  J.W.  Marriott,  Jr. 
Mattel,  Inc. 

New  York  Stock  Exchange,  Richard  A.  Grasso 
Northrop  Grumman  Corporation,  Kent  Kresa 
Owl  Hollow  Enterprises,  Philip  E.  Beekman 
Pricewaterhouse  Coopers  LLP,  James  Schiro 
Sears,  Roebuck  and  Co.,  Arthur  C.  Martinez 
Steelcase  Inc.,  James  Hackett 
T.  Rowe  Price,  George  A.  Roche 
Venator  Group,  Roger  Farah 
Walmart  Stores  Inc.,  David  D.  Glass 
The  Washington  Post  Company,  Donald  E.  Graham 
Wm.  Wrigley  Jr.  Company,  William  Wrigley,  Jr. 
Wynd  Communications  Corporation,  Dan  Luis 
Xerox  Corporation,  Paul  A.  Allaire 


LEADERSHIP  CIRCLE 

Advocate  Health  Care,  Richard  R.  Risk 

Alex  Lee,  Inc.,  Boyd  L.  George 

Allegheny  Technologies,  Thomas  A.  Corcoran 

American  Airlines,  Donald  J.  Carry 

Amgen  Inc.,  Gordon  M.  Binder 

Anheuser-Busch  Companies,  Inc.,  August  A.  Busch  III 

Bridgestone/Firestone,  Inc.,  Masatoshi  Ono 

Brinker  International  Inc.,  Ronald  A.  McDougall 

Bristol-Myers  Squibb,  Charles  A.  Heimbold,  Jr. 

Chevron  Corporation,  David  J.  O'Reilly 

The  CIT  Group,  Inc.,  Albert  R.  Gamper,  Jr. 

Comcast  Corporation,  Ralph  J.  Roberts 

Computer  Associates  International  Inc.,  Charles  B.  Wang 

Crestar  Financial  Corporation,  Richard  Tilghman 

Cubic  Corporation,  Walter  J.  Zable 

Deluxe  Corporation,  John  A.  Blanchard  III 

The  Dexter  Corporation,  Inc.,  K.  Grahame  Walker 

The  Dun  &  Bradstreet  Corporation,  Clifford  L.  Alexander,  Jr. 

Deloitte  &  Touche  LLP,  J.  Michael  Cook 

Ernst  &  Young,  Philip  A.  Laskawy 

Fisher  Scientific  International,  Inc.,  Paul  M.  Montrone 

Ford  Motor  Company,  Jacques  Nasser 

Genentech,  Inc.,  Arthur  Levinson,  Ph.D. 

General  Electric  Company,  John  F.  Welch,  Jr. 

General  Motors  Corporation,  John  F.  Smith,  Jr. 

The  Goodyear  Tire  &  Rubber  Company,  Samir  Gibara 

Graybar  Electric,  Carl  L.  Hall 

The  Hearst  Corporation,  Frank  A.  Bennack,  Jr. 

Henry  Ford  Health  System,  Gail  L.  Warden 

Hilton  Hotels  Corporation,  Stephen  R.  Bollenbach 

Howrey  &  Simon,  Robert  F.  Ruyak 

Hunton  &  Williams,  Thurston  Moore 

Huntsman  Corporation,  Jon  M.  Huntsman 

Illinois  Tool  Works,  Inc.,  W.  James  Farell 

Ingersoll-Rand,  James  E.  Perrella 

John  Hancock  Mutual  Life  Insurance  Company,  Stephen  L.  Brown 

J.P.  Morgan  &  Co.  Inc.,  Douglas  A.  Warner 

Keebler  Company,  Sam  K.  Reed 

KeySpan  Energy,  Robert  B.  Catell 

Kmart,  Floyd  Hall 

Marsh  &  McLennan  Companies  Inc.,  A.J.C.  Smith 

Michael  T.  Rose  Companies,  Michael  T.  Rose 

The  May  Department  Stores  Company,  David  C.  Farrell 

Motorola  Inc.,  Chris  Galvin 

NEC  America,  Inc.,  Karou  Yano 

Olin  Corporation,  Donald  W.  Griffin 

Panasonic/Matsushita  Electric 

Corporation  of  America,  Yoshinori  Kobe 
Pitney  Bowes,  Inc.,  Michael  J.  Critelli 
PPG  Industries,  Inc.,  Raymond  W.  LeBoeuf 
The  Procter  &  Gamble  Company,  Durk  Jager 
The  Prudential  Insurance  Co.  of  America,  Arthur  F.  Ryan 
Rockwell  International  Corporation,  Don  H.  Davis,  Jr. 
Shaklee  Corporation,  Charles  Orr 
Shell  Oil  Company,  Steven  L.  Miller 
Sprint,  William  T.  Esrey 

State  Farm  Insurance  Companies,  Edward  B.  Rust,  Jr. 
Tenet  Healthcare  Corporation,  Jeffrey  C.  Barbakow 
Towers  Perrin,  John  T.  Lynch 
Tribune  Broadcasting  Co.,  Dennis  FitzSimons 
ULLICO,  Inc.,  Robert  A.  Georgine 
U.S.  Can  Corporation,  Paul  W.  Jones 
Warner-Lambert  Company,  Lodewijk  J.R.  de  Vink 
Wilmer,  Cutler  &  Pickering 
Worthington  Industries,  Inc.,  John  P.  McConnell 


For  more  information  on  how  you  can  join  the  CEO  Council,  contact: 


NATIONAL  ORGANIZATION  ON 

ABILITY 

www.  nod  .org 


ill 


910    Sixteenth    Street,    NW,    Washington,    D.C.    20006 
202.293.5960   TDD:    202.293.5968    e-mail:    (•ocouncil@nod.crg 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stony  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Accel  Partners  132 
ActivMedia  Research  132 
Aeltus  Investment 

Management  38 
AES(AES)  108 
AFLAC  (AFL)  159 
Amazon.com  (AMZN) 

116,124,132,134 
American  General  (ACG) 

52 

Ameritrade  (AMTD)  42 
AMG  Data  Services  38 
Anheuser-Busch  (BUD) 

138 
AOL  Time  Warner  (AOL) 

26,124,134,140 
Atomica  26 
Audi  62 

AvantGo(AVGO)140 
AvenueA(AVE)138 
Awad  Associates  1 59 

B 


Bank  of  America  (BAC) 

42,116 
Bear  Stearns  (BSC)  42, 

159 

BestBuy.com  138 
Blockbuster  (BBI)  116 
BlueLight.com  134 
BlueStone  Partners 

Capital  38 
BMW  62 
Boo.com  124 
Boston  Red  Sox  46 
Broadcom  (BRCM)  158 
BT  Cellnet  (BT)  60 
Buy.com  134 

C 


Cable  &  Wireless  (CWP) 
126 
Calpine(CPN)  108, 155 

Cambridge  Technology 

Partners  52 
Cantor  Fitzgerald  38 
Celent  Communications 

42 

Charter  Communications 

46 

Chevron  (CHV)  66 
CIENA  (CIEN)  38 
Cisco  Systems  (CSCO) 

108,116,124,126 
CIT  Group  (CID  48 
Citigroup  (C)116, 138 


Clorox(CLS)  152 

CMS  Energy  (CMS)  155 
CNBC  (GE)  38 
Coca-Cola  (KO)  38 
College  Savings  Bank  20 
Comet  Systems  26 
Compaq  Computer  (CPQ) 

124 

Conseco  (CNC)  159 
Constellation  Energy 

(CEG)  155 
Credit  Suisse  First  Boston 

38,42 


DataSynapse  140 

Dell  Computer  (DELL) 

124,126 

Delta  Air  Lines  (DAL)  52 
Deutsche  Telekom  (DT) 

50,60 

Diageo  (DEO)  75 
Dimensional  Fund 

Advisors  159 
Dominion  Resources  (D) 

155 

Dow  Jones  (DJ)  38 
Duke  Energy  Field 

Services  (DUK)  108,155 
Durlacher  Research  60 


Eastman  Chemical  (EMN) 

116,126 

Eastman  Kodak  (EK)  102 
eBay  (EBAY)  134, 140 
EchoStar 

Communications  (DISH) 

46 

Economy.com  34 
Elan  (ELN)  159 
Encal  Energy  (ECA)  108 
Enron  (ENE)  108 
Ericsson  (ERICY)  60 
eTForecasts  140 
E*Trade  (EGRP)  42, 116 
Excite@Home  (ATHM) 

140 

Exelon(EXC)155 
Exxon  Mobil  (XOM)  66 


FaithWorks  Consulting 

Service  104 
First  Call  (IT)  38, 42 
FirstEnergy  (FE)  155 
FleetBoston  Financial 

(FBF)  116 


Ford  (F)  62, 116, 126 
Forrester  Research 
(FORR)  60, 116, 126, 

134 

France  Telecom  (FTE)  60 
Frederick  W.Cook  102 


Gartner(IT)  50, 126 

GE  Capital  (GE)  48 
General  Dynamics  (GD) 

55 
General  Electric  (GE)  26, 

38,108,126 
General  Mills  (GIS)  75, 

126 
General  Motors  (GM)  35, 

46,116,126 
Gillette  (G)  102 
GMAC  Financial  46 
Gold's  Gym  16 
Goldman  Sachs  (GS)  42, 

46,116,159, 
Google.com  26 
GoTo.com  (GOTO)  138 
Groove  Networks  140 
Groupe  Danone  (DA)  75 

H 


Hershey  Foods  (HSY)  52 
Hewlett-Packard  (HWP) 

20 
Homestore.com  (HOMS) 

116,132 

Hughes  Electronics 
46 


IBM  (IBM)  20, 11 6, 138 
Iconocast  116, 132 
ING  Barings  (ING)  42 
InfraSearch  140 
Institutional  Capital  46 
Integrated  Avionic 

Systems  71 
Intel  (INTO  38 
International  Data  140 
Invesco 

Telecommunications 

Fund  (INTCX)  50 


Jaguar  Cars  (F)  62 
JDS  Uniphase  (JDSU)  158 
Johnson  Associates  42 
J.  P.  Morgan  Chase  (JPM) 
42 


Juniper  Networks  (JNPR) 

126 

Juno  Online  (JWEB)  134 
Jupiter  (JMXI)  126, 134, 

138 


Kellogg  (K)  75 

Kmart  (KM)  134 
Kraft  Foods  (MO)  52 


Legg  Mason  (LM)  48 
Lehman  Brothers  (LEH) 

42,158 
Lexus  (TM)  62 
Liberty  Media  (LMG)  46 
Lubrizol  (LZ)  71 
Lucent  Technologies  (LU) 

158 
M 


Macroeconomic  Advisers 

38 

Main  Line  Trust  159 
McDonald's  (MCD)  52, 

108,138 

McGraw-Hill  (MHP)  161 
Mercedes-Benz  (DCX)  62 
Mercer  Management  126 
Merck-Medco  Managed 

Care  116 
Merrill  Lynch  (MER)  42, 

62,116,159 
Microsoft  (MSFT)  46,  52, 

60, 124 
Mirror  Worlds 

Technologies  140 
Monster.com  132 
Morgan  Stanley  Dean 

Witter  (MWD)  34, 42, 

108,116,126,158 
Motorola  (MOT)  52, 60 
MyPoints.com  (MYPT) 

138 
N 


Napster  134, 140 
Nestle  126 
NetZero(NZRO)134 
News  Corp.  (NWS)  46 
New  York  Yankees  46 
Nextel  Communications 

(NXTL)  52 
NextPage  140 
Nike  (NKE)  126 
NitroMed  71 
Nokia  (NOK)  52, 60 
Norman  Nielsen  Group 

134 


Nortel  Networks  (NT)  35, 

116 
Northrop  Grumman  (GD) 

55 
Northwest  Airlines 

(NWAC)  52,  55 
Novartis(NVS)150 
Novell  (NOVL)  52 
NPD  Group  138 
NTT  DoCoMo  (NTT)  124 

O 


Onsite  Energy  (ONSE) 
112 
Outpost.com  134 

P 


Partners  Fund  46 
Penn  Treaty  American 

(PTA)  159 

PeoplePC  (PEOP)  20 
Pfizer  (PFE)  159 
Philip  Morris  (MO)  38 
Pillsbury  (DEO)  75 
Pointshare  116 
PricewaterhouseCoopers 

126 

Procter  &  Gamble  (PG)  75 
Progress  Energy  (PGN) 

155 
Prudential  Securities  52, 

75 


Quest  Diagnostics  (DGX) 
159 


Regis  (REIS)  159 
Renren.com  124 
Rodman  Ford  116 
Russell  (RML)  102 


Salomon  Smith  Barney 

(042 
SBC  Communications 

(SBC)  50, 102 
Schering-Plough  (SGP) 

52 

SG  Cowen  Securities  38 
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Editorials 


WHY  THE  FED  CAN'T  IGNORE  THE  MARKET 


)! 


It  is  certainly  true  that  the  Federal  Reserve  has  no  busi- 
ness managing  the  stock  market  per  se.  Its  basic  concern 
is  the  health  of  the  economy.  Still,  it  is  equally  true  that  the 
stock  market's  impact  on  the  economy  has  increased  signifi- 
cantly over  the  past  five  years.  Not  only  has  it  financed  ven- 
ture-capital investments  in  new  high-tech  companies  but  it 
also  has  come  to  play  a  central  role  in  family  finances.  Some 
50%  to  60%  of  Americans  have  a  direct  stake  in  the  market, 
far  higher  than  in  previous  downturns.  Individuals  and  fam- 
ilies personally  manage  their  retirement  funds,  their  chil- 
dren's education  funds,  and  their  personal  savings  via  the 
stock  market.  The  wealth  effect  of  these  investments  plays  an 
enormous  role  in  consumer  spending  patterns  and  economic 
growth,  much  more  than  in  the  past.  Just  as  expanding  equity 
wealth  spurred  spending  and  growth  on  the  upside  of  the  cur- 
rent business  cycle,  shrinking  wealth  is  now  pushing  growth 
lower.  It  may  be  that  stocks,  especially  high-tech  stocks, 
have  a  ways  to  go  before  price-earnings  ratios  return  to  the 
sane  zone.  In  the  end,  though,  there  can  be  no  real  econom- 
ic recovery  without  a  market  upturn.  The  Fed  can't  manage 
policy  to  please  the  market,  but  it  can't  ignore  the  market,  ei- 
ther. The  wealth  effect  is  too  mighty  (page  38). 

Take  the  Nasdaq.  Since  1996,  when  the  New  Economy 
began  to  lift  off,  nearly  every  bounce  in  consumer  spending 
has  been  accompanied  by  a  bounce  in  the  Nasdaq.  In  the  past, 


there  has  usually  been  a  lag  in  the  wealth  effect.  'W 
stock  markets  shifted,  consumers  took  six  months  to  a  ye 
change  their  behavior.  Recently  when  the  Nasdaq  drop 
the  growth  rate  of  consumer  spending  dropped.  When 
Nasdaq  rose,  the  growth  rate  of  consumer  spendin 
creased.  The  immense  decline  in  the  Nasdaq  since  Mar 
last  year  has  been  followed  by  a  sharp  decline  in  the  gr> 
rate  of  consumer  spending.  Unless  the  Nasdaq  recovers 
growth  rate  in  spending  is  likely  to  fall  much  further. 

The  danger  is  that  the  power  of  a  negative  wealth  e 
is  being  underestimated  by  policymakers.  For  the  first 
in  55  years,  household  net  worth  fell  last  year,  accordir 
the  Federal  Reserve.  The  culprit?  Falling  stock  prices  k 
declining  values  for  household  portfolios.  Households 
nearly  2%  of  their  net  worth  in  2000.  Many  families  are 
discovering  that  they  must  pay  hefty  taxes  on  capital-^ 
distribution  by  mutual  funds,  even  though  the  funds  tl 
selves  were  mostly  down  for  the  year.  If  the  markets 
recover  anytime  soon,  households  could  begin  to  cut  sp 
ing  even  further  to  strengthen  balance  sheets.  There  ar 
creasing  signs  of  deleveraging  and  cash  accumulatio 
the  economy.  This  bodes  ill  for  prospects  of  economi< 
covery  in  the  second  half  of  the  year.  It  should  induce 
cymakers  to  lean  toward  ease  and  take  out  reces 
insurance. 


JAPAN  HAS  TO  HELP  ITS  CONSUMERS 


4 


To  hear  most  economists  tell  it,  Japan  will  soon  muddle 
through  selection  of  yet  another  Prime  Minister,  have  yet 
another  national  election,  and  undertake  yet  another  round  of 
policies  designed  to  turn  around  its  chronically  weak  economy. 
Not  much  will  change.  Most  of  the  blame  will  go  to  the  fail- 
ure of  banks  to  write  off  their  bad  debts  and  the  unwilling- 
ness of  corporations  to  restructure. 

This  conventional  wisdom  is  only  partly  true.  Bank  reor- 
ganization has  made  tremendous  progress,  and  a  good  chunk 
of  Japan  Inc.  has  already  restructured  to  become  more  effi- 
cient. Japan's  real  economic  problem  is  a  comatose  consumer. 
Getting  the  Japanese  to  buy  may  require  unorthodox  mea- 
sures, from  massive  tax  cuts  to  inflationary  increases  in  the 
money  supply.  Neither  appears  politically  feasible  at  the  mo- 
ment but,  perhaps,  inevitable  in  the  end. 

Economists  complain  that  the  Japanese  just  save  and  don't 
spend.  But  a  look  at  the  balance  sheets  of  most  families  will 
find  that  the  savings  really  aren't  there.  Deflation  in  land  and 
property  prices  have  left  one-third  of  all  mortgaged  Japanese 
homes  with  a  negative  net  equity.  One-fifth  of  all  household 
savings  are  in  life  insurance  policies,  but  insurance  companies 
are  increasingly  going  bust,  paying  policyholders  just  pennies 
on  their  policies.  Income  is  also  declining  in  most  house- 


holds. Middle-aged  male  breadwinners  are  threatene 
corporations  downsizing.  The  lucky  ones  get  lower  pay  bi 
ten  have  to  move  to  other  cities  away  from  their  families 
unlucky  ones  get  fired  with  modest  severance  packages, 
sions  for  all  workers  are  being  cut.  The  young  find  big 
porations  not  hiring  that  many  people,  and  the  high 
sector  remains  too  small  to  absorb  them  all. 

With  savings  threatened,  income  declining,  and  the  ft 
looking  grim,  Japanese  families  are  not  about  to  spend 
big  way.  There  are  two  solutions:  massively  cut  taxe 
urban  consumers  to  increase  their  spending  power  or  n 
tize  the  entire  economy  to  stop  deflation  and  give  peop! 
centives  to  buy.  Distasteful  as  it  might  appear,  a  2%  infl 
rate,  instead  of  the  current  2%  deflation  rate,  might  wc 

But  neither  solution  is  possible  as  long  as  the  Libera 
mocratic  Party  is  in  power.  Even  though  it  has  lost  n 
every  major  election  in  cities  over  2  million  people  in  r< 
years,  the  LDP  still  governs  because  of  rural  gerrymande 
Instead  of  cutting  taxes  for  the  urban  majority,  the 
prefers  to  keep  taxes  high  and  transfer  trillions  of  dolhi 
its  base  of  rural  voters.  Far  better  for  Japan  to  cut  I 
sharply  for  urban  consumers.  Failing  that,  exprninci 
with  controlled  monetization  might  be  worth  the  risk 
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s  you  to  paint,  sketch,  erase  and  draw  using  a  stylus  and 
Slimtop  screen  in  the  same  way  you  would  use  a  pencil 
j  pad.  The  dual  hinge  LCD  screen  lets  you  use  it  flat  or 
ht.  But.  unlike  a  pad.  this  Pen  Tablet  also  lets  you 
mage  editing  software  like  PictureToy™  and  Adobe 


Photoshop®  LE.  and  video  editing  software  like  MovieShaker™ 
and  Adobe  Premiere®  LE.  Even  surf  the  Internet,  or  navigate 
Windows®  based  applications  including  PowerPoint®.  You'll 
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Finally,  technology  has  discovered  what  the  pencil  knew  all  along. 
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Yes,  we  have  a  new  name. 

But,  more  importantly,  we  have  become  an  even 
more  powerful  ally  for  investors,  providing  them  with 
personalized  investment  service. 

PaineWebber's  success  has  been  built  on 
relationships. 

By  taking  the  time  to  understand  your  needs  and 
goals,  our  Financial  Advisors  can  help  you  make 
investment  decisions  that  are  customized  for  you- 
not  you  and  10,000  other  investors. 

As  UBS  PaineWebber,  we  are  more  eguipped  than 
ever  to  make  that  relationship  even  more  powerful. 

Why  is  this  union  between  UBS  and  PaineWebber 
destined  to  work? 

Because  we  are,  at  heart,  two  complementary 
organizations.  Like  us,  UBS-one  of  the  world's 
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premier  financial  services  firms,  based  in 
Switzerland-has  always  placed  the  highest 
value  on  the  bonds  between  Financial  Advis 
and  clients. 

We  both  have  recognized  reputations  for  b 
prudent  managers  of  our  own  capital-and  that 
our  clients. 

And  we  both  believe  that  you  build  busii 
by  being  great  collaborators. 

In  essence:  Our  name  may  be  changing 
but  our  relationship-based  philosophy  isn't 

Organizationally,  we  are  now  a  part  of 
UBS  Warburg,  a  division  of  UBS  recognized  .  ; 
a  world  leader  in  research. 

What  does  this  mean  to  our  clients  and 
Financial  Advisors? 
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ake  a  world  of  difference  to  investors.) 


They  will  now  access  research  from  UBS 
burg,  whose  presence  extends  to  six  of  the 
Id's  seven  continents.  Analysts  from  PaineWebber 
e  now  joined  the  UBS  Warburg  team,  increasing 
roster  of  analysts  from  60  to  600,  covering 
)0  companies. 

As  well,  UBS  PaineWebber  clients  will  benefit 
n  an  abundance  of  new  products  and  services, 
uding  access  to  UBS  Warburg's  expertise  in  global 
unties,  structured  risk  management  products  and 
?ign  exchange. 

Over  the  last  two  decades,  a  hallmark  of 
leWebber's  success  has  been  our  thematic 
roach  to  investing,  conceived  and  driven  by  our 
•ranked  Investment  Strategy  Group.  They,  too,  will 
i  operate  under  the  UBS  Warburg  banner. 


For  our  Financial  Advisors  and  clients,  this 
news  has  very  positive  implications. 

It  not  only  underscores  UBS  PaineWebber's 
continued  commitment  to  the  long-term  value  of 
research  excellence-it  signifies  the  dramatic  new 
breadth  of  insight  our  Financial  Advisors  and  clients 
have  access  to. 

New  resources.  New  capabilities.  New  strength. 
All  flowing  into  what  is  the  lifeblood  of  our  new 
company-the  relationships  between  each  individual 
client  and  their  Financial  Advisor. 

Yes,  our  name  is  now  UBS  PaineWebber. 

And  the  real  evidence  of  change  will  emerge  in  the 
powerful  new  ways  we  can  earn  more  "thank  you's" 
from  investors  who  seek  personalized  investment 
solutions. 
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imagine 

capturing 

the  power  of  all  your  networks 

in  one  Net. 


The  Net,  with  all  its  complexities  and  potential,  has  companies  struggling  to  change.  Struggling  to  make 
intranets,  extranets,  the  Internet  and  multiple  software  platforms  work  together.  Well  now,  with  Net  services 
software  from  Novell,  they  can  all  perform  as  one  Net.  So  employees,  partners,  suppliers  and  customers 
will  have  the  freedom  to  connect — securely  and  reliably.  And  companies  will  have  the  power  to  change 
their  eBusiness  as  fast  as  the  Net  economy.  Learn  how  to  capture  the  power  of  one  Net  at  www.novell.com 

Novell 

the  power  to  chaNge 
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s  the  ability  to  dream  great  dreams. 


Every  person  on  this  planet,  no  matter 
small,  Is  filled  with  potential.  Every  idea,  no  matter 
who  or  where  it  comes  from,  is  full  of  possibilities. 
At  Cat* H,  we  understand  that  food  is  essential  to 
helping  every  individual  reach  their  full  potential, 
any  dream  to  grow,  it  must  be  well  nourished. 
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BON  APPETIT 

McLATTEAND 
CROISSANT? 


JUST  WHEN  IT 
seemed  McDonald's  couldn't 
possibly  cram  another  restau- 
rant into  the  U.  S.,  the  burger 
giant  has  come  up  with  a  new 
way  to  expand:  coffee  bars. 
BumiessWeek  has  learned  Mc- 
Donald's will  open  its  first, 
McCafe,  in  Chicago's  Loop  in 
April.  It  will  sell  pastries,  per- 
haps prewrapped  sandwiches, 
and  premium  coffee. 

Sound  familiar,  Starbucks 
fans?  But  whether  aficionados 
will  give  up  their  grande  skim 
latte  for  a  McCappuccino  is  a 
good  question.  McDonald's 
won't  say  how  many  McCafes 
it  plans,  but  based  on  their 
success  overseas,  the  rollout 
could  be  swift  and  wide. 
There  are  300  McCafes  in  17 
countries,  from  Australia  and 
Japan  to  Brazil  and  Greece. 


JAVA  MAN:  Starbucks  rival 

Each  sits  in  or  near  a  Mc- 
Donald's, with  its  own  staff 
and  equipment.  In  the  U.S., 
look  for  comfy  couches,  too. 

Analysts  pat  Big  Mac  on 
the  back  for  trying  new 
things — including  a  1950s-style 
diner  that  opened  on  Mar.  19 
in  Indiana.  But  they  also  note 
that  Starbucks  has  sewn  up 
the  U.S.  high-end  coffee  biz, 
with  3,300  outlets  and  15 
more  opening  every  week. 
Yet  with  many  imbibers  re- 
sentful at  having  to  line  up 
to  pay  $3  or  more,  a  quick- 
serve  McLatte  just  might 
catch  on.  Michael  Arndt 


PLANE  TALK 

AMERICANS 
OUCH-TICKETS 

AMERICAN  AIRLINES  IS  OUT  TO 
make  some  quick  paper  prof- 
its. On  Apr.  9,  it  will  start 
charging  $10  to  issue  paper 
tickets,  according  to  an  inter- 
nal memo  obtained  by  Busi- 
nessWeek. The  airline  de- 
clined to  comment,  citing 
antitrust  rules  against  price- 
signaling. 

The  fee  is 
an  attempt  to 
push  travel- 
ers harder 
into  e-tickets, 
which  save 
$4  to  $5  per 
passenger  in 
accounting 
and  tracking  costs,  as  well  as 
boost  American's  bottom  line. 
But  it  most  certainly  will  be 
opposed  by  the  National 
Business  Travel  Assn.,  which 


PAPER  PLAY:  New  surcharge 


two  years  ago  fought  off  an 
attempt  by  Delta  Airlines  to 
charge  $2  for  tickets  not  pur- 
chased through  its  Web  site. 
"The  market  cannot  bear  one 
more  surcharge  on  the  price 
of  air  travel,  especially  among 
business  travelers,"  says  Mar- 
ianne Mclnerney,  nbta's  ex- 
ecutive director. 

And  it  comes  at  a  bad 
time:  American  has  three 
open  labor  contracts  this 
year,  says  Glenn  D.  Engel, 
an  airline  an- 
alyst at  Gold- 
man, Sachs. 
"Paper  tick- 
ets are  easi- 
er for  anoth- 
er airline  to 
honor  if  a 
carrier  can- 
cels." At  least 
one  other  carrier,  Alaska  Air- 
lines, has  a  similar  fee.  But 
with  fewer  business  travel- 
ers, the  surcharge  is  stick- 
ing.       Ann  Therese  Palmer 


TALK  SHOW  "It's  kind  of  embarrassing.  The  question  we| 
all  ask  ourselves  is:  'How  could  we  all  be  so  stupid?'" 

— Jerry  Greenberg,  co-CEO  of  online  consulting  outfit  Sapient, 
during  an  address  at  the  Internet  World  trade  show 

GUCCI  GULCH 


HANDBAGS,  COGNAC 
-AND  WATER 

WHAT'S    THE    LATEST    TREND 

item  for  your  Louis  Vuitton 
bag?  Glaceau  Vitamin  Water 
or  Fruit  Water.  The  chic-set 
drinks,  which  sell  for  about 
$1.50,  are  made  by  tiny  En- 
ergy Brands  in  Whitestone, 
N.Y.  And  they  were  the 
last  of  the  up-and-coming 
"healthy"  beverages  available 
to  be  snapped  up  after  others 
(Gatorade,  SoBe,  and  Snap- 
pie)  were  bought  by  bever- 
age giants  such  as  PepsiCo. 

But  now  France's  lvmh 
Moet  Hennessy  Louis  Vuit- 
ton is  buying  into  Glaceau — 
its  first  drinks  foray  beyond 
champagne  and  cognac.  Both 
sides  are  keen  for  cross-pro- 
motions linking  the  low-cal 
Waters  to  Givenchy  fashions, 
tag  Heuer  watches,  and  the 
group's  other  luxury  brands. 
"We'll  look  at  all  opportuni- 
ties," vows  Energy's  founder 
J.  Darius  Bikoff.  Neither  side 
would     give     details,     but 


VUITTON'S  LATEST:  HO 


sources  say  lvmh  put  up 
million  for  a  minority  st£ 
and  a  board  seat.  The  cs 
will  fund  Glaceau's  expans 
to  the  rest  of  the  U.  S. 

It's  a  natural  fit  for  Bik 
39,  who  has  had  the  likes 
Philippe  Starck  design 
packaging  and  admits  be 
a  Prada  addict.  Good  thi 
lvmh  has  a  venture  with  P 
da,  too.       Gerry  Khermoi 


THE  LIST    DOT-COM  TALENT  ON  THE  MARKET 


Many  a  successful  tech  exec  has  had  one 
or  two  stumbles  along  the  way.  Consider 
Steve  Jobs,  ousted  from  Apple  Computer  in    i 
1985,  only  to  return  in  1996.  Below,  some 
dot-com  chieftains  with  (temporary?) 
setbacks  who  are  on  the  job  hunt: 


CEO 

FORMER  COMPANY 


MONTHS 
AVAILABLE 


RESUME 
HIGHLIGHTS 


JULIE  WAINWRIGHT 
pets.com 


FRANK  NEWMAN 
more.com 

JOHN  C0STELL0 
mvp.com 


RICHARD  NANULA 
broadbandsports.com 


3 
1 


Former  CEO 
of  online  videostore  Reel. cor 
and  Net  entertainment  pione 
Berkeley  Systems. 

Former  CEO  of  Eckerd  drug 
earned  $500,000  salary  as 
head  of  the  online  retailer. 

Drew  $65  million  to  the  spc 
merchandise  site;  ex-marketin 
whiz  at  Sears;  named  to  the 
Retailing  Hall  of  Fame 

Former  CFO  for  Disney  Co. 
raised  $20  million  in  the 
sport  site's  last  year. 


I 


Data:  Christian  &  Timbers 
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ROAD  RAGE 
OVER  TRAFFIC 


THE     MOVIE     TRAFFIC    IS 

expected  to  win  big  at 
the  Academy  Awards 
on  Mar.  25.  Yet  one  of 
the  "actors"  isn't  too 
happy  with  the  ac- 
claim. Orrin  Hatch,  the  Re- 
publican Senator  from  Utah, 
has  a  cameo  appearance  at  a 
Washington  dinner  party  in 
which  he  and  other  politicians 
come  across  as  stiff-looking 
and  ineffective  in  the  face  of 
an  ever-stronger  drug  trade. 
But  Hatch  says  that  isn't 
the  part  that  upsets  him.  He 
says  Traffic  may  send  an  im- 
portant message  about  Amer- 
ica's drug  culture,  but  that 
he's  "shocked  and  dismayed 
at  the  gratuitous  amount  of 
violence  and  profanity"  in  the 
film,  which  earned  it  an  R  rat- 


ORRIN  HATCH:  "Shocked" 

ing.  Hatch  has  received 
dozens  of  letters  from  angry 
constituents  in  the  Mormon 
community,  which  teaches  fol- 
lowers to  avoid  R-rated 
movies.  Hatch  says  the  rat- 
ing took  him  by  surprise  be- 
cause he  was  told  the  movie 
would  be  rated  PG-13. 

A  usa  Films  spokeswoman 
won't  comment  on  Hatch,  say- 
ing only:  "This  was  Steven 
Soderbergh's  film,  and  we're 
supporting  him."  Laura  Cohn 


SPORTS  BIZ 

A  GRAB  FOR  CONTROL 
OF  FORMULA  ONE 

MERCEDES  AND  FERRARI,  THE 
carmakers  with  the  leading 
auto  racing  teams,  are  threat- 
ening to  quit  Formula  One 
and  form  an  alternative  rac- 
ing group  if  they  can't  buy 


SPEED  BUMP:  Ferrari 


in.  The  brouhaha  comes  as 
control  of  the  Formula  One 
holding  company  is  about  to 
change  hands,  from  Fl  supre- 
mo Bernie  Ecclestone  to  Ger- 
man media  magnate  Leo 
Kirch.  (Kirch  got  involved  by 
rescuing  EM.TV,  which  bought 
50%  of  the  Formula  One 
company  from  Ecclestone. 
Kirch  is  about  to  secure  an- 
other 25%.) 


But  the  Euro  racers  want 
a  stake,  too.  The  group,  also 
including  BMW,  Jaguar,  and 
Renault,  had  been  talking  to 
Ecclestone  about  getting  into 
the  biz  themselves  before 
Kirch  came  on  the  scene. 
They  worry  Kirch  will  try  to 
boost  his  KirchPayTV  net- 
work by  restricting  Formula 
One  races,  which  are  now  on 
commercial  channels,  to  the 
pay  channel.  The  carmakers 
have  invested  billions  in  For- 
mula One, 
and  they 
insist  the 
event  be 
profession- 
ally run 
and  freely 
broadcast  to  give  them  maxi- 
mum public  exposure.  Mer- 
cedes chief  Jiirgen  Hubbert 
expects  negotiations  with 
Kirch  to  begin  soon:  "We've 
sent  a  clear  message." 

If  Kirch  balks. ..  well, 
there's  always  the  1978  prece- 
dent in  the  U.S.,  when  team 
owners  broke  from  the  U.S. 
Auto  Club  to  form  Champi- 
onship Auto  Racing  Teams 
(cart).        Christine  Tierney 
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SECOND  ACTS 


IF  JON  CORZINE  COULD  DO  IT . . . 


IT   LOOKS   LIKE    BILLIONAIRE 

businessman  Michael  Bloom- 
berg will  run  for  New  York 
City  mayor.  As  a  Republican, 
he  would  strive  to 
continue  the  lega- 
cy of  Rudy  Giu- 
liani: anticrime 
and  pro-business 
development  poli- 
cies that  have 
spurred  the  city's 
growth. 

Bloomberg,  59, 
is  no  slouch  him- 
self when  it  comes 
to  creating  wealth. 
He  has  amassed  a  ~~ 
$4  billion  fortune,  first  as  a 
Salomon  Brothers  partner, 
then  as  founder  of  the 
Bloomberg  financial  informa- 
tion service.  A  no-nonsense 
CEO   with   a   Harvard    MBA, 


Bloomberg  runs  his  compa 
from  a  cubicle. 

But  in  recent  weeks  he 
stepped  down  as  chairman 
Bloomberg's  bo£ 
and  quietly  hir 
New  York  cons 
tant  David  Gar 
who  has  steere< 
number    of 
cessful      mayo 
campaigns.  Ga 
adds    to    an 
ready-assembl 
team  of  politi 
advisers. 
B  1  o  o  m  b  e 
~  would  face  a  si 
of  old-style  Democrats, 
eluding  the  Rev.  Al  Sha 
ton.  And,  perhaps,  a  cert 
ex-President  who's  also 
mored  to  be  considering  l 
job.  Brian  Miirf. 


oomberg 


THE  BIG  PICTURE 


WHAT,  ME  WORRY?  college  kids 

still  feel  they're  in  the  driver's  seat  whe I 
it  comes  to  finding  employment.  A  full  [ 
67%  expect  at  least  two  job  offers  wher 
they  graduate,  up  from  64%  a  year  ago. 


How  many  job 

offers  do  you 

expect  to  have 

when  you  graduate? 

I '00 


SURVIYOl  1000  STUDI  NTS 
AND  RECENT  GRA0S 


FOOTNOTES  Americans  who  support  laws  ensuring  privacy  on  the  Web:   59%;  execs  who  Bay  businesses  call  il"  it  themselves:  6l 
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Despite  her  newly  acquired  resistance 

to  German  measles,  Michelle  displayed 

little  gratitude  toward  the  Pure-Flo 

Multiport  Divert  Valve. 


Every  day  you're  using  products 
from  ITT  Industries  without  noticing 
them.  And  we  like  it  that  way. 
Technology  shouldn't  be  noticeable. 
It  should  be  reliable. 

Whether  we're  building  electronic 


switches  for  cell  phones  or  valves 
used  in  the  safe  production  of 
vaccines,  you'll  never  be  aware 
of  our  technology.  Which  is  good. 
Because  it  isn't  about  technology, 
it's  about  life. 


ITT  Industries 

Engineered  for  life 


New  York  Stock  Exchange  symbol:  ITT    www.itt.com 


WATER  TECHNOLOGY         PHARMACEUTICAL  VALVES  NIGHT  VISION  TECHNOLOGY 
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HOW  TO  BRING  BACK 
P&G'S  GLORY  DAYS 


CAN  PROCTER  &  GAMBLE 
CLEAN  UP  ITS  ACT? 


"Can  Procter  &  Gamble  clean  up  its 
act?"  (The  Corporation,  Mar.  12)  cov- 
ered all  the  bases:  pricing  errors,  failure 
to  update  products,  advertising  cutbacks, 
and,  worst  of  all,  letting  competitors' 
reps  take  over  store  aisles,  where  p&g 
once  was  king. 

As  a  p&g  shareholder  for  more  than 
ceo  Alan  G.  Lafiey's  23 
years,  I  regard  his  re- 
fusal to  comment  for 
your  story  as  an  admis- 
sion that  he  lacks  an- 
swers to  P&G's  mounting 
problems. 

Before  the  glory  fades 
further,  here's  a  sugges- 
tion for  p&g:  Make  the 
Procter  &  Gamble  name 
prominent  on  products 
and  in  advertising,  as 
S.  C.  Johnson  &  Son  Inc. 
does.  Millions  around  the 
world  are  still  dazzled 
by  the  marketing  bril- 
liance that  created  P&G. 


You  don't  have  to  be  a  rocket  scien 
to  wonder  why  we  feel  cheated. 

Morton  Lin 
Mount  Kisco,  N 

IBM'S  ROLE 

IN  THE  HOLOCAUST 


Edward  H.  Zimmerman 
New  Canaan,  Conn. 

Your  story  surprised  our  household 
by  making  no  reference  to  a  p&g  inno- 
vation that  is  the  primary  reason  we 
buy  the  Bounty  Select-A-Size  product. 
These  rolls  allows  us  to  use  smaller 
sheets  of  towel,  more  than  compensating 
for  the  extra  cost  of  the  roll  by  stretch- 
ing its  life  much  further. 

David  A  Berman 
Henderson,  Nev. 

You  left  out  one  example  of  customer 
discontent.  Bounty  paper  towel  rolls 
used  to  contain  100  sheets.  They  have 
stealthily  reduced  this  to  only  64  sheets. 


Peter  Hayes  openly  misstates  anc 
misleads  the  public  about  the  facts 
my  book  [IBM  and  the  Holocaust]  i 

Holocaust  history  ("'. 

■■■■■■■■^     IBM  really  cozy  uj 
Hitler?"    Books,    IV 
19).  For  example,  Ha 
wrote:  "The  author 
vokes  at  the  outset 
shock  of  his  Holocal 
survivor  parents  at 
discoveries."  The  o 
mention  of  my  pare 
is  in  the  [book's]  inl 
duction,  indicating  t 
were  with  me  in  1 
at  the  Holocaust  Mi 
um  when   I   first 
ticed  the  Hollerith 
chine.  They  were 
"shocked,"  they  are 
"shocked."  Once  a  reviewer  invents 
little  stuff,  you  must  question  ev€ 
thing  that  follows. 

The  excuse  for  Nazi  perpetrators 
long  been  "just  following  orders." 
this  we  add  Peter  Hayes's  new  exc 
for  Nazi  collaborators:  "just  follow 
profits."  It  was  [ibm  chief  Thomas]  V 
son's  decision  to  invest  a  million  doll 
in  a  new  factory  and  special  print 
facilities  in  1934  and  1935,  not  to  s 
assets  but  to  capture  new  profits  ft 
Nazi  Germany.  In  that  same  vein,  V 
son  opened  subsidiaries  throughout 
rope  in  cadence  with  the  Nazi  takeo 
such  as  in  occupied  Poland  in  1939. 
Hayes  further  wrote:  "The  Nazis 
no  need  for  elaborate  technical  eqi 
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hp  e-pc  P2765T 

®  Designed  for  increased  reliability 
and  manageability 
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®  Windows*  2000  Professional,  the  most 
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CORRECTIONS  &  CLARIFICATIONS 

"The  last  true  believer"  (e.biz,  Jan.  22),  in- 
correctly stated  that  Interliant  Inc.,  a  glob- 
al application  service  provider  (ASP),  could 
run  out  ot  money  by  midyear.  Betore  the 
article  was  published,  Interliant  cut  its  op- 
erating costs,  potentially  extending  its  cash 
through  the  end  of  the  year,  when  it  ex- 
pects to  break  even.  Since  the  article  was 
published,  the  company  has  announced 
additional  lease  lines  of  $17  million  and  a 
$20  million  equity  investment  from  Char- 
terhouse Group  International. 


ment  to  help  them  identify  Jews  and 
their  property."  Hayes  could  have  read 
in  the  book  that  the  voluminous  "paper 
and  pencil"  documents  filled  at  regis- 
tration offices  and  elsewhere  were  ac- 
tually punched  in.  Only  a  data  proces- 
sor could  rapidly  cross-tabulate  a 
typical  Reich  census  of  41  million  and 
then  authoritatively  conclude,  as  the 
Nazis  did,  that:  "the  largest  concentra- 
tion of  Jews  [in  Berlin]  will  be  found  in 
the  Wilmersdorf  district.  Approximate- 
ly 26,000  observant  Jews  account  for 
13.54  percent  of  the  population  within 
that  district."  This  was  the  result  of 
machine  cross-tabulation. 

Hayes  also  wrote:  "The  ss  Race  & 
Settlement  Office  did  not  even  acquire 
a  Hollerith  machine  until  1943."  Hayes 
is  profoundly  misleading  the  readers. 
Historians  know  that  the  ss  Race  & 
Settlement  Office  was  not  involved  di- 
rectly in  Jewish  tracking.  This  was  a 
tiny  office  devoted  to  establishing 
Aryan  pedigrees  of  ss  officer  candidates 
and  their  families. 

[Hayes  is  also  wrong  in  his  asser- 
tion that  Hollerith  machines]  had  little 
effect  on  the  fates  of  the  [forced  labor 
camp]  inmates.  People  were  worked  to 
death  based  on  their  occupational  skills 
and  geographic  location,  which  Hol- 
lerith Departments  in  almost  every 
camp  tracked. 

Peter  Hayes  owes  me  and  Holocaust 
history  an  apology. 

Edwin  Black 
Rockville,  Md. 

TAKING  AIM  AT 

WORKPLACE  VIOLENCE 

Once  violence  has  been  perpetrated, 
there  is  an  organizational  tendency  to 
address  the  short-term,  acute  problems 
but  to  often  dismiss  the  long-term  ef- 
fects on  morale  and  productivity  ("After 
the  shooting  stops,"  The  Workplace, 
Mar.  12).  For  an  organization  to  recover 


more  fully  from  such  an  incident,  it  is 
crucial  that  the  latter  be  addressed. 

Michael  Dishon 
Century  City,  Calif. 

MAKE  THE  COLLEGE  GUIDE 
REALLY  COMPREHENSIVE 

"College  savings  plans  come  of  age" 
{BusinessWeek  Investor,  Mar.  12)  says 
that  the  magazine  "has  compiled  a  com- 
prehensive guide  to  the  new  529s."  The 
Montana  and  Arizona  plans  are  statuto- 
ry savings  programs  that  were  estab- 
lished subsequent  to  the  enactment  of 
Section  529  of  the  Internal  Revenue 
Service  code.  To  exclude  such  programs 
from  your  comprehensive  guide  simply 
because  they  offer  a  guaranteed  invest- 
ment indexed  to  the  college  inflation 
rate  is  arbitrary. 

Peter  A.  Roberts 

Chairman 

College  Savings  Bank 

Princeton,  N.J. 

ASK  THE  STUDENTS 

WHICH  TEACHERS  THEY  WANT 

Universities  are  missing  out  on  a 
source  of  qualified  faculty:  business  pro- 
fessionals with  MBAs  and  those  with  sub- 
stantial experience  ("Brain  drain  at  the 
B-schools,"  Management,  Mar.  5).  A  PhD 
does  not  necessarily  make  someone  an 
effective  teacher.  Ask  business  students 
which  they  would  rather  have — someone 
who  has  just  written  about  it  or  some- 
one who  has  done  it. 

Maria  King 
Chicago 

YOU  THINK  BEING  A  DAD 

IS  A  GOOD  DEAL? 

Let's  be  honest.  Fatherhood  does  not 
pay,  either  ("Being  a  mother  just  doesn't 
pay,"  Books,  Mar.  12).  If  you  are  male, 
getting  married  is  the  worst  thing  you 
can  do.  [When  mothers  quit  work  to 
care  for  babies],  fathers  lose  the  eco- 
nomic benefits  of  having  a  wife  in  the 
workforce  contributing  to  the  family 
funds.  He  must  shoulder  unbearable 
stress  to  provide  for  more  dependents. 
B.  G.  Alton 
Peterborough,  Ont. 

MICROSOFT:  DON  T  MAKE  EXCUSES 
FOR  THE  GOVERNMENTS  FAILINGS 

Microsoft  Corp.  did  not  "catch  a 
break"  of  any  kind  from  the  Bush  Ad- 
ministration ("Did  Microsoft  catch  a 
break?"  Up  Front,  Mar.  12).  The  inabil- 


ity of  government  lawyers  to  field  pn 
ing  questions  from  the  District  of  ( 
lumbia  Circuit  Court  of  Appeals  w 
attributable  to  weaknesses  in  the  Just 
Dept.'s  case  and  the  faulty  underp 
nings  of  Judge  Thomas  Penfield  Ja< 
son's  holdings. 

Continuity  or  fresh  faces  make 
difference.  The  higher  court  is  meri 
moving  toward  taking  the  overdue  st 
of  applying  our  antitrust  law  and  reini 
in  its  gross  misapplication  by  those  w 
did  not  understand  its  purpose. 

Anthony  Michael  Sab 
Mineola,  N 

HARDWARE  IS  PART 
OF  THE  TOTAL  PACKAGE 


You  describe  PeoplePC  Inc.  as  a  co 
pany  that  "gives  away  Pes"  ("The  1 
true  believer,"  e.biz,  Jan.  22).  We  doi 
Our  IBM  computers  are  sold  as  part  o 
fully  loaded,  Internet-ready  soluti 
complete  with  software,  unlimited 
ternet  access,  24/7  customer  care,  a 
other  member-only  benefits.  The  ba 
offer  costs  just  $24.95  a  month.  But 
don't  give  them  away.  They  are  r 
free.  Ours  is  a  good,  honest  deal  tl 
stands  on  its  own  merits. 

Nick  Gn 

President  and  c 

PeoplePC  I 

San  Francis 
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Books 


THE  MONEY  AND  THE  POWER 

The  Making  of  Las  Vegas  and  Its  Hold  on  America,  1947-2000 

By  Sally  Denton  and  Roger  Morris 
Knopf  .479pp.  $26.95 


LAS  VEGAS 
CONFIDENTIAL 


It's  a  bit  premature  to  single  out 
any  one  place  as  "the  American  city 
of  the  21st  century,"  but  if  forced  to 
do  so,  putting  your  money  on  Las  Vegas 
would  be  a  smart  bet.  In  the  past  50- 
odd  years,  the  city  has  grown  from  a  re- 
mote railroad  water  stop  into  an  inter- 
national tourist  destination  drawing 
millions  of  visitors.  According  to  the 
last  census,  the  Las  Vegas  metro  area  is 
by  far  the  fastest-growing  in  the  coun- 
try, attracting  6,000  new  residents  a 
month.  Its  24/7  cornucopia  of  casinos 
puts  Las  Vegas  in  the  front  rank  of  a 
national  economy  dominated  by  services. 
Hollywood  has  taken  notice  with  such 
movies  as  3000  Miles  to  Graceland  and 
Leaving  Las  Vegas. 

So  it's  easy  to  think  of  Las  Vegas 
not  only  as  a  booming  metropolis  but 
also  as  a  convenient  one-stop  metaphor 
for  modern  America.  That's  the  idea  be- 
hind the  exhaustively  researched  The 
Money  and  the  Power  by  investigative 
journalist  Sally  Denton  and  her  hus- 
band, Roger  Morris,  the  author  of  a 
well-regarded  biography  of  Richard 
Nixon.  The  pair  have  attempted  to  for- 
mulate a  unified  field  theory  of  corrup- 
tion— political,  economic,  and  criminal — 
in  which  all  dark  roads  lead  to  the  oasis 
in  the  Nevada  wasteland.  "The  city  has 
been  the  quintessential  crossroads  and 
end  result  of  the  now  furtive,  now  open 
collusion  of  government,  business,  and 
criminal  commerce  that  has  become — on 
so  much  unpalatable  but  undeniable  ev- 
idence— a  governing  force  in  the  Amer- 
ican system,"  they  write. 

That's  some  claim.  There  are  those 
readers  who  will  nod  in  agreement,  es- 
pecially considering  the  uproar  over  re- 
cent, fishy  Presidential  pardons.  While 
the  authors  marshal  a  sprawling  body  of 
evidence,  I  kept  waiting  in  vain  for 
them  to  tie  it  all  together  in  some  com- 
prehensible way.  In  the  end,  though, 
they  crapped  out. 


Las  Vegas'  connection  to  and  domi- 
nation by  the  criminal  underworld  has 
always  been  part  of  the  city's  appeal: 
The  whole  point  of  a  Vegas  vacation  is 
to  enjoy  things  you  can't  legally  do  in 
Saginaw  or  Schenectady — whether  it's 
playing  craps  or  attending  "Nudes  on 
Ice."  And  in  this  telling,  its  the  pols 
who  can't  get  enough  of  what  the  city 
promises.  Las  Vegas'  endless  gusher  of 
cash  is  said  to  have  handed  its  criminal 
syndicate  the  "juice"  to  corrupt  the  cor- 
ridors of  official  power  at  the  highest 
levels.  Denton  and  Morris  drag 
just  about  every  U.  S.  President 
since  Harry  Truman  into  their 
account,  alongside  Bugsy  Siegel, 
Meyer  Lansky,  Sam  Giancana, 
and  scores  of  less  well-known 
political  and  mob  figures.  And 
in  this  telling,  the  separation  be- 
tween pol  and  gangster  never 
approaches  nearly  as  much  as 
six  degrees.  We  also  get 
glimpses  of  J.  Edgar  HooveM 
Joseph  and  Robert  F.  Kennedy, 
casino  magnate  Steve  Wynn, 
Howard  Hughes,  Teamsters  bosses,  and 
Frank  Sinatra. 

Much  of  this  may  remind  the  reader 
of  one  of  those  supersize  $1.98  shrimp 
cocktails  that  the  casinos  lure  visitors 
with:  It's  overstuffed  and  filling,  but  it 
leaves  a  canned  taste  behind.  Las  Vegas' 
syndicate  roots  have  already  been  ex- 
posed ad  nauseam,  and  Denton  and 
Morris  draw  heavily  on  previously  pub- 
lished "mob-ologies." 

There  are  some  fresh  bits.  One  in- 
teresting chapter  details  how  a  small 
group  of  bankers — particularly  E.  Parry 
Thomas,  head  of  Valley  Bank — tunneled 
deposits  from  the  Mormon  Church  into 
the  huge  loans  that  fueled  Las  Vegas' 
explosive  growth  in  the  1950s.  "If  a  sin- 
gle entity,  beyond  the  Syndicate,  fi- 
nanced the  first  great  expansion  of  mod- 
ern Las  Vegas  ...  it  was — wittingly  and 
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unwittingly — the  Church  of  Jesus  Chr 
of  Latter-day  Saints,"  the  authors  wri 
The  book  also  sheds  some  light 
the  early  career  of  Wynn.  In  1972,  in 
first  front-page  deal,  Wynn — with  a  lc 
from  Thomas — bought  a  25-foot-wi 
sliver  of  land  adjacent  to  the  par! 
lot  of  Caesars  Palace  for  $1.1  mill: 
and  threatened  to  build  "the  worl 
narrowest  casino."  Months  later,  he  si 
that  parcel  to  Caesars  for  $2.25  mill: 
and  used  his  profits  to  acquire  the  Go 
en  Nugget  from  a  blacklisted  gangst 
Wynn's  threat  was  only  a  charade 
signed  to  make  the  inflated  price 
pear  reasonable,  the  authors  claim. 
Money  and  the  Power  also  tells  the 
tie-known  story  of  FBI  agent  Joe  Yabl< 
sky,  who  in  the  early  1980s  made  one 
the  last  stabs  at  busting  the  syndicat 
local  grip,  only  to  draw  the  ire  of  pol 
cians  friendly  to  gambling  interests 
eluding  former  Senator  Paul  Laxalt  ( 
Nev.),  a  confidant  of  Ronald  Reagan 
But  too  often,  The  Money  and 
Power  veers  into  hyperbi 
Las  Vegas  is  described 
peatedly  as  America's  "sh; 
ow  capital,  in  political  as  Vv 
as  socioeconomic  terms,"  a 
the  Reagan-era  shifting  of  1 
\  |  ( '  '  I  tax  burden  from  the  rich 
i\  I  I  ^ne  Poor  *s  treated  as  a  co 
tlO  I  d'etat  in  the  economic  ord 
'■  I  The  authors  also  refer — twi 

no  less — to  unsubstantiated 
mors  that  Lansky  forced  Hoo 
to  keep  his  hands  off  his  rackets, 
ing  photographs  that  captured  the 
director  in  homosexual  acts.  No  sou 
is  cited  for  this  remarkable  allegation 
blackmail. 

Perhaps  the  greatest  failing  of  1 
Money  and  the  Power  is  one  of  cone 
tion:  The  authors  focus  solely  on  1 
supply  side  of  gambling,  ignoring  1 
growing  demand.  Political  and  soc 
changes  during  the  past  quarter-centi 
have  fueled  society's  acceptance  of  ga 
bling,  now  legally  available  in  47  of  I 
50  states.  Once  an  anomaly  on 
American  scene,  Las  Vegas  is  now  si 
ply  the  biggest,  gaudiest  joint.  It  wo 
be  fascinating  to  know  just  why  a 
how  so  many  citizens  caught  the  ga 
bling  bug.  But  that  fresh  story  aw; 
another  book. 

BY  MARK  FRANK 

Frankel  is  a  writer  living  in  Ha 

ings-on-Hudson,  N.Y. 


THE  AUTHORS'  PORTRAYAL  OF  WHAT  THEY  SEE 


AS  AMERICA'S  DARK  UNDERSIDE  IS  FLAWED 
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CERTIFIED  PRE-OWNED  LEXUS 


Certified  Pre-Owned  Lexus. 
The  Lexus  Of  Pre-Owned  Vehicles 
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Given  the  standards  for  which  Lexus  is  known,  we  simply  couldn't  relax  when  it  came  to  our 
pre-owned  automobiles.  So,  following  tradition,  each  Certified  Pre-Owned  Lexus  is  backed  by  the 
Lexus  of  warranties*  for  three  years  from  your  purchase  date  or  100,000  total  vehicle  miles.  You'll 
even  get  a  complimentary  loaner  cart  —  not  a  shuttle  —  on  service  visits.  Visit  your  Lexus  dealer 
today.  And  test-drive  the  only  cars  that  are  Lexus  Certified  Pre- 


CERTIFIED 

Pre  -  ()  wned 


Owned.  Not  to  mention,  the  only  ones  that  are  worthy  of  the  title.       ONLY  AT  YOUR  LEXUS  DEALER 


lexuscpo.com 


©2000  Lexus,  a  Division  of  Toyota  Motor  Sales,  U.S.A.,  Inc.  Lexus  reminds  you  to  wear  seatbelts,  secure  children  in  rear  seat,  obey  all  speed  laws  and  drive  responsibly 
'See  your  Lexus  dealer  for  details  on  the  limited  three-year/100,000-total-vehicle-mile  warranty.  (Service  loaner  cars  available  on  warrantable  repairs  only 


Books 


The  Businessweek  Best-Seller  List 


HARDCOVER  BUSINESS  BOOKS 


1  WHO  MOVED  MY  CHEESE?  by  Spencer  Johnson,        1        26 
M.D.  (Putnam  •  $19.95)  Learning  to  accept 

change. 

2  THE  FUTURE  OF  SUCCESS  by  Robert  B.  Reich         8 
(Knopf  •  $26)  Why  we  work  so  hard,  by  the  for- 
mer Labor  Secretary. 

3  NOW,  DISCOVER  YOUR  STRENGTHS  by  Marcus         4 
Buckingham  and  Donald  0.  Clifton,  PhD  (Free 

Press  •  $26)  How  to  bolster  your  true  talents. 

4  YOU'RE  FIFTY— NOW  WHAT?  by  Charles  R.  2 
Schwab  (Crown  •  $24)  Get  ready  for  retirement. 

5  FIRST,  BREAK  ALL  THE  RULES  by  Marcus  Buck-      3        22 
ingham  and  Curt  Coffman  (Simon  &  Schuster  • 

$26)  A  Gallup  probe  into  managerial  success. 

6  THE  MIND  OF  THE  C.E.O.  by  Jeffrey  E.  Garten         -  1 

(Perseus  •  $26)  Probing  the  gray  matter  of  40  top 
executives. 

7  IBM  AND  THE  HOLOCAUST  by  Edwin  Black  1 
(Crown  •  $27.50)  Did  the  computer  maker  really 

cozy  up  to  Hitler? 

8  THE  ART  OF  INNOVATION  by  Tom  Kelley,  with  1 
Jonathan  Littman  (Currency  •  $26)  Crafting 
breakthrough  products  the  IDEO  way. 

9  IT'S  NOT  THE  BIG  THAT  EAT  THE  SMALL ...  by        ~  1 

Jason  Jennings  and  Laurence  Haughton  (Harper- 
Business  •  $26)  Speed  your  company  to  success. 

10  FISH!  by  Stephen  C.  Lundin,  PhD,  Harry  Paul, 
and  John  Christensen  (Hyperion  •  $19.95)  Moti- 
vating employees  the  Pike  Place  Fish  Market  way. 

11  WORLD  WAR  3.0  by  Ken  Auletta  (Random  House      7 
•  $27.95)  Microsoft  v.  Judge  Thomas  Penfield 
Jackson. 

12  THE  TIPPING  POINT  by  Malcolm  Gladwell  (Little,      10      12 
Brown  •  $24.95)  Discovering  what  turns  an  idea 

into  a  hot  trend. 

13  WHEN  GENIUS  FAILED  by  Roger  Lowenstein  12        6 
(Random  House  •  $26.95)  Inside  hedge  fund 
Long-Term  Capital  Management. 

14  GUNG  HO!  by  Ken  Blanchard  and  Sheldon  Bowles     9        24 
(Morrow  •  $20)  How  Walton  Works  No.  2  fired  up 

its  employees. 

15  GETTING  THINGS  DONE  by  David  Allen  (Viking  •      6 
$24.95)  Start  by  getting  an  in-box. 


PAPERBACK  BUSINESS  BOOKS 


1    RICH  DAD,  POOR  DAD  by  Robert  T.  Kiyosaki,  with 
Sharon  L.  Lechter,  CPA  (Warner  •  $15.95)  Teach 
your  kids  the  rules  of  money  that  the  rich  play  by. 


2    THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze 
Orman  (Three  Rivers  •  $13.95)  Learn  to  save. 


3    THE  7  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually 
popular. 


4    ORDINARY  PEOPLE,  EXTRAORDINARY  WEALTH 

by  Ric  Edelman  (HarperBusiness  •  $14)  Get  tips 
from  some  regular  folks  who  became  rich. 


5    THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J. 
Stanley,  PhD,  and  William  D.  Danko,  PhD  (Pocket 
Books  •  $7.99)  The  simple  ways  of  the  wealthy 
among  us. 


6    RICH  DAD'S  RICH  KID,  SMART  KID  by  Robert  T. 
Kiyosaki,  with  Sharon  L.  Lechter,  CPA  (Warner  • 
$15.95)  Start  'em  early. 


7    THE  ERNST  &  YOUNG  TAX  GUIDE  2001  by  the 

Tax  Partners  and  Professionals  of  Ernst  &  Young 
LLP  (Wiley  •  $16.95)  Dig  out  those  receipts. 


8    RICH  DAD'S  CASHFLOW  QUADRANT  by  Robert  T. 
Kiyosaki,  with  Sharon  L.  Lechter,  CPA  (Warner  • 
$17.95)  Move  from  job  security  to  independence. 


9    WHAT  COLOR  IS  YOUR  PARACHUTE?  by  Richard 
Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 
enduring  job-search  bible. 


10  RICH  DAD'S  GUIDE  TO  INVESTING  by  Robert  T. 
Kiyosaki,  with  Sharon  L.  Lechter,  CPA  (Warner  • 
$19.95)  Becoming  rich,  not  merely  comfortable. 


11  J.K.  LASSER'S  YOUR  INCOME  TAX  2001  by  the 

J.K.  Lasser  Institute  (Wiley  •  $15.95)  W-2's,  etc. 


12  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blan- 
chard, PhD,  and  Spencer  Johnson,  M.D.  (Berkley 
•  $12.95)  Management  techniques  in  story  form. 


13  GETTING  TO  YES  by  Roger  Fisher,  William  Ury, 
and  Bruce  Patton  (Penguin  •  $14)  A  Harvard 
team's  step-by-step  guide  to  conflict  resolution. 


14  THE  NEW  NEW  THING  by  Michael  Lewis  (Penguin 
•  $13)  Silicon  Valley  and  its  representative  man, 
Jim  Clark. 


15    1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob 

Nelson  (Workman  •  $10.95)  Brunch,  anyone? 


1. 
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11 
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Business  Week's,  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics, 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repre- 
sented. Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  February. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com 


HOT  TYPE 


WHEN   CONTEMPLATING  A  CAREER   PATH,   WHO 

hasn't  hoped  for  a  "eureka  moment"? 
To  help  people  realize  theirs,  the  authors  of  Now,  Discover  Your 
Strengths,  this  month's  No.  3  hardcover,  used  a  Gallup  study  of 
more  than  2  million  "excellent"  workers  to  create  34  categories 
of  "human  talent,"  from  "achievers"  to  those  adept  at  "woo- 
ing" people.  Discover  your  talents,  they  say,  and  you'll  be  more 
able  to  find  your  work  niche.  And  be  sure  to  develop  existing 
talents,  rather  than  try  to  overcome  weaknesses. 


The  authors  also  encourage  readers  to  take  an  online  s€ 
evaluation.  The  test  determines  your  five  signature  trai 
based  on  your  response  to  a  series  of  paired  choices 
crave  to  know  more"  vs.  "I  crave  to  be  rich").  Some  choic 
make  sense,  others  hardly  seem  to  be  in  opposition,  and  me 
seem  to  reinforce  cliches  about  personality  types.  In  a 
event,  both  the  book  and  the  test  are  simply  variants  on  t 
usual  mix  of  common  sense  and  self-help  babble. 

BYKARINPEKARCh 
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BUYING  A  NEW  PC? 
NOT  SO  FAST 


There  are  many  reasons  for  the  current 
slump  in  personal  computer  sales,  but  one 
of  the  most  important  is  the  lack  of  soft- 
ware that  gives  us  a  compelling  reason  to  replace 
our  machines.  The  good  news,  for  both  computer 
shoppers  and  manufacturers,  is  that  an  important 
change  is  on  the  horizon.  The  bad  news?  It  won't 
happen  until  the  end  of  the  year,  so  you  may 
want  to  refrain  from  buying  a  new  machine. 

Microsoft  Corp.'s  Windows  xp,  which  is  just 
entering  its  final  stage  of  large-scale  field  testing, 
is  the  most  important  consumer  software  product 
to  appear  since  the  Windows  95  operating  sys- 
tem. XP  replaces  the  shaky  DOS  foundation  of 
Windows  95,  98,  and  ME  with  the  much  more 
stable  and  secure  platform  of  Windows  NT  and 
2000,  which  were  designed  primarily  for  corpo- 
rate use.  And  based  on  early  looks  at  test  ver- 
sions, Microsoft  appears  to  have  done  a  good 
job  of  taming  the  robust  but  hard-to-configure  NT 
for  consumer  use. 

The  prospect  of  waiting  for  XP  poses  a  difficult 
choice  for  anyone  in  the  market  for  a  new  com- 
puter. Nearly  all  consumer  PCs  sold  today  are 
outfitted  with  Windows  ME,  the  last 
gasp  of  the  Windows  95  line. 
While  ME  adds  some  fea- 
tures to  Windows  98 — es- 
pecially in  the  handling 
of  digital  pictures  and 
music — it  doesn't  fix  98's 
fundamental  instability.  In 
a  few  areas,  particularly 
its  ability  to  handle  multi- 
ple network  configura- 
tions— say,  for  home  and 
office — ME  is  less  capable 
than  the  older  version. 
Businesses  can  still  buy 
pes  with  Windows  98  in- 
stalled, but  Microsoft  has 
eliminated  most  retail 
sales  of  the  software. 

For  some  buyers,  espe- 
cially those  who  use  their 
computers     mainly     for 
business,  Windows  2000  is 
a  good  alternative.  Suffice 
it    to    say    that    I    have 
worked  on  Windows  2000 
computers  for  weeks     C) 
without      rebooting      I 
them,    and    laptops 
suspend  and  resume 


Upgrading 
to  Microsoft's 
coming  XP 
system  will 
be  such  a 
challenge 
that  it  makes 
more  sense 
to  wait  until 
new  computers 
come  with  it 
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NEED  A  CALCULATOR  THAT 
DRAWS  GRAPHS?  For  an 

assessment  of  the  latest 
crop  from  Texas  Instru- 
ments, go  to  Technology 
&  You  at  www.business- 
week.com/technology/ 


reliably.  But  while  it's  much  easier  to  set 
than  earlier  versions  of  Windows  NT,  2000  s- 
takes  more  work  than  many  people  might  w; 
to  do.  Furthermore,  2000  doesn't  run  some  s< 
ware,  especially  games,  and  it  won't  work  w 
nearly  as  many  hardware  accessories  as  98 
ME.  Finally,  2000  isn't  offered  as  an  option 
most  computers  aimed  at  consumers,  such 
the  Compaq  Presario  5000  series. 

It  seems  reasonable  to  buy  a  new  compu 
with  Windows  ME  and  move  to  XP  when 
available.  But  I  don't  recommend  it.  Why? 
upgrade  will  be  challenging.  Even  moving  fr 
Windows  95  to  98  was  often  difficult,  and  go 
from  ME  to  XP  will  be  a  much  bigger  transit! 
One  issue  is  the  special  software  compone: 
called  drivers,  that  control  hardware.  They  n 
have  to  be  replaced,  and  this  often  requires 
tailed  knowledge  to  pull  off.  Another  likely  pr 
lem:  One  of  xp's  attractive  features  is  the  wa; 
sets  up  accounts  for  everyone  who  uses  the  cc 
puter  and  allows  easy  switching  among  users, 
individuals  get  their  own  preferences  and  i 
access  only  their  own  files.  This  arrangement  i 
big  change  from  the  Windows  95  family,  wh 
all  users  have  access  to  any  file.  In  XP,  as  v> 
2000,  each  individual  has  a  separate  My  Do 
ments  folder,  and  the  actual  files  are  hidden  in 
rectories  that  are  hard  to  find  unless  you  kr 
where  to  look.  This  makes  moving  the  right  f 
to  the  right  places  after  an  upgrade  a  challen 
SHORTER  WAIT.  Macintosh  users,  too,  may  fac 
tough  time  upgrading  to  the  new  Mac  OS 
which  is  a  radical  departure  from  15  years 
Mac  software.  But  at  least  they  don't  face 
same  wait,  os  X,  which  I  will  review  in  an 
coming  issue,  was  scheduled  to 
on  sale  in  retail  stores  on  Mar. 
and  will  be  installed  on  all  n 
Macs  beginning  this  summer. 

So  what's  a  would-be  PC  bu; 
to  do?  If  you  need  only  softw 
and  hardware  that  can  run  w 
2000  (Tech  &  You,  June  5,  20 
ask  for  that  system.  You  will 
a  solid,  crash-resistant  opei 
ing  system  sooner  rather  tl 
later.  And  when  xp  comes 
upgrading  should  be  simple 
cause  it  has  so  much  in  cc 
mon  with  2000. 

What  if  you  don't  feel  1 

tackling  2000?  Microsoft 

battered  computer  makers 

hate  me  for  saying  this,  bu 

suggest  that  you  make  yi 

old  computer  last    n 

more  months  or  so 

V     til    XP   is   ready. 

risky  to  judge  a  n 

operating    system    t 

early,  but  based  on  w 

I  have  seen  of  XP  I 

the  proven  solid   perf 

mance  of  2000,  it  looks  I 

the  wait  will  be  worth  i 
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Last  year,  we  saved  our  customers  nearly  700,000  disability  days.  We  also 
helped  them  reduce  claims  by  20%.  And  lower  cost  of  claims  by  io%.  Pretty 
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benefits  these  numbers  can  include:  higher  employee  morale,  lower  turnover 
and  improved  work  quality.  For  us,  insurance  goes  beyond  covering  you  in  case 
of  trouble.  As  part  of  our  unique  LibertyWorks™  process,  we  look  at  your  business 
from  top  to  bottom  and  help  you  reduce  the  likelihood  of  trouble  hitting  in  the  first 
place.  We  call  it  proactive  insurance.  You  may  prefer  "competitive  advantage." 


■RANCE 


To  learn  about  case  histories  in  your  industry,  or 
for  more  information,  call  1-800-4-LIBERTY or  go  to  www.libertymutualgroup.com 


Liberty 
Mutual 


Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


INTELLECTUAL  PROPERTY: 

NEW  ANSWERS  TO  NEW  PROBLEMS 


FAIR  USE: 

We  need  a 
21st  century 
framework 
that  better 
balances 
the  interests 
of  artists 
and 

inventors 
with  those 
of  users  and 
the  public 


Jeffrey  E.  Garten  is  dean  of 
the  Yale  School  of 
Management.  A  former 
investment  banker,  Garten  is 
the  author  of  The  Mind  of 
the  C.E.O. 
(jeffrey.garten@yale.edu). 


For  more  than  a  century,  our  system  for 
protecting  intellectual  property  rights  has 
fostered  the  creativity  of  artists  and  in- 
ventors. But  now  it  is  being  challenged  by  two 
major  global  forces:  the  Internet,  which  can  act 
as  a  gigantic  international  copying  machine,  and 
a  global  health  crisis  in  which  patented  miracle 
drugs  are  too  expensive  for  developing  coun- 
tries. It  is  time  to  reexamine  how  the  intellectual 
property  rights  regime  works. 

To  be  sure,  any  suggestion  for  tampering  with 
this  fundamental  institution  of  capitalism  could  be 
seen  as  heresy.  For  example,  Bruce  Lehman, 
U.S.  Commissioner  for  Patents  &  Trademarks 
from  1993  to  1998,  and  now  ceo  of  the  Interna- 
tional Intellectual  Property  Institute  in  Wash- 
ington, says:  "The  system  is  not  broken.  Existing 
law  can  accommodate  new  pressures."  He  and 
other  experts  point  to  past  technological  chal- 
lenges to  intellectual  property  rights  that  have 
been  overcome,  such  as  fax  machines  or  vcrs. 
But  others  are  more  sympathetic  to  a  fresh  look. 
As  Massachusetts  Institute  of  Technology  econ- 
omist Lester  C.  Thurow  explained  to  me:  "We 
need  to  design  a  new  system  to  replace  one 
made  for  a  much  simpler  era.  Our  approach  is  no 
longer  appropriate  for  the  explosion  of  new  in- 
dustries and  new  technologies,  nor  for  a  world  in 
which  so  many  countries  won't  or  cannot  en- 
force the  current  [intellectual  property]  laws." 
EXPLOSIVE.  One  challenge  is  illustrated  by  Nap- 
ster Inc.,  the  Internet  search  engine  that  made  it 
free  and  easy  for  60  million  consumers  to  find 
and  swap  music  files.  It  is  now  under  court  order 
to  curb  the  exchange  of  copyrighted  material. 
While  most  record  companies  are  understand- 
ably worried  about  new  variants  of  Napster,  an 
equally  serious  problem  for  consumers  and  the 
broader  public  is  that  the  enforcement  of  intel- 
lectual property  rights  may  actually  become  too 
severe.  After  all,  current  copyright  law  recog- 
nizes the  right  of  "fair  use,"  allowing  some  copy- 
ing for  private  use,  teaching,  research,  criticism, 
and  reporting.  But  new  technologies  will  soon 
make  it  possible  to  block,  filter,  and  track  every 
bit  of  digital  information,  creating  the  potential  to 
excessively  limit  how  and  when  a  work  is 
viewed,  listened  to,  and  copied.  Personal  free- 
doms as  well  as  the  potential  of  the  Internet  to 
produce  innovative  business  models  could  well  be 
curtailed. 

The  explosive  controversy  over  the  price  and 
distribution  of  patented  aids  medicines  in  Africa 
illustrates  another  problem.  Embroiled  in  a  pub- 
lic-relations nightmare,  the  pharmaceutical  com- 


panies are  in  total  disarray.  Merck  &  Co.  r 
drastically  slashed  its  prices  for  these  particu 
vaccines,  and  Bristol-Myers  Squibb  Co.  seei 
to  have  yielded  rights  over  its  patent  just  ! 
South  Africa.  But  they  and  37  other  compani 
nevertheless  have  filed  suit  to  prevent  Sou 
Africa,  where  some  15%  of  adults  are  estimat 
to  be  carrying  the  Hiv  virus,  from  locally  pi 
ducing  or  importing  cheap  generic  knockoffs 

Granted,  vastly  improved  distribution  systei 
for  medicines  are  the  prerequisite  for  alleviati 
health  crises.  But  these  companies  are  fighting 
losing  battle  to  retain  their  exclusive  rights 
the  face  of  what  is  sure  to  be  more  acute  hea 
epidemics  in  developing  countries.  New  comj 
nies  will  spring  up  to  produce  generic  druj 
Cheap  medicines  will  find  their  way  back  to  t 
U.S.  and  Europe,  undercutting  lucrative  m; 
kets.  Ultimately,  the  pressure  to  try  to  sa 
lives  will  trump  all  else. 

To  resolve  these  horrendously  complex  qu( 
tions,  well-financed  business  associations,  su 
as  the  Recording  Industry  Association  of  Am 
ica  and  various  national  pharmaceutical  tra 
groups,  are  gearing  up  for  worldwide  legal  b; 
ties.  In  addition,  tough  new  World  Trade  Org 
nization  provisions  protecting  intellectual  pre 
erty  rights  could  result  in  widespread  sanctio 
against  India,  Brazil,  China,  and  others.  But 
Lawrence  Lessig,  an  IPR  expert  at  Stanford  U 
versity's  law  school,  told  me:  "We  have  to  get  c 
of  the  context  of  knee-jerk  litigation  to  deal  w 
these  broad  problems." 

Indeed,  we  need  a  21st  century  framewo 
for  IPR  that  better  balances  the  interests 
artists  and  inventors- — critical  as  their  contrib 
tions  to  our  lives  have  been — with  those  of  ust 
and  the  public.  More  thoughtful  policy  must 
devised  to  guide  judges  and  lawyers.  While  Cc 
gress  should  by  all  means  conduct  hearings, 
global  economy  demands  more.  One  possibility 
for  the  Group  of  Seven  to  charge  the  respect 
World  Intellectual  Property  Organization  wi 
forming  a  task  force  from  government,  busine 
the  scientific  community,  academia,  and  pub 
interest  groups  to  explore  the  options. 

There  are  many  issues  to  be  addressed, 
there  a  way  to  better  codify  the  space  for  priv 
use  and  experimentation  on  the  Internet?  Shoi 
governments  use  their  powers  of  eminent  c 
main  to  buy  up  critical  pharmaceutical  pater 
and  better  distribute  the  underlying  produol 
There  may  be  much  better  approaches  th 
these,  but  relying  only  on  relentless  enfor* 
ment  of  existing  laws  isn't  one  of  them. 
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Economic  Trends 


BY  CHARLES  J.  WHALEN 

EASING  THE  PAIN 
OF  A  PAY  DROP 

Wage  insurance  for  job  changers 

As  the  economy  sputters,  worker 
anxiety  is  increasing.  The  biggest 
concern  for  many  who  lose  their  jobs  is 
not  that  another  post  will  be  hard  to 
find;  rather,  it  is  that  a  new  job  may 
mean  a  pay  cut.  According  to  the  Labor 
Dept.'s  latest  Displaced  Workers  Sur- 
vey, conducted  last  year,  one-quarter  of 
the  reemployed  reported  earnings  loss- 
es of  20%  or  more. 


EMM" 

ifilfll 

IF  THE 

UNEMPLOYMENT 
RATE  IS 

4.2% 

4.9% 

AND  ELIGIBLE 
DISPLACED 
WORKERS  TOTAL 

650,000 

800,000 

WAGE  BENEFITS 
WOULD  COST* 

$2.6 
BILLION 

$3.5 

BILLION 

*Replaces  50%  of  a  worker's  lost  earnings, 
annually 

Data:  Kletzer  and  Litan 

up  to  $20,000 

To  ease  the  anxiety — and  financial 
pain — of  a  job  loss  due  to  changing  eco- 
nomic conditions,  a  new  Brookings  In- 
stitution report  by  two  think-tank  econ- 
omists introduces  a  plan  they  call  "wage 
insurance."  Their  idea:  have  government 
make  up  part  of  the  wage  loss  experi- 
enced by  a  displaced  worker  who  takes 
a  pay  cut  to  get  back  to  work.  "Our 
proposal  fills  a  real  policy  gap — it  helps 
workers  after  they  get  a  new  job,"  says 
visiting  fellow  Lori  G.  Kletzer  of  the 
Institute  for  International  Economics, 
co-author  of  the  plan  with  Robert  E. 
Litan,  vice-president  at  Brookings. 

Using  the  latest  survey  of  displaced 
workers,  the  authors  calculate  that  their 
plan  would  have  cost  $2.6  billion  in  1999, 
when  unemployment  was  4.2%  (table). 
That  amount  would  replace  50%  of  an 
eligible  worker's  loss  up  to  $20,000.  "It 
turns  out  that  it's  not  that  costly,"  says 
Kletzer,  who  notes  that  unemployment 
insurance  costs  $20  billion  each  year. 

Kletzer  and  Litan  would  make  wage 
insurance  available  to  any  full-time  em- 
ployee holding  a  job  with  the  same  com- 
pany for  two  or  more  years  before  dis- 
placement, since  earnings  losses  tend 
to  be  largest  for  workers  who  were  at 
the  same  company  for  a  number  of 


years.  But  the  funds  would  be  available 
for  only  a  two-year  period,  starting 
when  a  job  is  lost.  That  gives  workers 
"an  incentive  to  get  employed  more 
quickly,"  says  Kletzer,  who  adds  that 
the  idea  received  support  last  Novem- 
ber from  the  bipartisan  Trade  Deficit 
Review  Commission,  a  panel  appointed 
by  Congress  to  study  trade  and  its  ef- 
fect on  workers  and  the  economy.  Wage 
insurance  would  be  particularly  helpful 
in  the  current  slowdown,  with  more  and 
more  workers  being  displaced,  especial- 
ly from  high-tech  companies. 


TRUSTBUSTING  ON 
THE  UPSWING? 

A  study  says  it  rises  in  slowdowns 

The  conventional  view  among  econo- 
mists is  that  antimonopoly  enforce- 
ment will  decline  in  the  next  few  years. 
For  one  thing,  Republicans  don't  go  af- 
ter antitrust  abusers  as  vigorously  as 
Democrats  do,  they  believe.  They  also 
argue  that  the  number  of  antitrust  cas- 
es filed  rises  in  boom  times  and  drops 
when  the  economy  slows.  The  reasoning 
goes  like  this:  When  profits  are  up,  reg- 
ulators find  it  more  politically  accept- 
able to  bring  charges. 

But  these  views  are  being  attacked 
by  economists  Vivek  Ghosal  of  the  Jus- 
tice Dept.'s  Antitrust  Div.  and  Joseph  C. 
Gallo  of  the  University  of  Cincinnati, 
writing  in  the  International  Journal  of 
Industrial  Organization.  Using  data 
from  1929  through  1994,  they  show  that 
the  number  of  antitrust  cases  actually 
rises  in  a  downturn.  They  also  find  that 
whether  Republicans  or  Democrats  are 
in  power  has  no  impact  on  the  level  of 
case  activity.  That  means  antitrust  en- 
forcement actions  may  be  about  to  in- 
crease despite  the  professed  probusi- 
ness  views  of  the  Bush  Administration. 

Ghosal  and  Gallo  argue  that  antitrust 
is  no  different  from  most  other  types  of 
law  enforcement:  Cases  rise  when  vio- 
lations go  up.  And  when  times  get 
tough,  with  profits  on  the  wane,  compa- 
nies collude  to  fix  prices  more  often 
than  during  prosperity.  The  authors' 
most  detailed  findings  are  for  1955-1994. 
During  that  period,  enforcement  went 
up  about  two  years  after  the  economy 
started  to  slow,  a  lag  due  in  part  to 
time  needed  to  investigate  a  complaint 
before  filing  a  case.  If  unemployment 
rose  by  two  percentage  points,  cases 
increased  by  30%,  says  Ghosal,  who 
notes  that  an  average  of  32  cases  were 
filed  each  year  in  the  1955-1994  period. 


Gallo,  who  has  done  additional  reseaj  W 
using  data  since  1994,  adds  that  t 
conclusions  "still  hold  up"  with  mc 
recent  data.  ,« 

ACALLTOTRIPLIfl 
THE  TAX  CUT 

Surpluses  may  be  dangerous 


Until  now,  it  seemed,  the  Democr, 
were  united  in  the  idea  that  ta> 
should  be  cut  far  less  than  the  $1.6  t« 
lion  the  Bush  Administration  propos 
for  the  next  10  years.  But  two  new    \ 
ports  from  economists  at  the  libe 
Jerome  Levy  Economic  Institute  arg 
that  large  and  growing  federal  bud| 
surpluses  are  an  enormous  drag  on  1 
economy — and  that,  in  fact,  the  Bi  ^ 
plan  is  much  too  small.  Both  repoi 
one  by  Wynne  Godley  and  the  other 
Dimitri  B.  Papadimitriou  and  L.  Ranc  r  I 
Wray,  call  for  cuts  that  are  three  tin 
what   the   White   House   wants, 
that's  a  conservative  number,  says  Wi 
of  his  $4.8  trillion  proposal:  "It  coi 
easily  turn  out  to  be  too  low." 

What  worries   Wray  and   his 
leagues  is  that  business  and  consun 
spending,  buoyed  by  record  levels 
borrowing,  will  fall  sharply  as  the  eci 
omy  stalls.  That  spending  drop  will 
especially   painful    because    econo 
growth  is  already  constrained  by  hi 
and  growing  federal  budget  surplus 
revenue  excesses  that  the  Congress! 
al  Budget  Office  projects  will  rise  fr<  I 
2.4%  of  gross  domestic  product  in  2( 
to  5.3%  of  gdp  in  2011  unless  taxes 
cut    (chart).    The   — — — — — — 


^ 


U 


LARGER  SURPLUSI 
AHEAD 


result  could  be  a 
serious  and  long 
recession,  the  au- 
thors say. 

The  plan  by  Pa- 
padimitriou and 
Wray,  which  in- 
cludes the  Bush 
cuts  but  adds  pay- 
roll-tax relief  and 
expands  credits 
for  families,  is  de- 
signed to  help  the 
economy  now  and 
in  the  future.  In 
the  near  term,  it 
offers  about  $450  billion  a  year  to  ofE 
the  expected  cutback  in  househi 
spending  during  the  next  few  yea 
Over  the  course  of  the  decade,  il  brii 
government  revenue  in  line  with  |>ul 
outlays  so  surpluses  don't  continue 
weigh  down  the  economy. 


PROJECTED  FEDERAL 

SURPLUS  AS  A 
PERCENTAGE  OF  GDP  i 


'00*  'II 

▲  PERCENT  'ACTUAL 

Data:  Congressional  Budget  Off 
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•ATIENCE,  INVESTORS. 
HE  FED  IS  NOT  DONE 

ut  economic  data,  not  the  stock  market,  will  dictate  policy 

lar  to  what  the  Fed  said  after  its  Dec.  19  meeting,  prior 
to  the  surprise  intermeeting  cut  on  Jan.  3.  It's  Fed- 
speak  for:  "We  may  not  wait  until  May  15." 

Three  reasons  explain  why  an  intermeeting  cut  is  not 
out  of  the  question.  First,  and  most  important,  low  in- 
flation gives  the  Fed  an  unprecedented  amount  of  lee- 
way to  cut  interest  rates.  Second,  the  time  between 
scheduled  meetings  is  an  unusually  long  eight  weeks. 

And  finally,  the  latest  eco- 
nomic data  is  at  best  mixed     WILL  LOWER  RATES  LIFT 
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HE  INDUSTRIAL  SLUMP 
INTENSIFIES 
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At  nine  yards  long,  the  Fed- 
eral Reserve's  oval  table  is 
•j  >  big  for  poker.  But  on  Mar.  20,  policymakers  entered 
o  a  high-stakes  game.  The  pot:  an  economic  rebound 
the  second  half. 

At  its  second  policy  meeting  of  2001,  the  Fed  lowered 
benchmark  federal  funds  rate  by  a  half-point,  to 
;,  eschewing  Wall  Street's  clamor  for  a  supersize  cut 
three-quarters  of  a  point.  The  move  followed  half- 
int  reductions  on  Jan.  3  and  Jan.  31.  In  effect,  the 
d  made  it  clear  that  it  will  not  follow  the  stock 
irket's  timetable  for  policy  decisions.  The  Fed's  action 
plicitly  says  that  economic  conditions  did  not  justify 
arger,  more  radical  move. 

Investors  were  greatly  dis- 
appointed by  the  size  of  the 
cut,  even  though  the  Fed  has 
not  targeted  a  one-time  cut  of 
75  basis  points  since  it  began 
pegging  the  federal  funds  rate 
in  1983.  Stocks  sold  off  sharply 
and  broadly  for  the  day,  ex- 
tending the  dizzying  decline  in 
equity  values  in  recent  weeks. 
But  therein  lies  the  Fed's 
gamble.  The  market  and  eco- 
mic  growth  have  become  increasingly  interdepen- 
nt,  through  both  confidence  in  the  future  and  the 
;alth  effect.  The  market's  failure  to  turn  around  could 
t  a  second-half  rebound  in  the  economy  in  jeopardy. 
Shoring  up  investor  sentiment  will  not  be  easy.  In- 
stors  were  so  focused  on  the  idea  that  "size  matters" 
at  they  completely  ignored  the  meeting's  most  obvi- 
s  positive:  The  Fed  left  open  the  door  for  more 
ts — perhaps  even  before  its  next  meeting  on  May  15. 
The  Fed's  statement  noted  the  "rapid  response"  of 
inufacturing  output  to  excess  inventories,  and  that 
ending  had  "firmed  a  bit."  However,  in  a  hint  of 
Dre  rate  cuts  to  come,  the  Fed  pointed  to  the  possi- 
ity  of  continued  excess  production  capacity  and  the 
tential  for  weakness  in  global  economic  conditions, 
lich  suggest  "substantial  risks"  that  demand  and 
oduction  could  remain  soft. 

HT  THE  KEY  REMARK  WAS:  "In  these  circumstances, 
len  economic  conditions  could  be  evolving  rapidly,  the 
ideral  Reserve  will  need  to  monitor  developments 
>sely."  That  language  should  sound  familiar.  It  is  simi- 


MONTHLY  PERCENT  CHANGE 
Data:  Federal  Reserve  Board 
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(charts).  The  manufacturing 
downturn  is  worsening,  inven- 
tories are  top-heavy,  and  con- 
sumer confidence  has  shown 
scant  improvement.  But  jobs 
and  retail  sales  are  growing 
faster  now  than  they  did  at 
yearend.  Home  demand  and 
construction  are  firm,  while     a  millions,  annual  rates 

.         .  .  -      -  Data:  Commerce  Dept. 

auto  sales  have  rebounded. 

But  right  now,  investors  are  turning  a  blind  eye  to 
any  bit  of  good  economic  news.  They  also  are  ignoring 
the  Fed's  aggressive  efforts  to  stimulate  demand.  The 
Fed's  self-described  "rapid  and  forceful"  action  since 
Jan.  3  is  unprecedented  for  the  Greenspan  Fed,  which 
has  never  cut  rates  by  150  basis  points  in  the  short  pe- 
riod of  only  2%  months — not  even  during  the  1990-91 
recession. 

And  keep  in  mind  that  these  cuts  reverse  all  but  a 
quarter-point  of  the  Fed's  1999-2000  policy  tightening. 
Those  rate  hikes  totaling  175  basis  points  were  the 
genesis  of  the  sharp  slowdown  in  demand  that  has 
sent  profit  expectations  tumbling,  inventories  soaring, 
and  manufacturing  output  dropping.  But  today's  slow- 
down follows  a  fairy-tale  growth  rate  of  5%-6%,  which 
many  businesses,  consumers,  and  investors  came  to 
accept  as  a  new  reality. 

ADJUSTING  TO  A  SLOWER  PACE  has  been  especially 
jarring  for  investors  because  it  requires  a  significant 
shift  in  short-term  profit  expectations  and  thus  a  reval- 
uation of  stock  prices.  This  adjustment  is  a  key  factor 
behind  the  slump  in  consumer  and  business  confidence. 
But  the  Fed  seems  to  believe  that  sentiment — and 
stock  prices — will  recover  as  the  Fed's  latest  easing 
works  its  magic  on  the  economy  in  the  second  half. 

That  act  of  faith,  however,  is  risky  if  falling  stock 
prices  cream  confidence  and  cut  into  demand  before 
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lower  interest  rates  come  to  the  rescue  of  the  economy. 
The  Fed  is  counting  on  cheaper  financing  costs  to  en- 
able more  consumers  and  businesses  to  buy  big-ticket 
items  ranging  from  cars  to  computers  to  office  ma- 
chinery. Healthier  demand  will  clear  out  the  inventory 
overhang  that  dragged  the  factory  sector  into  recession 
in  late  2000,  and  it  will  put  a  floor  under  cutbacks  in 
capital  spending  and  eroding  profit  expectations. 

The  factory  slump  continued  into  the  first  quarter, 
and  very  likely  will  extend  into  the  second.  Industrial 
output  fell  0.6%  in  January  and  February,  the  biggest 
back-to-back  declines  since  the  1990-91  economywide  re- 
cession. Manufacturing  output  alone  fell  0.6%  in  January 
and  another  0.4%  in  February. 

BUSINESSES  ARE  STILL  CUTTING  their  stockpiles  to 

levels  more  in  line  with  demand.  The  Fed  noted  that 
the  adjustment  "appears  to  be  well  underway,"  but 
more  work  is  needed,  especially  in  the  high-tech  sector. 
Over  the  past  six  months,  the  growth  in  output  of 
computers,  semiconductors,  peripherals,  and  telecom 
equipment  has  slowed  to  an  annual  rate  of  19%  from  a 
red-hot  64%  pace  in  the  previous  six  months.  This 
slowdown  is  what  triggered  the  fall  in  profit  expecta- 
tions for  tech  companies,  hammering  their  stock  prices. 
U.S.  manufacturers,  high-tech  and  otherwise,  aren't 
the  only  ones  grappling  with  cooler  demand  and  the  on- 
going inventory  adjustment.  Foreign  producers  are 


BRAZIL 


AN  OLD  FOE  IS  ON  THE  RISE 


HIGH  TECH  IMPORTS 
SLOW  RAPIDLY 


also  getting  hit  as  U.  S.  businesses  cut  back  on  orde 
The  good  news  is  that  slower  import  growth  is  ste 
ming  the  deterioration  of  the  trade  deficit.  The  tra 
gap  widened  slightly  to  $33.3  billion  in  January, 
$33.2  billion  in  December.  The  January  level  was 
different  from  the  fourth-quarter  average,  suggesti 
that  foreign  trade  may  not  have  subtracted  much  fro 
real  GDP  growth  in  the  first  quarter. 

One  area  that  improved 
sharply  was  the  trade  deficit 
in  high-tech  goods,  reflecting  a 
steep  drop  in  import  growth 
(chart).  The  turnaround  sup- 
ports the  idea  that  foreign 
producers  are  sharing  the  bur- 
den of  cutting  U.S.  invento- 
ries as  companies  pare  down 
their  stock  levels. 

For  now,  such  an  adjust- 
ment seems  likely  to  be  short- 
lived, especially  since  the  Fed  has  served  notice  that 
stands  ready  to  support  economic  growth.  And  judgin 
by  its  cut  on  Mar.  20,  the  Fed  will  make  policy  dec 
sions  based  on  economic  conditions,  not  stock-mark( 
performance.  That  has  long  been  the  Fed's  strategy,  bi 
this  time  around,  trying  to  ignore  Wall  Street  may  be 
risky  wager.  The  Fed  needs  a  stable  stock  market  1 
achieve  its  goals  for  the  economy. 
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Data:  Commerce  Dept.,  BusinessWeek 


While  central  bankers  around 
the  world  are  focusing  on 
weaker  growth,  policymakers  in 
Brazil  are  concentrating  on  an  old 
foe:  increasing  inflation. 

Consumer  prices  rose  0.46% 
from  January  to  Feb- 
ruary. That  was  down 
from  January's  0.57% 
rise,  but  above  private 
forecasts  of  0.35%.  For 
the  12  months  ended 
in  February,  prices  in- 
creased 6.2%.  That's 
even  with  the  6%  rate 
for  2000,  but  above  the 
central  bank's  2001 
target  of  4%. 

Several  factors  could  lift  the  in- 
flation rate.  First,  Brazil's  econo- 
my may  be  stronger  than  expect- 
ed for  2001.  After  jumping  6.6% 
in  December,  industrial  production 
fell  back  by  only  2.7%  in  January. 


A  WEAK  REAL  ADDS 
TO  BRAZIL'S  WOES 
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Auto  production  has  been  particu- 
larly strong. 

Second,  the  central  bank  is 
counting  on  falling  oil  prices  to 
offset  other  price  rises.  But  the 
recent  production  cuts  announced 
by  OPEC  make  it  less 
certain  that  world  en- 
ergy costs  will  drop 
this  year.  In  addition, 
Brazil  lost  6%  of  its 
oil  output  capacity 
when  the  Petrobras 
oil  platform  exploded 
on  Mar.  15.  The  plat- 
form fell  into  the  sea 
on  Mar  20. 
Third,  and  perhaps 
most  important,  the  Brazilian  real 
has  fallen  to  a  two-year  low  on 
currency  markets.  Since  the  start 
of  this  year,  the  real  has  dropped 
7.3%  (chart).  The  central  bank  has 
intervened  to  stem  the  weakness, 


but  with  little  success.  If  the  real 
keeps  falling,  however,  higher  im- 
port prices  could  raise  total  infla- 
tion even  more. 

The  real's  weakness  can  be 
traced  to  Brazil's  widening  cur- 
rent account  deficit,  as  well  as  the 
political  woes  in  neighboring  Ar- 
gentina. Currency  traders  are 
worried  that  Argentina's  new 
Economy  Minister  will  not  be  able 
to  turn  around  that  country's 
economy,  which  has  been  in  a  re- 
cession for  three  years.  Argentina 
is  one  of  Brazil's  major  trading 
partners  and  a  recovery  there  is 
essential  if  Brazil  is  to  send  more 
exports  that  way. 

For  now,  Brazil's  central  bank 
is  sticking  with  its  inflation  target 
of  4%.  And  while  that  goal  still 
looks  achievable,  events  outside  of 
the  bank's  control  could  derail  its 
best-laid  plans. 
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Network  Storage  Facts: 

1 .  Network  attached  storage  costs  about  55%  less  than  the  NT  servers  you  buy  now. 

2.  Snap  Server  is  the  #1  selling  brand  of  workgroup  network  attached  storage.4 

Estimate  your  company's  savings  with  our  easy  online  calculator. 

www.snapappliancgs.com/roi 


■ghf  ©  200 1  Snap  Appliance*,  Inc.  All  rights  re*erved  worldw.de  All  other  product  names  or 
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r  and  W.n2000  Server  OS.  2|  $2,999  MSRP  for  Snap  Server  4 1 00/ 1 20GB  with  1 20GB  capooty,  RAID  5, 1 .0,  ond  Snap  OS  v3  0  licensed  for  wnl.rn.led  number  of  users 
models   4)  Soles  leadership  cloim  based  on  PC  Data  report,  February  2001  for  hard  disk  workgroup  NAS  units  under  $5,000 
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Feeling  the 

Heat 

Can  Alan  Greenspan 
Fight  Off  a  New  Economy  Recession? 

FEDERAL  RESERVE  CHAIRMAN  ALAN  GREENSPAN  HAS  GUIDED  AND  PRESIDED  OVER  THE  LONGEST  ec 

nomic  expansion  in  the  history  of  the  U.  S.  He  grasped  the  potential  of  the  Ne1 
Economy  early  on  and  let  it  thrive  by  keeping  interest  rates  low.  During  h 
nearly  14  years  as  the  world's  most  powerful  central  banker,  the  U.  S.  has  suffere 
only  one  recession,  a  brief  one  in  1990-91.  He  may  go  down  in  history  as  the  mos 
successful   Fed   chairman   since   the   bank's   founding  before   World   War 


But  now,  the  75-year-old  Greenspan 
faces  an  agonizing  challenge:  an  abrupt 
economic  slowdown  that  neither  he  nor 
anyone  else  fully  understands.  All  of 
Greenspan's  training  and  experience  have 
taught  him  how  to  cope  with  conven- 
tional downturns.  And  so  far,  he's  dealing 
with  this  one  in  the  conventional  man- 
ner— by  cutting  short-term  interest  rates 
in  quick  but  measured  steps.  That  may 
well  prove  to  be  the  right  course.  But 
there's  a  risk  that  this  downturn  is  dif- 
ferent and  that  far  steeper  cuts  in  in- 
terest rates  are  needed  to  keep  the  New 
Economy  from  tumbling  into  a  long  and 
painful  recession. 

In  short,  Alan  Greenspan  is  feeling 
the  heat  of  a  market  in  tatters  and  an 


economy  that,  by  some  measures,  ap- 
pears to  be  on  the  brink.  And  after  rid- 
ing triumphantly  astride  the  economic- 
boom  times,  his  very  legacy  is  suddenly 
at  stake. 

Right  now,  at  least,  that  legacy  is  far 
from  a  sure  thing.  From  the  last  quarter 
of  1999  to  the  last  quarter  of  2000,  annual 
gross  domestic  product  growth  tumbled 
from  a  supercharged  8.3%  to  just  1.1% — 
the  most  rapid  decline  since  World  War 
II.  In  fairness,  given  the  pumped-up  state 
of  the  stock  market  and  the  technology 
sector  at  the  height  of  the  boom,  an  ugly 
ending  may  well  have  been  inevitable. 
If  Greenspan's  by-the-book  response  to 
the  slowdown  works  and  a  more  healthy 
growth  rate  quickly  resumes,  his  lofty 


reputation  will  regain  its  luster.  But  if 
gets  it  wrong  and  the  world's  main  t 
gine  of  growth  sinks  toward  a  crisis  a 
a  Japanese-style  "liquidity  trap,"  mu 
more  than  his  legacy  will  suffer. 

Investors,  of  course,  are  already  hu 
ing.  And  lately,  they've  been  betti 
against  their  one-time  hero.  The  sto 
market  gagged  after  the  Fed  cut  t 
federal  funds  rate  on  Mar.  20  by  a  h; 
percent,  to  5%,  short  of  the  three-quart 
[>oint  cut  that  many  had  been  banking  < 
That  day  and  in  the  following  scssii 
the  Dow  Jones  industrial  average  I 
4.8%,  the  Standard  &  Poor's  500  Bto 
index  fell  4.2%,  and  the  Nasda.|  Co 
posite  Index  fell  (i.2%,  leaving  it  dov 
(>4%  from  its  year-ago  peak  and  at 
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How  This 
New  Economy 
Downturn 
Is  Different 

INVESTMENT-LED 

Fueled  by  easy  capital 
and  the  promise  of 
big  productivity  gains, 
companies  went  on  a 
capital-spending  spree 
in  the  late  1990s.  But 
the  boom  left  many 
saddled  with  overca- 
pacity and  slim  profits. 

TECH-DOMINATED 

High-tech  companies 
reaped  much  of  the 
benefits  of  the  invest- 
ment boom  and  were 
Wall  Street  darlings. 
Now  that  the  bubble 
has  burst,  they  must 
retrench. 

STOCK  MARKET-DRIVEN 

With  nearly  half  of 
American  households 
owning  shares,  soaring 
stock  prices  fueled  the 
New  Economy  wealth 
effect.  Now,  as  stocks 
crash,  investors  could 
cut  spending. 

VC-DEPENDENT 

The  boom  triggered  an 
explosion  in  venture- 
capital  financing  and 
a  burst  of  innovation. 
But  with  share  prices 
plunging,  scarcer 
venture  capital  could 
drain  the  New  Econo- 
my's entrepreneurial 
wellspring. 
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lowest  level  since  November,  1998.  The 
destruction  of  wealth  since  the  stock  mar- 
ket's peak  a  year  ago  reached  a  stun- 
ning $5.2  trillion. 

It's  easy  to  see  what's  spooking  the 
markets.  Economic  growth,  which  has 
been  averaging  4%  annually  since  1995,  is 
likely  to  turn  negative  in  the  first  quar- 
ter. Forecasts  for  corporate  profits  this 
year  have  been  dropping  like  a  stone  as 
one  ceo  after  another  has  announced  that 
they  have  no  "visibility"  for  the  second 
half  of  the  year.  First  Call  says  analysts 
are  expecting  operating  earnings  for 
Standard  &  Poor's  500  companies  to  rise 
just  2.2%  this  year,  and  that  number  is 
likely  to  drop  as  forecasts  are  updated. 
As  recently  as  Jan.  1,  analysts  foresaw 
9%  growth  this  year.  The  tech  sector, 
which  led  the  economy  upward,  is  leading 
it  right  back  down,  with  such  stars  as 
Cisco  Systems,  Oracle,  Intel,  and  Compaq 
Computer  announcing  job  cuts  (page  40). 
Meanwhile,  the  stock  market's  plunge  is 
not  only  a  symptom  of  the  problems  but 
a  contributor:  Poorer  consumers  are  less 
likely  to  spend. 

Perhaps  the  most  unsettling  aspect  of 
the  slowdown  is  the  deep  confusion  about 
what  lies  ahead.  An  example:  Solectron 
Corp.  in  Milpitas,  Calif.,  manufactures 
electronics  for  companies  such  as 
Hewlett-Packard  Co.  and  Sun  Microsys- 
tems Inc.  Although  its  revenue  rose  86% 
in  the  year  ended  Mar.  2,  its  fortunes 
have  reversed.  On  Mar.  19,  Solectron  an- 
nounced cuts  of  8,200  jobs — 10%  of  its 
workforce.  What  happened?  Customers 
have  been  canceling  orders  like  mad. 
Says  Chief  Financial  Officer  Susan  S. 
Wang:  "We  are  getting  open  admissions 
from  a  majority  of  our  customers  that 
they  do  not  really  understand  the  market 


Consumers  Suffer 
A  Crisis  of 
Confidence... 


dynamics.  We  have  not  seen  such  a  situ 
ation  ever  before." 

It's    too    much    to    blame 
Greenspan  for  all  this  mess. 
Still,  some  businesspeople  complain  that 
his  Fed  raised  interest  rates  too  much  in 
1999  and  2000  to  choke  off  what  it  per- 
ceived as  speculative  growth,  then  wait- 
ed too  long  to  cut  when  the  economy 
cooled.  "That  sent  a  signal  to  business 
leaders  that  they  didn't  really  get  it," 
says  Ray  Smith,  a  former  ge  Capital 
Services  Inc.  exec  who  is  ceo  of  Am- 
pent  Inc.,  a  San  Francisco-based 
equipment-leasing  broker.  Even 
some  of  Greenspan's  former  col- 
leagues are  warning  that  the  Fed 
may  be  a  day  late  and  a  dollar  short  on 
rate  cuts.  After  the  latest  cut,  the  real 
Fed  funds  rate — that  is,  the  rate  after 
adjusting  for  inflation — remains  around 
its  historical  average  and  far  above 
where    it   was    as    recently    as    1998. 
"There's  very  considerable  danger  that 
they've  fallen  behind  the  curve,"  says 
Lyle  E.  Gramley,  a  former  Fed  governor 
who  is  a  consultant  to  the  Mortgage 
Bankers  Assn. 

Greenspan's  problem  these  days  is 
that  he  doesn't  want  to  appear  to  be 
kowtowing  to  Wall  Street  by  cutting 
rates  more  than  he  thinks  the 
real  economy  requires.  On  the 
other  hand,  psychology  matters 
The  message  from  the  market — 
and  many  ceos — seems  to  be  that 
stronger  moves  may  be  needed,  if 
only  to  restore  the  confidence  of  con 
sumers,  investors,  and  businesspeople 
that  the  Fed  will  do  whatever  is  re- 
quired to  ensure  that  the  high-growth, 
high-volatility  New  Economy  won't  sink 
as  rapidly  as  it  rose.  "There  is  a  self- 
fulfilling  prophecy  aspect  to  what'; 
going  on  today,"  warns  Motorola 
Inc.  ceo  Christopher  B.  Galvin. 

Compounding  his  consid- 
erable headaches,  Greenspan 
is  getting  precious  little  help 
from  the  White  House  in 
turning  the  economic  tide. 
Many  business  leaders  and 
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md  Business 
Also  Sinking 
to  a  Funk 


economists  say  the  Bush  Administration 
may  have  eroded  consumer  confidence 
by  badmouthing  the  economic  outlook  to 
win  support  for  its  long-term  tax-cut 
plan.  What's  more,  they  say,  the  Bush 
plan  would  provide  too  little  immediate 
fiscal  stimulus.  They're  urging  President 
George  W.  Bush  to  get  a  retroactive  in- 
come tax  cut  through  Congress  as  fast  as 
possible,  even  if  it  means  postponing 
cherished  goals  such  as  eliminating  the 
so-called  marriage  penalty  and  the  es- 


INVESTORS  DON'T  SEEM  TO  KNOW  WHAT  HIT 
THEM.  BUT  IF  THE  RATE  CUTS  GET  BUSINESS 
INVESTING  AGAIN,  THEY'LL  BE  BACK 


tate  tax  (page  42).  "Tax  cuts  are  urgent 
to  replace  wealth  lost  in  the  stock  market 
decline,"  says  Albert  M.  Wojnilower,  a 
consultant  at  Monitor  Clipper  Partners,  a 
New  York  private-equity  firm. 

As  for  monetary  policy,  the  correct 
course  of  action  very  much  depends  on 
an  open  question.  Is  this,  in  fact,  a  gar- 
den-variety inventory  correction,  which  is 
readily  treatable,  or  a  more  dangerous 
New  Economy  slowdown  marked  by 
massive  overcapacity  that  could  take 
years  to  work  off? 

HOW  IT  WORKS.  Let's  start  with  the  op- 
timistic scenario,  which  Greenspan  ap- 
pears to  lean  toward.  A  classic  inventory 
correction  occurs  when  there's  a  shift  in 
consumer  demand  from  one  sector  of  the 
economy  to  another,  and  it  takes  a 
while — usually  less  than  a  year — for  sup- 
plier industries  to  catch  up  with  the 
change.  There's  a  lull  in  overall  output  as 
inventories  get  worked  down  in  the  in- 
dustry where  demand  fell.  The  Fed  can 
ease  the  economy's  self-adjustment  by 
cutting  rates,  which  puts  more  money 
into  consumers'  pockets. 

There's  a  lot  to  be  said  for  this  theory. 
Take  autos:  Yes,  inventories  in  that  in- 
dustry ballooned,  but  then  they  shrank 
just  as  rapidly.  Greenspan  believes  that 


INVENTORIES  PILE  UP. 


...DEMAND  SLOWS. 


excess  inventories  are  being  rapidly  liq- 
uidated because  consumption  exceeds 
output.  Although  consumer  confidence 
has  dropped  precipitously,  spending  has 
kept  growing.  One  reason  may  be  that 
the  unemployment  rate  remains  within 
0.3  percentage  points  of  a  30-year  low. 
That's  hardly  a  sign  of  an  economy  on 
the  precipice. 

Moreover,  the  economy  has  never  gone 
into  a  recession  as  long  as  housing  re- 
mains strong — and  so  far,  it  has.  Housing 
starts  are  up  about  8%  from  last  summer 
and  should  get  a  boost  from  lower  mort- 
gage rates  on  the  heels  of  the  latest  half- 
point  Fed  cut,  which  brings  the  total  re- 
duction to  1.5  percentage  points  since 
yearend.  And  a  refinancing  boom  that  is 
allowing  homeowners  to  convert  equity 
into  cash  could  buoy  consumer  spending 
(page  41). 

Lower  interest  rates  also  have  the 
potential  to  boost  business  investment 
and  send  investors  back  into  the  stock 
market  by  restoring  their  battered  op- 
timism about  corporate  profit  growth. 
Many  economists  believe  that's  exactly 
what  the  latest  rate  cuts  will  do.  "This 
is  not  a  recession,  and  the  Fed  is  just 
as  powerful  as  it  ever  was,"  says  Con- 
ference Board  Chief  Economist  Gail 
Fosler.  She  predicts  that  the  current 
economic  slowdown  will  end  up  being 
milder  than  the  one  in  1995,  which  to- 
day is  nearly  forgotten.  "It's  like  being 
jilted  by  your  high  school  boyfriend," 
she  says  of  the  market  plunge.  "There's 
all  of  this  anger  and  disappointment," 
but  you  move  on. 

Many  Old  Economy  industries  are 
already  starting  to  look  past  the  slow- 
"down.  Auto  stocks  are  up  sharply  on  in- 
vestors' expectations  that  the  worst  is 
over.  Although  the  overall  market  has 
plunged  since  Jan.  1,  Ford  Motor 
jumped  21%  through  Mar.  21,  General 
Motors  rose  5%,  and  even  wounded 
DaimlerChrysler  gained  9%.  With  the 
auto  inventory  correction  apparently 
over,  "it's  pretty  much  business  as  usu- 
al," says  Mike  Kluiber,  senior  vice-pres- 
ident of  global  automotive  for  Milwau- 
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kee-based  Rockwell  Automation  Co. 
"No  one  is  panicking." 

Even  many  execs  in  the  cratering 
technology  sector,  having  prospered  un- 
der Greenspan's  aegis  for  so  long,  are 
still  willing  to  give  him  the  benefit  of 
the  doubt.  John  W.  Loose,  ceo  of  fiber 
supplier  Corning  Inc.,  remains  optimistic 
even  though,  on  Mar.  19,  he  warned  that 
Coming's  earnings  will  likely  be  flat  in 
2001  instead  of  rising  some  15%,  as  pre- 
viously forecast.  Says  Loose:  "I  don't 
think  monetary  policy  is  a  one-time 
event.  Alan  Greenspan  thinks  long-term 
and  is  certainly  very  cautious.  So  it  didn't 
surprise  me  at  all  that  [the  cut]  was  just 
50  basis  points." 

But  what  if  a  gloomier  scenario  is  un- 
folding? Even  Greenspan  believes  that 
this  isn't  purely  an  inventory  correction. 
Indeed,  we  may  be  seeing  the  downside 
of  the  New  Economy.  On  the  way  up, 
the  New  Economy  was  marked  by  four 
changes:  rapid  growth  in  investment, 
heavy  concentration  in  information  tech- 
nology, a  booming  stock  market  and  the 
diffusion  of  stock  wealth  to  a  broader 
cross-section  of  the  public,  and  the  effi- 
ciency of  the  venture-capital  and  initial- 
public-offering  markets,  which  stimulated 
innovation  by  rapidly  supplying  capital 
to  people  with  new  ideas.  The  New 
Economy  raised  productivity  and  pro- 
duced years  of  rapid  growth,  raising  liv- 

No  Two  Recessions 
Are  Alike 


TECH  DOMINATES 
CAPITAL  SPENDING... 


▲  PERCENT 
Data;  Bureau  of  Economic  Analysis 


ing  standards  for  millions 
of  people  without  sparking 
inflation. 

But  now,  the  New  Econ- 
omy just  might  be  biting 
back.  Start  with  the  first 
two  changes:  investment 
and  high  tech.  In  the  Old 
Economy,  when  things 
changed  more  slowly,  com- 
panies built  just  enough  ca- 
pacity to  handle  their  cur- 
rent demand  and  leave  a 
little  room  for  growth.  But 
in  the  New  Economy  boom, 
tech  investment  was  predicated  on  ex- 
pectations of  extremely  rapid  growth  in 
demand  for  years  to  come  for  telecom- 
munications bandwidth,  semiconductors, 
network  servers,  and  the  like.  When 
companies  lowered  their  demand  fore- 
casts, they  concluded  that  they  didn't 
have  just  a  little  excess  capacity — they 
had  massive  excess  capacity,  far  more 
than  they  would  have  built  up  in  the 
slower,  more  stable  Old  Economy.  Com- 
panies with  too  much  capacity  have  no 
desire  to  invest,  no  matter  how  cheap 
money  is.  In  the  extreme,  rate  cuts 
amount  to  "pushing  on  a  string." 

Things  haven't  gotten  to  the  pushing- 
on-a-string  phase  yet,  but  they  might  if 
companies  and  their  customers  get  any 
gloomier  about  the  economic  outlook. 
That's  why  many  New  Economy  econo- 
mists say  the  Fed  needs  to  cut  rates  ag- 
gressively and  fast  to  restore  confidence 
before  rate  cuts  become  useless.  How 
far?  At  least  one  more  percentage  point 
on  the  Fed  funds  rate,  many  say.  "In  or- 


A  NEW  ECONOMY  SLOWDOWN 


der  to  get  another  shot  [at  revivir 
growth],  the  Fed  funds  rate  would  hai  ,  a 
to  go  down  to  below  4%,"  says  consulta 
Wojnilower. 

Conventional  wisdom,  of  course,  h  U 
it  that  inventory  overhangs  are  less  s  I  , 
rious  in  technology.  Product  cycles  a  L 
shorter,  so  the  excess  will  be  dealt  wi  ft  - 
soon,  the  argument  goes.  But  that's  on  Lj 
true  if  companies  feel  pressed  by  comp 
tition  to  upgrade  and  if  new  produc 
are  much  better  than  old  ones.  When  i  ., 
vestment  and  innovation  slow,  neither   m 
the  case.  "I  don't  know  anyone  who  p    _, 
in  Cisco  routers  and  a  virtual  priva 
network  last  year  who's  going  to  rip    i>;i„ 
out  and  put  a  new  one  in  this  year     Lf 
next"  just  because  interest  rates  are  loi  1 
er,  says  Christopher  D.  Wolfe,  an  equiti 
strategist  at  J.  P.  Morgan  Private  Ban 
"So  where  will  incremental  growth  i   •. 
vestors    are    expecting    come    frori 
Nowhere." 

Then  there's  the  third  pillar  of  tl 
New  Economy:  the  stock  market.  Tl  ..,, 
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raises  oil  prices  in 
'79;  Carter 
Administration 
restraint  on  credit- 
card  borrowing 
shocks  consumers 

HOW  IT  EN0ED  Carter 
lifts  credit-card 
restraints;  Fed 
slashes  funds  rate 
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raises  funds  rate 
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raging  inflation 
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Inflation  ebbs 
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rates;  stock  market 
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HOW  IT  STARTED  Low 

oil  prices  flatten 
oil-patch  states 
such  as  Texas, 
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HOW  IT  ENDED  Cheap 
gasoline  helps 
national  economy; 
coastal  economies 
remain  sound 


HOW  IT  STARTED  Real 
estate  woes  force 
banks  to  tighten 
credit;  Iraq  invades 
Kuwait,  and  oil  soars 

HOW  IT  ENDED  Fed 

cuts  rates;  banks 
shed  bad  loans; 
oil  prices  plunge 
as  allies  attack 
Iraq 
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11  market  fueled  economic  growth  by 
couraging  consumers  to  hike  spending 
iter  than  their  incomes  rose.  As  a  re- 
It,  the  savings  rate  plummeted  to  be- 
n  zero.  With  the  market  down  on  low- 
ed earnings  expectations,  poorer 
nsumers  may  start  saving  again.  While 
at's  virtuous,  it's  disastrous  for  the 
onomy  if  it  happens  too  abruptly,  since 
nsumer  spending  makes  up  roughly 
'o-thirds  of  gdp.  Stephen  S.  Roach, 
ief  economist  at  Morgan  Stanley  Dean 
itter,  says  an  immediate  return  of  the 
vings  rate  to  its  postwar  average — an 
ilikely  event — would  send  the  econo- 
y  into  a  depression. 
The  fourth  pillar — venture  capital  and 
itial  public  offerings — looks  problem- 
ic  as  well.  On  the  way  up,  venture 
pital  and  IPOs  matched  up  entrepre- 
■urs  and  investors  with  unprecedented 
eed,  outdistancing  the  corporate  re- 
arch-and-development  departments 
at  traditionally  accounted  for  most 
isiness  innovation.  But  when  sentiment 
turns  negative, 
funding  for  inno- 
vation dries  up 
more  abruptly 
than  before.  In- 
vestments by 
venture  capitalists 
fell  31%  from  the 
third  quarter  of 
2000  to  the  fourth 
quarter,  according 
to  researcher 
Venture  Econom- 
ics. "There  are 
companies  with 
decent  technolo- 
gies and  a  busi- 
ness of  real  val- 
ue," says  C. 
Richard  Kramlich, 
a  founding  part- 
ner at  New  En- 
terprise Associ- 
ates in  Menlo 
Park,  Calif.,  who 
has  been  a  ven- 
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ture  capitalist  since  1969.  "But 
they  are  just  running  out  of  mon- 
ey, and  people  are  pulling  the  plugs 
on  them  willy-nilly." 

It's  not  clear  how  much  all  of 
this  worries  Greenspan  and  fellow 
I  members  of  the  Federal  Open 
Market  Committee.  Greenspan  feels  he 
has  already  loosened  credit  quickly — it's 
the  fastest  1.5  percentage-point  rate  cut 
he  has  ever  made,  and  the  broad  money 
supply  has  been  expanding  briskly.  Infla- 
tion hawks  can  also  point  to  the  fact  that 
rising  prices  haven't  exactly  disappeared: 
The  Commerce  Dept.  reported  on  Mar. 
21  that  inflation  ran  at  a  4.4%  annual 
rate  from  December  through  February. 
But  if  the  New  Economy  scenario  is 
right,  inflation  is  the  last  thing  the  Fed 
should  be  worried  about  now.  Indeed, 
the  Fed's  cuts  to  date  are  less  than 
meets  the  eye.  How?  Well,  Fed  rate 
cuts  usually  work  through  three  chan- 
nels: lowering  borrowing  costs,  stimu- 
lating the  stock  market,  and  making 
U.S.  goods  more  competitive  in  world 
markets  by  lowering  the  exchange  value 
of  the  dollar.  So  far,  only  the  borrowing- 
costs  channel  is  working.  The  overall 
stock  market  is  down  15%  since  the 
Fed  began  cutting  in  early  January, 
eliminating  a  key  source  for  companies 
to  raise  money.  Meanwhile,  the  dollar  is 
at  a  20-month  high  against  the  yen  and 
a  3-month  high  against  the  euro. 

The  consequences  of  a  U.  S.  slowdown 
go  far  beyond  American  shores.  For  a 
decade,  the  U.S.  has  been  the  main  en- 
gine of  world  growth,  sustaining  other 
economies  by  sucking  up  their  imports. 
Japan's  economy  is  as  weak  as  it  has 
been  since  its  asset  bubble  burst  in  1990 
(page  48),  and  Europe  is  beginning  to 
sputter.  If  the  U.  S.  economy  goes  cold,  it 
could  spell  a  severe  global  downturn  and 
possibly  even  a  financial  crisis. 

Now,  the  decline  in  confidence  is  feed- 
ing on  itself.  Doug  Cliggott,  U.  S.  equity 
market  strategist  at  J.  R  Morgan  Securi- 
ties, thinks  stocks  have  more  room  to 
tumble.  He  says  investors  still  expect 
15%  annual  growth  in  earnings  per  share, 
while  his  group  projects  them  to  grow 
only  about  5%  a  year  for  the  next  five 
years.  If  confidence  does  drain  further,  it 
could  be  hard  to  restore.  Morgan  Stan- 
ley's Roach  argues  that  what  he  calls 
"the  first  recession  of  the  Information 


Age"  has  more  in  common  with 
downturns  of  the  first  half  of  the 
20th  century,  which  were  also 
marked  by  overinvestment  and 
the  bursting  of  speculative  bub- 
bles. Recessions  lasted  longer 
then:  21  months  on  average  from 
1854-1945,  vs.  11  months  on  av- 
erage since  the  war,  when  recessions 
have  generally  been  easy-to-fix  inventory 
corrections. 

For  the  long  term,  most  worrisome  is 
the  possibility  that  a  prolonged  down- 
turn will  stop  innovation,  the  basis  of 
New  Economy  growth.  Proceeds  from 
IPOs  have  fallen  to  their  lowest  rate  since 
the  beginning  of  1991,  with  just  $4  billion 
raised  so  far  this  year,  says  Richard  Pe- 
terson, chief  market  strategist  at  Thom- 
son Financial  Securities  Data.  In  the  last 
quarter  of  1999,  by  contrast,  companies 
raised  $23  billion  in  IPOs.  The  flood  of 
money  into  new  companies  put  pressure 
on  older  ones  to  innovate  rapidly.  With 
that  pressure  diminished  now,  predicts 
Peterson:  "Large  companies  such  as  IBM 
and  Sun  and  Cisco  will  still  do  research 
and  development  and  develop  products 
and  try  to  improve  services,  but  at  a 
slower  pace  and  with  more  caution." 

If  a  New  Economy  downturn  plays 
out,  Silicon  Valley  and  the  other  tech 
sectors  won't  likely  bounce  back  for  some 
time.  "I've  never  seen  the  economy  come 
to  as  screeching  a  halt  as  it  has  here. 
We've  been  going  60  miles  an  hour  and 
have  come  to  a  complete  stop  within  20 
feet,"  says  Sanford  R.  Robertson,  a  long- 
time Silicon  Valley  investment  banker. 
Robertson,  a  partner  at  Francisco  Part- 
ners, a  new  tech-focused  leveraged-buy- 
out  firm  and  co-founder  of  Robertson 
Stephens  Inc.,  predicts  that  the  tech  sec- 
tor won't  even  begin  to  ramp  up  again 
until  2003. 

To  be  sure,  none  of  this  may  happen. 
Alan  Greenspan  may  succeed  once 
again  in  steering  the  economy  clear  of 
a  recession.  Will  his  legacy  remain  as  it 
is  today — that  of  a  man  who  adroitly 
managed  the  economy  through  a  period 
of  fundamental  and  tumultous  change 
during  which  the  conventional  guide- 
lines for  Fed  policy  went  out  the  win- 
dow? Or  will  he  go  down  as  a  man 
whose  otherwise  stellar  record  was 
marred  by  an  economic  firestorm  that 
scorched  the  final  years  of  his  tenure? 
Much  more  than  Greenspan's  legacy  is 
riding  on  the  answer. 

By  Peter  Coy  in  New  York,  with  Rich 
Miller  in  Washington,  Linda  Himelstein 
and  Jim  Kerstetter  in  San  Mateo,  Jeff 
Green  in  Detroit,  Marcia  Vickers  and 
Pete  Engardio  in  New  York,  and  bureau 
reports 
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Surprise-The  Tech 
Industry  Is  Cyclical 


MELTDOWN  REDUX  1985 

was  bad,  but  this  time  more 
industries  are  affected 
and  more  capital  is  at  stake 

It's  a  frightening  picture,  all  right. 
Hordes  of  brash  high-tech  start- 
ups, all  intent  on  grabbing  a  20% 
share  of  vast  emerging  markets, 
getting  massacred,  their  dreams 
crashing  back  to  earth.  Even  the 
most  respected  tech  companies  are  be- 
ing forced  to  lay  off  staffers  and  slash 
spending  as  earnings  fall  miles  short  of 
analysts'  projections.  The  press  is 
stuffed  with  scary  "end  of  history"  arti- 
cles about  the  death  of  the  tech  revolu- 
tion. Venture  capitalists,  who  just 
months  before  were  throwing  around 
money  like  so  much  birdseed,  are 
nowhere  to  be  found. 


Sound  familiar?  All  this  happened 
back  in  1985,  in  what  was  then  the 
biggest  tech  meltdown  ever.  Yes,  as  the 
world  has  again  learned  painfully,  tech 
can  be  a  very  cyclical  business.  That's 
why  1985  is  worth  remembering,  if  for 
no  other  reason  than  because  "what 
happened  then  was  exactly  what  is  hap- 
pening now,"  says  Bill  Coleman,  CEO  of 
software  maker  PEA  Systems  Inc.  and  a 
survivor  of  the  '85  shakeout. 

For  the  millions  of  investors,  dot- 
commers, and  tech  entrepreneurs  who 
have  experienced  only  the  boom  of  the 
past  10  years,  the  wave  of  bad  news 
and  plunging  stock  prices  must  seem  a 


lan 


m 
I  cruel  twist  of  fate.  In  recent  years,  teci 
nology  came  to  be  seen  as  a  secto 
that  boasted  almost  limitles  i-: 
growth;  many  believed  it  wa 
divorced  from  the  realities  cfr- 
the  business  cycle. 

But  1985  offers  a  reminde  N 
that  stretches  of  tech  prosper  ■  ■' 
ty  have   always   been   sane  '■- 
wiched  between  deep,  painfi  H 
valleys.  Thanks  to  the  cas 
umped  into  everything  fror 
fiber-optic  parts  to  huge  con 
puters  in  recent  years,  thi  |G 
could  be  the  deepest  valle" 
yet.  "It's  the  worst  ever  i  fe 
terms  of  severity  and  swifl  NK 
ness  of  decline,"  says  long    8 
term    venture    capitalist 
Richard  Kramlich,  who  co-founde 
New  Enterprise  Associates  in  197? 
o       At  that,  Kramlich  is  more  opt: 
c.  mistic  than  many.  While  he  ex 
"pects  some  recovery  by  mid  2002, 
growing  number  of  tech  insiders  sa  km] 
that  the  next  cyclical  upturn  could  be 
staggering  two  years  away.  Indeed,  th 
problems  of  1985  are  starting  to  loo  h 
like  a  picnic  by  comparison.  Far  mor  ion 
capital  is  at  stake,  and  the  curren  (til 
downturn  is  far  broader. 
A  WIDER  SWATH  Back  then,  most  blooc 
shed  centered  on  the  PC.  There  were  3 
PC  doners  and  more  than  70  diskdriv 
companies,  many  of  which  vanished  whe: 
supplies  ran  ahead  of  demand.  Softwar 
shops  and  contract  manufacturers  als 
got  hit  when  IT  spending  dipped  fror 
around  15%  in  the  early  1980s  to  7%  i 
1985  and  1986.  The  chip  business  als 
tanked,  as  share-hungry  Japanese  rival 
forced  U.  S.  stalwarts  such  as  Intel  Coif 
and  Motorola  Inc.  out  of  core  market 
like  memory  chips. 

This  time,  the  slowdown  is  hitting 
wider  swath  of  industries.  Rather  tha 
just  Pes,  this  slowdown  is  hitting  everj 
thing  net-related,  from  chips  to  dot-coms 
to  networking  to  telecom.  This  drop  ha 
so  far  been  far  more  stomach-churning,  i 
part  because  the  over-investment  boor 
of  recent  years  looks  far  greater  than  i 
1985.  Worse,  it  propped  up  not  only  to 
many  tech  suppliers  but  also  too  man 
technology  buyers,  such  as  Web  hosters 
dot-coms,  and  broadband-scrvic 
providers.  The  easy  sales  this  create 
for  the  likes  of  Oracle,  Cisco,  kmc,  an 


THIS  DOWNTURN  MAY  BE  THE  WORST  EVER  IN  TERMS  OF 
SEVERITY  AND  SWIFTNESS  OF  DECLINE— AND  THE  NEXT 
UPTURN  COULD  BE  TWO  YEARS  AWAY 
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I  Jack  in  1985,  the  deadly  combo  of 
mping  demand  and  excess  capacity 
off  fierce  price  wars  as  rivals  fought 
-etain  market  share.  Today,  the  stage 
ms  set  for  the  same  battles.  Take 

I  iputer  servers.  With  customers  de- 
•ing  all  but  the  most  critical  e-business 
jects,  top  names  like  Dell,  Hewlett- 
:kard,  and  Compaq  are  slashing  prices. 

r\  t  as  many  computer  makers  disap- 
tred  after  the  1985  slump  and  net- 

k  rking  upstarts  vanished  in  the  Asian 
incial  crisis  of  1998,  a  bloody  wave  of 
solidation  is  likely  on  its  way,  espe- 

m   ly  for  makers  of  corporate  software. 

i  ;s  Craig  Conway,  ceo  of  PeopleSoft 
.:  "The  number  of  members  in  this 
ntry  club  might  get  a  lot  smaller." 
EN  TO  BRAKE?  For  companies  in  Sil- 
n  Valley,  Texas,  and  other  tech 
'ens,  failing  to  see  that  real  down- 

e  ns  can  happen  in  tech  is  exacting  a 
ivy  toll.  Even  giants  such  as  Lucent, 
wlett-Packard,  and  Cisco  Systems 
re  late  to  roll  back  cushy  financing 
ils  for  customers — including  New 
anomy  startups  that  had  iffy  busi- 
is  plans  from  the  start.  "The  best 
npanies  can  throttle  up  really 
t,"  says  G.  Dan  Hutcheson,  presi- 
lt  of  market  researcher  VLSI  Re- 
rch  Inc.  Braking  is  far  harder.  "If 
l  brake  too  late,  you  crash,"  he 
•s.  "If  you  brake  too  early,  every- 
;  passes  you." 

Still,  for  all  of  today's  carnage, 
l't  forget  another  tech  truth  lost 
ring  the  upswing:  Downturns  in 
3  entrepreneurial  sector  often  set 
stage  for  new  tech  booms.  Laid-off 
underemployed  engineers  and  soft- 
re  writers  go  to  work  on  their  own 
as.  That's  what  happened  in  1985. 
ints  such  as  Cisco  got  their  start 
that  slump  and  were  soon  setting 
>wth  records.  And  Microsoft,  Adobe 
stems,  and  Oracle  all  had  block- 

in|  ster  initial  public  offerings  in  1986. 
ys  Kramlich:  "Some  of  the  best  com- 
lies  are  founded  during  lean  times 
:ause  there's  good  discipline." 
3o  even  if  this  slump  sinks  to  new 
vs,  keep  in  mind  that  it  may  also 
ng  long-term  benefits.  "Just  think 
at  the  last  two  years  have  done  for 
those  twentysomething  [entrepre- 
ars],"  says  Paul  Saffo,  director  of  In- 
uite  for  the  Future.  "They've  been 
•ough  business  cycles  that  took  most 
us  two  decades  to  experience — and 
;ir  whole  careers  are  still  in  front  of 
;m.  The  moment  the  money  frees  up, 
:yll  be  making  more  businesses."  Still, 
may  be  a  long,  painful  wait  before 
jy  get  that  chance. 
By  Peter  Burrows,  with  Jim  Kerstet- 
•  and  Linda  Himelstein  in  Silicon 
lley 


Will  Mis  Help 
Refloat  the  Economy? 


EQUITY  INTO  CASH  So 

far,  owners  are  spending, 
not  paying  down  debt 

When  Anton  and  Audrey  Scholl 
bought  their  $249,000  town- 
house  in  Itasca,  111.,  a  year 
ago,  they  had  no  idea  they'd 
refinance  their  mortgage  with- 
in a  year.  But  when  their  bro- 
ker called  in  January  advising  they 
convert  their  30-year  adjustable  rate 
mortgage  to  a  30-year  fixed  mortgage 
with  a  lower  interest  rate  and  no  clos- 
ing costs,  the  Scholls  bit.  The  new 
7.25%  rate,  a  reduction 


DOMESTIC  BLISS:  The 

of  1.25  percentage  points,   Scholls  cut  monthly 
cuts  their  monthly  payments  payments  by  $225 
by  $225. 

Thanks  to  competition  among  mort- 
gage lenders,  falling  transactions  costs, 
and  a  push  from  the  Federal  Reserve 
to  trim  interest  rates,  mortgage  rates 
are  way  down.  Rates  on  30-year  fixed 
mortgages  have  dropped  from  a  five- 
year  high  of  8.64%  in  May  to  6.82%— 
near  the  lowest  level  in  two  years.  And 
that's  spurring  a  refinancing  boom. 
Though  there  are  risks  in  the  boom — 
overindebted  homeowners  could  be  tak- 
ing on  too  much  debt — for  now,  many 
economists  argue  that  it  is  offering  a 
much  needed  boost  to  consumer  spend- 
ing. And  that  could  give  a  hand  to  the 
ailing  economy  as  well.  "This  is  the 
best  way  to  get  money  into  people's 
purses  and  pocketbooks  immediately," 


says  Mark  M.  Zandi,  chief  economist 
at  market  forecaster  Economy.com  Inc. 
How  big  is  the  boom?  During  the 
first  quarter,  the  Mortgage  Bankers 
Assn.  of  America  estimates  refinancings 
will  account  for  about  50%  of  the  $348 
billion  worth  of  new  single-family  home 
loans,  more  than  double  the  same  period 
last  year.  Of  the  $1.4  trillion  in  home  fi- 
nancing expected  in  2001,  the  mbaa  es- 
timates refinancings  will  account  for 
41%,  making  it  the  industry's  second- 
best  year  in  both  categories. 

One  reason  is  that  many  homeown- 
ers want  to  beef  up  liquid  assets.  Mort- 
gage lender  Fannie  Mae  in  Washington, 
D.  C,  estimates  that  some  70%  of  re- 
cent refinancings  have  been 
so-called  cash-outs,  in  which 
owners  take  some  of  the  eq- 
uity from  their  homes  in  cash 
in  exchange  for  bigger  mort- 
gages. The  government 
agency  figures  refinancings 
will  increase  consumption 
spending  by  $40  billion  in 
2001  and  boost  gross  do- 
mestic product  by  half  a 
percentage  point. 

With  consumer  debt  at  a 
high  and  the  economy 
weakening,  consumers 
could  use  the  money  to 
pay  off  other  debts.  But  so 
far,  wallets  remain  open. 
"It's  being  used  to  subsi- 
dize spending,"  explains 
Diane  Swonk,  chief  econo- 
mist at  Bank  One  Corp.  in 
Chicago. 

The  question  is  whether 
homeowners  are  setting  themselves  up 
for  bigger  problems  down  the  road. 
The  number  of  borrowers  behind  on 
mortgage  payments  jumped  in  the 
fourth  quarter  of  2000.  The  mbaa  says 
4.54%  of  all  mortgage  loans  are  now 
delinquent  by  at  least  30  days — the 
highest  level  hit  since  the  1992  reces- 
sion. Lower  payments  from  the  refi- 
nancings could  help.  But  if  the  economy 
goes  into  a  lengthy  downturn,  the  ris- 
ing wave  of  delinquencies  could  turn 
into  an  avalanche  of  defaults. 

By  Stephanie  Anderson-Forest  in 
Dallas  with  Ann  Therese  Palmer  in 
Chicago,  Douglas  Robson  in  Silicon 
Valley,  Laura  Cohn  in  Washington, 
D.  C.  and  bureau  reports 
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COMMENTARY 


By  Lee  Walczak 


While  Washington  Fiddles. . . 


The  Federal  Reserve  cuts  inter- 
est rates  by  a  half-point,  send- 
ing disappointed  investors  into  a 
selling  frenzy.  As  power  black- 
outs ripple  across  California,  the 
OPEC  oil  cartel  announces  a  4% 
cut  in  production.  Japan  slashes 
interest  rates  to  zero  in  a  des- 
perate bid  to  pull  the  nation  out  of  a 
prolonged  slump.  Meanwhile,  nervous 
European  finance  ministers  lower  their 
growth  forecasts  to  reflect  a  malaise 
that  increasingly  seems  stamped  "Made 
in  the  USA." 

So  what's  Washington  doing  while 
the  world's  financial  fabric  frays  and 
risks  of  a  painful  U.  S.  downturn  grow? 
Debating.  Mulling.  Maneuvering.  Even 
as  an  increas- 

ingly  urgent  WHy  THE 

chorus  of  voices       -_.  -rui av 
outside  the  BtLIWAY 

Beltway  insists        HASN'T  GONE 
that  the  Bush  |NTQ  pAN|C 

Administration         MIME 
and  Congress  mWHC 

need  to  come 

up  with  a  fiscal  stimulus  package  pron- 
to, few  in  Washington  are  acting  with 
anything  remotely  suggestive  of  im- 
pending danger.  Instead,  Bush  contin- 
ues to  push  for  a  tax  cut  that  most 
agree  won't  benefit  the  economy  for  at 
least  a  year,  and  Congress  is  content 
to  play  political  "gotcha."  Laments 
Senator  Jon  Corzine  (D-N.J.):  "I  don't 
feel  a  sense  of  urgency  on  the  Hill." 
Adds  Jose  I.  Gonzalez,  ceo  of  Perish- 
ables Group  International  LLC,  an  At- 
lanta-based importer:  "People  are  still 
playing  politics." 

Bizarre  as  it  may  seem  to  many  with 
business  ties,  the  gulf  between  the  real 
economy  and  Washington's  insular  polit- 
ical culture  has  seldom  been  greater. 
Up  to  now,  many  of  the  city's  pols 
seemed  confident  that  a  benign  spirit — 
Saint  Alan  of  C  Street — would  ward  off 
the  evil  of  a  recession.  But  over  at  the 
Federal  Reserve,  Greenspan's  halo  has 
slipped.  Despite  three  successive  moves 
to  cut  interest  rates  by  half-point  incre- 
ments, the  chairman's  predictions  of  a 
quick  rebound  from  an  inventory  cor- 
rection seem  less  and  less  credible. 


With  the  markets'  faith  in  the  Fed 
ebbing  and  a  barnstorming  President 
Bush  passing  up  no  opportunity  to  tell 
Americans  just  how  rotten  things  are  in 
River  City,  policymakers  are  at  a 
unique  point:  No  single  locus  of  confi- 
dence has  emerged  to  calm  investors 
and  shore  up  consumers'  faith  in  the 
economy. 

Treasury  Secretary  Paul  H.  O'Neill,  a 
Greenspan  pal,  insists  the  country  is 
not  in  a  recession  and  has  warned  that 
tax  cuts  don't  pack  much  counter-cycli- 
cal punch.  But  his  White  House  coun- 
terpart, economist  Lawrence  B.  Lind- 
sey,  takes  a  darker  view,  noting  that  if 
the  country  isn't  mired  in  a  classic 
slump,  it  sure  hurts  like  one.  A  chronic 


►  President 
Bush  is  busy 
stumping  for 
his  $1.6  tril- 
lion tax  cut 


►  Many 
Democrats 
are  still  play- 
ing class-war- 
fare games 


bear  who  once  warned  of  a  U.  S.  fi- 
nancial bubble  for  three  years,  Lind- 
sey  believes  the  economy  is  in  for  a 
lengthy  period  of  financial  distress. 
STALEMATE.  Because  their  views 
differ,  the  President's  advisers  are 
having  a  hard  time  shaping  a 
response  to  the  deteriorating 
situation.  Talks  are  intensify- 
ing, says  a  Bush  economic  offi- 
cial, but  "No  one  is  panicked 
and  saying,  'Oh  s — ,  we've  got 
to  do  something  today.'"  Still, 
"there  is  a  sense  of,  'where's  the 
bottom,'  where  is  this  thing  go- 
ing?" The  upshot:  Other  than 
musing  about  some  as-yet-unspeci- 
fied acceleration  of  the  President's 
tax-rate  reductions,  the  Bushies 
continue  to  insist  the  structural  re- 
forms they  outlined  over  a  year  ago 
are  still  warranted  today. 

While  the  Bush  team  debates 
just  how  bad  things  are,  a  Presi- 
dent obsessed  by  his  father's  in- 
famous tax  flip-flop  seems  intent 
on  consistency,  above  all  else.  Bush  in- 
creasingly is  pinning  his  Presidency  on 


enactment  of  his  $1.6  trillion  tax 
age,  an  amalgam  of  across-the-bc 
cuts,  targeted  credits,  marriage-j 
relief,  and  elimination  of  the  esta 
Bush  crafted  this  package  during 
campaign  for  complex  reasons:  T 
off  an  expected  primary  election 
from  supply-sider  Steve  Forbes  I 
tier  rate  cuts);  to  appeal  to  socia 
servatives  (child-care  credits  and 
riage-penalty  relief);  to  woo 
small-business-based  economic  co 
fives  (death  to  the 
"death  tax"); 
and  to  lure 
blue-col- 
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Bra  (a  new  10%  bottom  rate). 
s  this  the  formula  that's  needed 
an  economy  where  consumer 
g  may  be  the  last  linchpin  hold- 
financial  system  together? 
not.  "Urgent  tax  cuts  are  need- 
■ace  the  wealth  lost  in  the 
arket  decline,"  says  Albert  M. 
wer,  a  consultant  for  the  equity 
Mi  in  it  or  Clipper  Partners. 
re  needed  to  forestall  a  [Japan- 
hift  toward 
by  house- 
/hich 
iose  seri- 
iats  to 
lomy." 
jpling 


upset  the  GOP  coalition  and  look  like  a 
retreat  from  a  major  campaign  pledge. 
So  Bush  has  yet  to  assent  to  radical 
surgery.  Indeed,  some  White  House 
aides  have  signaled  a  willingness  to 
look  at  congressional  initiatives  that 
would  speed  up  rate  cuts  and  ax  other 
parts  of  the  package,  no  one  knows 
how  flexible  Bush  will  be. 

Congress  isn't  helping  matters 
much.  Hill  Democrats  and  Republicans 
continue  to  cluck  about  the  economy 
while  playing  political  games.  The  gop 
game:  Loading  a  raft  of  worthy-sound- 
ing tax  cuts  onto  the  basic  Bush  plat- 
form, then  making  Democrats  vote 
against  them  as  proof  that  they're 
anti-entrepreneur  and  antifamily.  The 
Democratic  variant:  charging  that  the 
gop  plans  are  giveaways  for  the  rich 
that  will  gut  education,  Social  Security, 
and  Medicare. 

But  wait — aren't  politi- 
cians supposed  to  be  acute- 


Because  of  this  schizoid  split,  many 
grassroots  entrepreneurs  have  not 
yet  joined  manufacturing  and  tech 
ceos  in  screaming  "Recession"  to  their 
elected  officials.  Barry  Rogstad,  presi- 
dent of  the  American  Business  Confer- 
ence, a  group  representing  startup 
companies,  says  that  although  his 
members  are  moaning  about  a  weak 
economy,  "I  don't  feel  a  sense  that  the 
bottom  is  falling  out."  Instead,  the 
dominant  sentiment  is:  "Let's  not  do 
anything  stupid." 

Can  Washington  rise  to  the  occasion 
with  an  intelligent  policy  response  to 
the  financial  crunch?  There  is  a  glim- 
mer of  hope  on  the  horizon.  A  num- 
ber of  Senate  Democrats,  among  them 
Minority  Leader  Tom  Daschle  of 
South  Dakota,  Bob  Graham  of  Florida, 
and  former  Wall  Streeter  Corzine, 
are  exploring  ways  to  design  a  high- 
impact  tax  cut.  And  on  Mar.  21, 
Senate  Finance  Committee  Chairman 
Charles  E.  Grassley  (R-Iowa)  told 
BusinessWeek  he  wants  to  act  faster 
to  get  money  into  the  hands  of  taxpay- 
ers. He'd  be  willing  to  move  immediate 
tax  relief  of  up 


►  Many  Main 
p    Street  business- 
people  say  they 
aren't  feeling 
acute  distress 


►  Classic  econom- 
ic indicators  like 
unemployment 
haven't  signaled 
much  danger 


ly  sensitive  to  the  pain  inflicted  on 
farmers,  small-business  owners,  and 
average  working  stiffs?  Yes,  but  in 
a  New  Economy  slump,  the  tradi- 
tional indicators  pols  glom  onto 
aren't  in  the  danger  zone  yet.  For 
instance,  since  this  is  an  investment- 
led  downturn,  unemployment  has 
barely  budged.  The  February  rate: 
4.2%.  Obviously,  joblessness  is  a  lag- 
ging indicator.  But  its  absence  seems 
to  be  one  reason  Americans  aren't 
panicked  by  the  current  slump  and 
Washington  isn't  feeling  the  heat. 

Similarly,  global  over-capacity  and 
tech-driven  innovation  have  combined 
to  put  downward  pressure  on  prices. 
Thus,  inflation  has  remained  in  check. 
One  reason  for  politicians'  torpor,  says 
gop  pollster  Edward  Goeas,  is  that 
many  of  "the  economic  numbers  look  to 
be  fairly  good,  even  as  the  stock  market 
looks  bad."  Adds  Martin  Regalia,  chief 
economist  of  the  U.  S.  Chamber  of  Com- 
merce: "There  is  a  major  disconnect  be- 
tween Wall  Street  and  Main  Street. 
People  are  buying  homes  and  cars. 
What  they  are  not  buying  is  stock." 


to  $60  billion- 
largely  through 
rate  reduc- 
tions— through 
his  committee 
by  early  May. 
"We  need  to 
stimulate  the 
economy  right  now,"  he  says. 

White  House  officials  are  still  play- 
ing it  close  to  the  vest,  but  Bush's 
advisers  are  having  intense  discussions 
over  what  one  aide  describes  as  a 
"rifle-shot"  rate  cut  that  would  provide 
quicker  stimulus.  Also  being  explored: 
a  one-time  tax  rebate  that  could  put 
money  into  consumers'  hands  fast. 
With  manufacturing  in  a  recession  for 
six  months  and  the  service  sector 
weakening,  the  business  cycle  is  proba- 
bly too  far  advanced  for  tax  magic  to 
help  much  with  the  root  causes  of  the 
slowdown.  But  both  the  Bush  folk  and 
business  economists  say  that  at  this 
point,  fiscal  policy  has  become  more 
about  building  confidence  than  any- 
thing else.  Says  the  Chamber's  Re- 
galia: "The  real  problem  is  psycholo- 
gy." And  the  real  answer  seems  to  be 
that  maybe  it's  time  for  Washington  to 
stop  the  posturing  and  try  to  do  some- 
thing constructive. 

With  Rich  Miller,  Howard  Gleckman, 
Richard  S.  Dunham,  and  Lorraine 
Woellert  in  Washington  D.  C,  and  Ann 
TJierese  Palmer  in  Chicago 
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COMPENSATION 


THE  GRAVY  TRAIN 
IS  SLOWING 


As  average  pay  slips,  some  CEOs  are  still  getting  fat  packages 


For  many  of  the  nation's  chief  execu- 
tive officers,  2000  will  likely  be  a 
year  to  forget.  After  nearly  five 
years  of  double-digit  growth  in  ceo  com- 
pensation, early  indications  are  that  their 
pay  actually  fell  last  year.  Of  the  130 
corporate  proxies  so  far  available  for  the 
biggest  U.  S.  companies,  the  compensation 
of  the  15  best-paid  ceos  shows  the  slow- 
ing economy  has  taken  a  toll  on  earn- 
ings. When  salary,  bonus,  and  options 
exercised  last  year  were  taken  into  ac- 
count, compensation  for  those  ceos  fell 
nearly  5%  from  1999.  The  reason:  The 
market's  nosedive  made  it  a  bad  time 
for  many  corporate  kingpins  to  exercise 
their  options,  often  the  largest  part  of 
remuneration. 

According  to  a  proxy  analysis  by 
Standard  &  Poor's  Institutional  Market 
Services,  a  division  of  The  McGraw-Hill 
Companies,  total  compensation  for  the 
15  highest  earners  averaged  $88.7  mil- 
lion, a  $4.4  million  drop.  (That  figure 
does  not  include  the  compensation  pack- 
age of  former  Citigroup  co-CEO  John  S. 
Reed,  who  left  the  company  last  April. 
While  salaries  and  cash  bonuses  in- 
creased more  than  10%,  they  typically 
make  up  just  6%  of  a  ceo's  compensa- 
tion package.  The  remainder  consists 
largely  of  exercised  stock  options,  which 
declined  5.5%  in  dollar  terms. 

Of  course,  some  executives  managed  to 
come  out  on  top  thanks  to  still-surging 
share  prices,  or  because  they  exercised 
options  received  years  earlier.  At  the  top 
of  the  heap:  Citigroup's  Reed,  who  pock- 


eted a  staggering  $287.5  million  from  op- 
tions exercised.  Including  his  cash  salary 
and  bonus,  his  total  compensation  was 
$292.9  million.  John  Chambers  of  Cisco 
Systems  Inc.  came  in  a  distant  second, 
with  total  pay  of  $157.3  million. 

Elsewhere,  though,  much  of  the  com- 
pensation decline  can  be  pinned  on  the 
stock  market  crash.  Particularly  at  tech 
companies,  share  prices  often  ended  up 
far  below  the  exercise  price  listed  on  ex- 
ecutive options.  According  to  a  study 


of  200  of  the  largest  U.S.  companies 
done  by  Pearl  Meyer  &  Partners,  a 
New  York-based  compensation  consul- 
tant, the  15  CEOs  who  lost  the  most  pa- 
per wealth  saw  the  value  of  their  stock 
and  options  crash  by  more  than  $62  bil- 
lion through  the  end  of  2000.  Microsoft 
Corp.'s  William  H.  Gates  III  alone  lost 
more  than  $36  billion. 
GENEROUS  GRANTS.  Admittedly,  no  one 
should  start  weeping  for  the  underpaid 
chieftains  of  the  land.  Many  companies 
continued  to  be  generous  in  handing  out 
new  options  packages.  Several  ceos  got 
extraordinary  new  grants  last  year  even 
after  turning  in  corporate  profits  that 
were  less  than  extraordinary,  cmgi  Inc., 
an  Andover  (Mass.)  company  that  in- 
vests in  Internet  businesses,  and  Adap- 


tive Broadband  Corp.,  a  Sunnyv 
(Calif.)-based  Internet  company,  a 
good  examples.  Both  recorded  loss 
last  year,  yet  they  gave  their  ceos  bi 
ger  bonuses  and  bigger  stock  opti 
grants  than  in  1999.  Says  Patri 
McGurn,  corporate  programs  direct 
at  proxy  adviser  Institutional  Shai 
holder  Services:  "Now  that  risk  seei 
to  have  returned  to  at-risk  pay,  tha 
the  sort  of  reaction  that's  going  to  sti 
in  shareholders'  craws." 

cmgi,  for  example,  had  a  $1.3  billi 
loss  in  fiscal  2000.  But  ceo  David 
Wetherell  came  away  with  $1  million, 
salary  and  bonus,  a  more  than  50% 
crease,  and  3.5  million  options  origina 
valued     at     $53     million.     Compa 
spokesman    Deidre    W.    Moore    sa 
Wetherell  was  underpaid  compared 
his  peers,  and  that  when  his  packa 
was  being  decided,  CMGI  was  coming 
a  "remarkably  successful"  period  of  sa 
and  earnings  growth  in  1999. 

Adaptive  Broadband  was  also  ge 
erous.  Despite  three  consecutive  ye* 
of  widening  losses,  ceo  Frederick 
Lawrence  got  a  bigger  bonus  and 
stock  option  grant  twice  the  size 
1999's.  Says  Stephanie  M.  Day,  vi< 
president  of  investor  relations:  "Stra 
gically,  he  did  everything  he  said 
was  going  to  do." 

Perhaps.  But  investors  find  it  far  e 
ier  to  accept  rich  rewards  tied  to 
gressive  earnings  growth  targets,  s 
as  those  imposed  on  Coca-Cola  C 
Douglas  N.  Daft  and  Tyco  Internatio: 
Ltd.'s  Dennis  Kozlowski.  In  a  slo 
economy,  it's  one  way  for  sharehokl 
to  ensure  they're  not  taken  for  a  rid 
By  Louis  Lavelle  in  New  Yd 
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For  a  look  at  the  biggest  paychecks,  go  to 

the  Mar.  20  Daily  Briefing  at 

www.businessweek.com/today.htm. 
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S.  Reed 

Formerly  of 
Citigroup 

$292.9 

MILLION 


$107.! 

MILLI0I 
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By  Wendy  Zellner 


SOUTHWEST:  AFTER  KELLEHER,  MORE  BLUE  SKIES 


In  three  decades  of  building  low- 
fare  legend  Southwest  Airlines 
Co.,  ceo  Herbert  D.  Kelleher  has 
made  nary  a  misstep.  His  boisterous, 
Wild  Turkey-swilling  image  aside, 
Kelleher  has  built  one  of  the  indus- 
try's fastest-growing  and  most  prof- 
itable airlines.  Until  Mar.  19,  the  one 
chink  in  his  armor  appeared  to  be 
the  question  of  how  Southwest  would 
replace  him. 

Finally,  the  answer:  Two  South- 
west veterans  steeped  in  the  compa- 
ny's traditions  will  man  the  controls. 
Kelleher,  70,  will  stick  around  for  at 
least  three  more  years  as  chairman, 
focusing  on  long-range  strategy  and 
government  affairs.  "We  wanted  to 
be  sure  the  culture  of  Southwest 
Airlines  would  continue,"  says  Kelle- 
her. In  other  words,  if  it  ain't  broke, 
don't  fix  it. 

It  ain't  broke.  Kelleher's  battle  plan 
has  stood  the  test  of  time  and  compe- 
tition. In  a  consolidating  industry 
plagued  by  labor  strife  and  disgrun- 
tled passengers,  Kelleher's  low-cost 
model  of  point-to-point  flights  looks 
stronger  than  ever.  Who  better  to  keep 
it  going  than  Kelleher's  closest  confi- 
dants? On  June  19,  James  F.  Parker, 
54,  general  counsel,  and  Colleen  C. 
Barrett,  56,  executive  vice-president 
for  customers,  will  become  ceo  and 
president,  respectively.  The  two  have 
worked  together  for  22  years. 


Former  Southwest  executives  and 
analysts  applaud  the  pairing  of  Park- 
er's strategic  smarts  and  savvy  in  la- 
bor talks  with  Barrett's  devotion  to 
employees  and  customers.  "The  fact 
that  they  are  working  as  a  team 
should  be  underscored,"  says  one  re- 
lieved institutional  investor.  And  as 
Parker  and  Barrett  might  tell  you, 
they  are  inheriting  a  devilishly  sim- 
ple playbook. 

■  Keep  costs  down.  By  boasting  the 
lowest  costs  among  the  major  air- 
lines, Southwest  can  profitably  offer 
low  fares  where  others  can't.  When 
the  nation's  seventh- 
largest  carrier  enters  a 
new  market  with  fares 
that  undercut  prevailing 
rates  by  50%  or  more, 
traffic  explodes,  and 
Southwest  nabs  many  cus 
tomers  who  might  have 

driven  before. 

■  Focus  on  customers.  In  short, 
cheap  doesn't  mean  crummy.  Sure, 
there  are  no  hot  meals  or  fancy  air- 
port clubs.  But  Southwest's  customer- 
service  ethos  is  legendary.  It's  not 
unheard  of  for  a  gate  agent  to  put  a 
stranded  passenger  up  for  the  night. 

■  Keep  employees  happy.  They  keep 
customers  happy.  Parties  celebrating 
almost  anything  are  epidemic.  Em- 
ployee photos  cover  the  walls  at  Dal- 
las headquarters,  leaving  no  doubt 


who's  most  impor- 
tant here. 

The  pep-rally  cul- 
ture has  its  purpose: 
Southwest  employ- 
ees are  more  produc- 
tive than  most  oth- 
ers in  the  industry, 
for  similar  pay,  so 
maintaining  morale 
is  critical. 
■  Keep  it  simple. 
While  Southwest  has 
tweaked  its  formula 
over  the  years — 

TAKING  OFF 

James  Parker 
(left),  with 
Colleen  Barrett, 
will  take  over  after 
Kelleher 


adding  more  long-distance  flights,  for 
instance — it's  still  mainly  a  point-to- 
point,  short-hop  airline  that  uses  one 
aircraft  type  to  simplify  training  and 
maintenance. 

For  all  his  success,  Kelleher  faces 
one  last  challenge:  managing  the 
transition  to  his  successors.  Some 
management  experts  think  it's  a  bad 
idea  for  a  former  CEO  to  remain  as 
chairman  of  the  board  and  the  execu- 
tive committee.  A  continued  pres- 
ence can  undermine  the  new  team  or 
make  things  more  difficult  if  change 
is  needed.  "There's  a  real  question 


Southwest's  model  shone  in 
an  embattled  industry — 
and  it  looks  brighter  than  ever 


about  who's  in  charge,  and  no  compa- 
ny should  have  that  doubt,"  warns 
Roger  M.  Kenny,  managing  partner 
of  Boardroom  Consultants.  Which 
brings  us  to  the  last  lesson... 
■  Screw  conventional  wisdom.  That 
attitude  has  worked  for  Kelleher 
plenty  of  times  before.  He's  counting 
on  it  one  last  time  as  he  circles  for 
retirement. 

Dallas  Bureau  Chief  Zellner 
covers  Southwest. 
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BUSINESS  HAS 

A  GOOD  DAY  IN  COURT 

ON    MAR.    20,    THE    SUPREME 

Court  sided  with  employers 
hoping  to  keep  their  disputes 
with  employees  out  of  court. 
By  a  5-4  majority,  the  court 
ruled  that  companies  can  re- 
quire their  employees  to  take 
their  disputes  to  arbitration 
instead  of  to  the  courtroom. 
Arbitration  is  often  used 
to  resolve  disputes  more 
quickly  and  at  less  cost  than 
a  full-bore  trial.  But  it  does 
not  provide  anywhere  near 
the  range  of  options  for  re- 
dress. The  ruling  is  a  clear 
victory  for  business.  It's  also 
more  evidence  of  the  ideolog- 
ical divide  on  the  High  Court. 
The  five  in  the  majority  on 
the  arbitration  ruling  are  the 
same  who  frequently  strike 


CLOSING    BELL 


ABSOLUT  JOY 

Fortune  Brands  has  mixed 
a  powerful  new  cocktail  that 
lifted  spirits  on  an  otherwise 
glum  Wall  Street.  The 
producer  ot  Jim  Beam 
whiskey  announced  on  Mar. 
20  that  it  will  team  with 
Sweden's  Vin  &  Sprit,  which 
makes  Absolut  vodka,  to 
jointly  distribute  their  No.  1 
brands  in  the  U.S.  Their 
partnership,  Future  Brands 
LLC,  will  be  the  second- 
largest  booze  distributor  in 
the  U.S.,  behind  only  Diageo. 
By  Mar.  21,  Fortune  shares 
logged  a  two-day  rise  of  8%, 
to  $32.77. 


IITEE 


34- 


FORTUNE 
BRANDS. 
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Data:  Bloomberg  Financial  Markets 


down  laws  on  the  basis  of 
states'  rights — and  halted  the 
Florida  recount  in  the  Presi- 
dential race. 


YAHOO! LASSOES 
A  NEW  VEEP 

YAHOO!  is  taking  its  first 
step  toward  rebuilding.  On 
Mar.  20,  13  days  after  Chief 
Executive  Timothy  A.  Koogle 
announced  that  he  would  re- 
sign and  the  company  would 
badly  miss  first-quarter  fore- 
casts, the  Internet  megaportal 
hired  Gregory  Coleman  as  its 
new  executive  vice-president 
for  North  American  opera- 
tions. Coleman,  most  recently 
a  senior  vice-president  at 
Reader's  Digest  Assn.,  brings 
25  years  of  media  experience 
to  the  struggling  Net  bell- 
wether. Coleman  will  report 
directly  to  President  and 
Chief  Operating  Officer  Jef- 
frey Mallett,  though  it's  not 
yet  clear  if  Mallett  will  stay 
on  at  Yahoo  past  the  search 
for  a  new  ceo. 


RAISING  THE  BAR  ON 
BUSINESS  PATENTS 

STUNG  BY  CRITICISM  THAT  IT 

was  too  hasty  in  grant- 
ing patents  on  so-called 
business  methods,  such  as 
Amazon. corn's  one-click  buy- 
ing system,  the  U.S.  Patent 
&  Trademark  Office  put  a 
new  policy  in  place  a  year 
ago  to  ensure  that  such  ap- 
plications get  more  thorough 
reviews. 

The  result:  The  success 
rate  of  applications  has 
dropped  from  56%  to  about 
50%.  Some  lawyers  credit  the 
PTO  with  doing  a  better  job 
of  weeding  out  dubious  ap- 
plications; others  say  the  new 
guidelines  are  too  onerous. 
Overall,  however,  the  num- 
ber of  business-method  appli- 
cations is  soaring,  from  2,821 
in  1999  to  7,800  in  2000— and 
the  number  of  patents  grant- 
ed rose  from  583  in  1999  to 
899  in  2000. 


HEADLINER:  TIMOTHY   MURIS 


TAPPING  THE  BRAKES  AT  THE  FTC 


WHEN  A  YOUNG  LAWYER  BY 

the  name  of  Timothy 
Muris  went  to  work  as  a 
senior  staffer  at  the 
Federal  Trade 
Commission  in 
1981,  the  com- 
mission had 
such  a  reputa- 
tion for  regula- 
tion that  critics 
called  it  the 
"National  Nanny." 
Muris'  job  was  to 
take  it  down  a  notch. 

Now,  the  51-year-old 
Muris  is  again  heading  to 
the  FTC  in  the  wake  of  a 
Democratic  Administration 
This  time,  he's  going  as 
President  Bush's  selection 
for  chairman.  Expect  some 
fairly  dramatic  changes. 
Although  he's  a  regular 
lunch  partner  of  current 


Chairman  Robert  Pitofsky, 
he'll  put  the  brakes  on  a 
lot  of  what  Pitofsky  was 
up  to.  When  it  comes  to 
trustbusting,  Muris 

will  be  more  fo- 
i      cused  on  pro- 
tecting con- 
sumers than  on   kitioi 
preventing  mo- 
nopolies' stifling 
of  innovation. 
And  he  likely 
won't  make  as  big  a 
deal  about  Internet  privacy 
as  Pitofsky  did.  "Things 
aren't  as  out  of  control  this 
time,"  says  former  FTC 
Chairman  Jim  Miller.  "But 
he'll  still  want  to  get 
things  straightened  out." 
That  should  be  no  prob- 
lem— he'll  now  be  calling 
the  shots. 

Dan  Carne-iM 


KRAFT  WILL  SLICE 
DEBT  WITH  AN  IPO 

KRAFT  FOODS,  WITH  POWER 
brands  like  Velveeta  cheese, 
Oscar  Mayer,  Philadelphia 
Cream  Cheese,  Maxwell 
House,  and  Jell-O,  said  it  ex- 
pects to  raise  as  much  as 
$5  billion  in  an  initial  public 
offering.  Philip  Morris,  Kraft's 
parent,  plans  to  sell  10%  to 
15%  of  the  company  in  what 
analysts  view  as  a  precursor 
to  a  full  spin-off.  The  partial 
sale  will  help  Kraft,  the 
largest  U.S.  food  company, 
pay  down  a  portion  of  the 
$11  billion  debt  it  owes  Philip 
Morris  for  funding  Kraft's  ac- 
quisition of  Nabisco  Group 
Holdings  in  December. 

WILL  GE  UNPLUG 
FROM  HONEYWELL? 

GENERAL  ELECTRIC  SHOULD 
have  closed  its  $45  billion  buy- 
out of  Honeywell  Internation- 
al by  now,  but  the  merger 


; 


tee, 

may  not  happen  at  all.  If  tl 
European  Commission  press 
for  big  divestitures  in  Hone  L 
well's  aerospace  division,  ( 
will  bail,  top  manageme 
says.  The  first  hint  of  trout 
came  on  Feb.  26,  when  tl 
EC  said  it  would  extend  i 
antitrust  review  up  to  fo 
months.  The  EC  is  concern  n 
that  ge  could  grab  mark  | 
share  by  bundling  aerospa 
products.  Both  companies  s; 
they're  confident  the  deal  w 
be  approved,  but  investo 
have  knocked  ge  stock  fro 
$60  last  September  to  $39. 


ETCETERA... 


h 
A 

'ilin 


■  AT&T  named  Betsy  Berna 
president  and  ceo  of  its  co 
sumer  services  unit. 

■  Dell  Computer  and  Sai 
sung  signed  a  technology  ai 
R&D  deal  worth  $16  billion.] 

■  gm  and  autobytel.com  \\ 
build  a  Web  site  to  sell  Che' 
vehicles  from  Washington  ar 
dealerships. 
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).K.,  SENATOR  LOTT, 
T'S  SHOWTIME 


Bepublicans  might  control  the  White  House  and  Con- 
gress, but  "control"  is  a  relative  term.  Ask  Senate  Ma- 
jority Leader  Trent  Lott,  who  is  learning  that  lesson  the 
ird  way.  With  the  Senate  divided  evenly  between  the  par- 
's, the  Mississippi  Republican  has  the  trickiest  job  in  Wash- 
gton.  His  task:  muster  the  votes  to  steer  President  Bush's 
nbitious  agenda  into  law.  "It'll  be  tough,"  Lott  admits.  "If  I 
id  55  Republicans,  or  60,  I'd  have  a  lot  more  fun." 

It  may  not  have  been  fun,  but  in  the  first  three  months  of 
lis  session,  Lott  managed  to  put  a  few  notch- 
»  on  his  belt — and  score  points  with  business 
id  conservatives.  On  Mar.  6,  the  Senate 
ocked  a  sweeping  ergonomics  rule  champi- 
led  by  the  Clinton  Administration.  Days  later, 
anators  approved  a  bankruptcy  reform  bill, 
.rongly  backed  by  the  financial-services  in- 
lstry,  that  had  been  stalled  for  years. 

The  first  real  test  of  Lott's  leadership, 
tough,  will  be  in  the  coming  weeks,  when  the 
anate  begins  debate  on  Bush's  $1.95  trillion 
)ending  blueprint  and  his  ambitious  tax-cut 
an.  On  these,  the  gop  ideologically  is  in  the 
inority.  The  Bush  budget  doesn't  have  the 
jtes  to  get  through  the  Senate  Budget  Com- 
ittee,  let  alone  the  full  Senate.  Lott  needs  to 
-ing  a  handful  of  recalcitrant  Republicans  on 
jard,  including  moderates  James  M.  Jeffords 
*  Vermont  and  Lincoln  D.  Chafee  of  Rhode  Is-  ~ 
nd,  both  of  whom  think  the  $1.6  trillion  Bush  tax  cut  is  too 
g.  And  he  needs  to  woo  crossover  Democrats. 

Winning  moderates  is  one  thing;  doing  it  without  antago- 
zing  conservatives  is  another.  The  right — including  Lott 
-thinks  $1.6  trillion  is  just  the  starting  point  for  tax  relief, 
onservatives  also  will  dig  their  heels  in  on  such  legislation  as 
lucation  reform,  where  Bush's  call  for  mandatory  testing  and 
:hool  vouchers  aren't  going  over  well  with  Dems.  Lott  will 
ive  to  bridge  this  left-right  gap.  In  the  meantime,  he  has  to 


LOTT:  Super  salesman? 


be  careful  not  to  give  conservative  rival  Don  Nickles  (R- 
Okla.)  an  opening  to  challenge  him  as  Majority  Leader.  It's 
Nickles,  after  all,  who  coordinated  the  ergonomics  rule  recall. 
Indeed,  some  observers  say,  Lott  risks  a  coup  attempt  if  he 
loses  the  tax-cut  fight.  "Lott  is  in  a  quandary,"  says  Marshall 
Wittman,  a  senior  fellow  at  the  Hudson  Institute. 

Further  complicating  the  equation  is  the  novel  power- 
sharing  deal  that  divides  committee  seats  evenly  between  the 
two  parties.  The  result:  Key  parts  of  the  Bush  agenda  have 
encountered  gridlock  at  the  panel  level.  If  Lott 
can't  rely  on  his  gop  chairmen  to  work  through 
tough  issues,  Senate  floor  battles  will  resemble 
the  Colosseum  on  Gladiator  Day. 
SQUISHY.  Get  ready  for  the  first  big  show.  Bud- 
get Committee  Dems  plan  to  hold  firm  against 
Bush's  spending  plan.  Moderate  Republicans,  in- 
cluding committee  member  Olympia  J.  Snowe 
(R-Me.),  are  squishy.  So,  Lott  will  take  the  bat- 
tle straight  to  the  floor,  where  the  outcome  is  un- 
certain. "The  Budget  Committee  has  a  hard- 
nosed,  partisan  bunch  of  Democrats,"  Lott 
fumes.  "They're  not  looking  for  accommoda- 
tion— they  want  to  beat  the  Bush  plan." 

No  kidding.  Democrats  vow  to  stick  together 
until  Lott  agrees  to  a  smaller  tax  cut.  "If  Lott 
decides  to  be  the  water  carrier  for  Bush  on  the 
tax  cut  with  no  compromise,  he's  going  to  fail," 
~~  warns  Senator  Patty  Murray  (D-Wash.). 
Lott  remains  optimistic.  After  all,  White  House  arm-twist- 
ing is  just  beginning,  and  so  far  he  has  maintained  civility.  By 
contrast,  House  Speaker  J.  Dennis  Hastert  (R-Ill.)  and  De- 
mocratic chief  Richard  A.  Gephardt  (D-Mo.)  are  barely  on 
speaking  terms.  "I  think  we  deserve  some  credit  for  kinda 
keeping  cool,"  Lott  says.  But  as  spring  arrives,  watch  for 
temperatures  to  rise  as  Lott  tries  to  maneuver  Bush's  agen- 
da through  a  reluctant  Senate. 

By  Lorraine  Woellert 


CAPITAL  WRAPUP 


LOTT  ON  THE  RECORD 


Senate  Majority  Leader  Trent  Lott 
(R-Miss.)  may  have  Washington's 
toughest  job:  steering  President  Bush's 
agenda  through  an  evenly  divided  Sen- 
ate. On  Mar.  16,  Lott  spoke  to  Capitol 
Hill  Correspondent  Lorraine  Woellert. 


On  expanding  Bush's  tax  cut: 

The  economy ...  is  causing  more  Sena- 
tors to  say  we  need  to  do  this,  or  maybe 

i  even  more.  [Supply-side  guru]  Jack 
Kemp  is  saying  a  capital-gains  rate  cut 

iM  would  have  the  quickest  impact.  Of 


course,  I  agree.  The  marriage  penalty 
tax  cut  doesn't  cover  working  moms  in 
the  home.  So  we  need  to  fix  that. 

On  paying  for  capital-gains  tax  cuts: 

Capital  gains  pay  for  themselves.  If 
you  cut  capital  gains,  you  get  more  rev- 
enue. . . .  It's  called  supply-side  econom- 
ics, and  it  works. 

On  the  timing  of  a  tax  cut: 

We  may  consider  doing  [it]  sooner — 
April  or  early  May.  There  will  be  grow- 
ing pressure  to  do  more  of  the  things 
that  help  the  economy  quicker.  One  of 


the  complaints,  legitimately  I  think,  is 
that  the  impact  on  the  first  year  is  very 
small,  like  $20  billion. . . .  Marriage  penal- 
ty, death  tax — they're  the  right  thing  to 
do,  but  in  terms  of  affecting  job  security 
and  growth,  they  don't  do  a  lot. 

On  whether  Lott  has  the  votes: 

I  doubt  we'll  lose  more  than  a  couple 
on  our  side,  and  we'll  get  between  four 

and  eight  from  the  other  side Any 

Republican  who  votes  against  this  bill 
will  be  remembered.  And  any  Democrat 
who  votes  for  it  will  be  appreciated. 
That's  not  a  threat,  it's  a  fact. 
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ASIA:  THE 
BIG  CHILL 


Japan's  cheaper 
yen  and  the  U.S. 
downturn  present 
a  double  threat 

The  move  was  certainly  a  startling 
about-face  for  the  Bank  of  Japan. 
On  Mar.  19,  the  central  bank  an- 
nounced a  return  to  the  zero-interest- 
rate  policy  that  it  abandoned  just  last 
August.  Now,  the  BOJ  says  it  will  mas- 
sage the  money  supply  to  slay  the  de- 
flationary dragons  that  threaten  to  push 
the  world's  second-largest  economy  back 
into  recession.  The  idea  is  to  utilize 
money-market  instruments  and  govern- 
ment bonds  to  push  Japan's  steadily 
eroding  consumer  prices  back  above  the 
waterline.  Will  it  work?  Probably  not, 
unless  it  is  accompanied  by  a  serious 
restructuring  of  Japan's  debt-laden 
banks  and  inefficient  corporations.  What 
the  policy  will  mean,  though,  is  even 
more  downward  pressure  on  the  yen, 
a  policy  that  Washington  seems  to  have 
accepted.  The  result:  cheaper  Japanese 
exports. 

The  U.S.  is  clearly  worried  about 
Japan  falling  into  a  catastrophic  slide. 
But  Washington  may 
not  have  a  clear  view 
of  another  huge  prob- 
lem: how  decisions  in 
Tokyo  could  undermine 
the  precarious  econom- 
ic state  of  other  Asian 
nations.  In  South  Ko- 
rea and  also  in  South- 
east Asia,  the  export- 
led  recovery  of  the 
past  two  years  is  flag- 
ging because  of  the 
U.S.  slowdown.  And 
growth  in  Korea,  Thai- 
land, Malaysia,  Singa- 


THE  YENS 
SCARY  SLIDE 
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pore,  and  Indonesia  is  expected  to  slow 
this  year,  to  between  3%  and  4%. 

The  last  thing  these  economies  need 
is  to  compete  for  a  dwindling  export 
market  with  a  Japan  now  reliant  on  a 
weaker  yen.  Already,  the  optimism  that 
buoyed  Asian  executives  and  policy- 
makers after  the  financial  crisis  of  1997- 
98  is  now  reverting  to  long-term  pes- 
simism. "The  decades  before  the  crisis 
were  a  unique  period  of  Southeast  Asian 
growth,"  says  Chumpol  NaLamlieng, 
president  of  Siam  Cement,  Thailand's 
largest  maker  of  construction  materi- 
als. "Now,"  he  adds,  "I  don't  think  the 
region  is  conducive  to  fast  growth." 
HARD  CASH.  It's  easy  to  see  why 
Chumpol  is  pessimistic.  Many  of  the 
economies  of  East  and  Southeast  Asia 
are  reeling  from  a  triple  blow:  First, 
the  U.  S.  slowdown  is  putting  a  dent  in 
exports.  Second,  Japan  is  yanking  in- 
vestment from  the  region,  and  now 
there's  the  yen  threat.  Finally,  China  is 
soaking  up  a  growing  slice  of  invest- 
ment, a  trend  that  will  accelerate  once  it 
enters  the  World  Trade  Organization. 

No  one  predicts  a  reprise  of  the  1997 
meltdown.  Thanks  to  three  years  of 
brisk  exports,  Asia  has  a  pile  of  hard 
currency.  And  it  no  longer  has  moun- 
tains of  short-term  debt.  But  you  don't 
need  a  crash-and-burn  crisis  to  harm  a 
fragile  region.  Fact  is,  Asia  cannot  pros- 
per on  growth  of  3% 
to  4%.  Its  struggling 
democracies  require 
high-speed  develop- 
ment to  thrive — per- 
haps even  to  survive. 
The  worst-case  sce- 
nario is  a  prolonged 
period  of  slow  growth 
and  stagnation  for  a 
region  that  for  most 
of  two  decades  out- 
performed the  world. 
The  hard-won  gains 
that  have  lifted  tens 
of  millions  of  Thais, 
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Malaysians,    and    Indonesians    out 
poverty  since  the  1970s  could  grind  tc 
halt — or  even  lurch  into  reverse. 

And  there  are  signs  that  Japan-stj 
deflation  could  infect  the  region.  Indet 
thanks  to  falling  prices,  much  of  t 
post-crisis  recovery  is  illusory.  As  outp 
surged,  the  prices  of  goods  shipped 
the  U.S.  fell  by  as  much  as  20%, 
cording  to  ('hen  Zhao,  chief  emergin 
market  strategist  for  Montreal's  Bai 
Credit  Analyst  Research  Group,  Moi 
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Ter,  corporate  profits  remain  75%  be- 
vy pre-crisis  levels.  So  it  has  been  prof- 
less  growth,  meaning  companies 
tven't  been  creating  sufficient  wealth 

invest  in  facilities  and  technology, 
"hey're  chasing  their  tails,"  says  Chen. 

The  fate  of  the  region  hangs  largely 
l  what  happens  in  Japan  and  the  U.  S. 
rer  the  next  few  months.  In  the  best 
'  all  worlds,  the  U.  S.  would  pull  off  a 
-shaped  recovery  before  yearend  and 
t  Asia  with  it.  On  Mar.  20,  the  Feder- 


al Reserve  slashed  its  official  discount 
rate  by  half  a  percentage  point  in  an  at- 
tempt to  kick-start  the  U.S.  economy. 

Even  if  rate  cuts,  tax  cuts,  and  other 
measures  begin  to  turn  the  U.  S.  around, 
few  expect  America's  appetite  for  Asia's 
high-tech  exports  to  revive  quickly. 
That's  because  of  the  global  glut  and 
because  U.S.  repairs  will  take  time  to 
translate  into  new  spending.  President 
Masayoshi  Son  of  Tokyo's  Softbank 
Corp.  believes  high-tech  stock  market 


woes  and  it  spending  plans  won't  hit 
bottom  for  "18  months  or  more." 

That's  harsh  news  for  Asian  tech  ex- 
porters— especially  the  South  Korean 
chaebol.  Consider  Hyundai  Electronics 
Industries  Co.,  the  world's  second- 
largest  memory-chip  maker.  Burdened 
with  $6.2  billion  of  debt,  it  is  unlikely  to 
sidestep  a  liquidity  crunch  unless  semi- 
conductor demand  revives.  Says  Lee 
Son  Seok,  marketing  manager  at 
Hyundai  Electronics:  "We  are  making 
contingency  plans  for  survival." 

The  weak-yen  policy  poses  additional 
dangers.  The  Japanese  currency  fell  12% 
in  2000  and  has  dropped  a  further  5% 
this  year.  If  it  tumbles  too  far  too  fast, 
it  could  deal  a  blow  to  world  markets. 
In  the  rest  of  Asia,  a  cheap  yen  could 
undermine  the  competitiveness  of  local 
industry.  Nearly  half  of  Korean  exports 
compete  head-on  with  Japanese  goods. 
HOLDING  BACK.  Of  course,  other  Asian 
currencies  are  falling,  too:  The  Korean 
won  was  down  3.5%  in  March,  the  Thai 
baht  about  2.2%,  and  the  Indonesian  ru- 
piah  some  6.4%.  If  the  Korean  and 
Southeast  Asian  central  banks  learned 
one  thing  during  the  crisis,  it  was  not  to 
waste  their  reserves  supporting  their 
currencies.  That  means  these  nations' 
exporters  may  not  be  so  severely  af- 
fected by  a  weak  yen.  But  falling  cur- 
rencies could  put  a  further  chill  on  in- 
vestment. And  Japan,  with  its  huge 
foreign  reserves  and  larger  economy, 
can  withstand  such  a  development  far 
better  than  can  Southeast  Asia. 

Of  most  concern  to  Southeast  Asia, 
however,  is  the  dearth  of  foreign  in- 
vestment. This  year  private  capital  flows 
are  expected  to  contract  in  Indonesia, 
Malaysia,  and  Thailand  for  the  fourth 
year  in  a  row.  Much  of  the  foreign  mon- 
ey is  heading  to  China.  It  could  absorb 
$40  billion  in  new  investment  this  year. 
By  contrast,  members  of  the  Association 
of  Southeast  Asian  Nations  (asean)  re- 
ceive half  that.  They  can't  hope  to  com- 
pete with  China's  cheap  labor  and  mass 
market.  Gerry  Kania,  Bangkok-based 
president  of  Ford  Motor  Co.'s  asean 
operations,  notes  that  asean  and  China 
have  completely  reversed  roles  as  in- 
vestment destinations. 

Today,  China  is  home  to  a  fifth  of 
Japanese  high-tech  and  component 
plants,  vs.  11%  in  Malaysia  and  5%  each 
in  Thailand  and  Indonesia.  "China  boasts 
a  big  manufacturing  base,"  says  Yukio 
Shohtoku,  who  oversees  foreign  opera- 
tions for  Matsushita  Electrical  Indus- 
trial Co.  "We  have  to  look  at  our  oper- 
ations in  asean  in  a  new  light." 

Turning  around  that  kind  of  senti- 
ment won't  be  easy.  Getting  serious 
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about  the  on-again,  off-again 
asean  Free  Trade  Area 
(afta)  might  help.  It  was 
supposed  to  drop  intra-re- 
gional  trade  barriers,  slash 
tariffs,  and  make  investing 
in  the  region  a  better 
prospect  for  multinationals. 
But  with  growth  slowing, 
protectionist  forces  are  re- 
asserting themselves.  Last 
October,   a   deal   to   widen 

AFTA  by  including  Australia   

and  New  Zealand  fell  apart.  Malaysian 
Prime  Minister  Mahathir  Mohamad  re- 
sisted it  because  he  wanted  to  protect  a 
national  car  program.  "The  Fortress 
Malaysia  mentality  is  a  blow  for  the 
whole  region,"  says  Ford's  Kania. 

The  social  implications  of  a  prolonged 


China  is 
gobbling  up 
the  lion's 
share  of 
foreign 
investment 


slowdown  could  be  immense. 
While  Japan  has  weathered 
a  decade  of  virtually  zero 
growth  without  serious  po- 
litical instability,  such  nations 
as  Thailand  and  Indonesia 
are  home  to  legions  of  young 
people  who  will  become 
restive  without  jobs.  Racial 
tensions,  carpeted  over  dur- 
ing the  boom  years,  are  on 
the   rise   in   Indonesia  and 

Malaysia. 

As  growth  fizzles,  more  and  more 
white-collar  professionals  are  leaving 
Asia — and  such  people  will  be  difficult 
to  replace.  Even  in  relatively  prosperous 
South  Korea,  more  and  more  middle- 
class  families  are  emigrating  to  Canada, 
New  Zealand,  and  Australia.  Says  Park 


Kyung  Min,  ceo  of  fund  managemen 
firm  Hangaram  Investment  Managemen 
Co.:  "The  real  crisis  in  Korea  is  dimin 
ishing  hope  for  the  future." 

There  are  various  measures  South 
east  Asian  and  Korean  leaders  can  tak 
to  stay  in  the  game.  They  can  clean  u] 
the  bad  loans.  They  can  sell  more  dis 
tressed  assets  to  foreign  investors.  The 
can  use  periods  of  expansion  to  pus] 
reform.  Over  the  past  10  years,  Japai 
has  proved  a  master  of  procrastinatior 
But  it  is  rich  enough  to  dither  whil 
not  inflicting  too  much  hardship  on  it 
citizens.  That  is  a  luxury  Asia's  poor  t 
middling  economies  don't  enjoy. 

By  Brian  Bremner  in  Tokyo,  wit 
Frederik  Balfour  in  Bangkok,  Mictiae 
Shari  in  Singapore,  Moon  Ihlwan  i\ 
Seoul,  and  Pete  Engardio  in  New  Yor, 


ASIA  IS  CATCHING  THE  JAPANESE  DISEASE 


It's  a  terrible  malady  for  young 
economies  that  should  be  full  of 
vigor.  The  symptoms:  banks  that 
have  money  but  don't  lend.  Lots  of 
exports  but  no  profits.  A  teeming 
workforce  with  dim  prospects.  Politi- 
cians who  know  urgent  measures  are 
needed  but  won't  act.  Call  it  Japan 
disease — and  it's  starting  to  set  in 
across  the  once-booming  emerging 
markets  of  East  Asia. 

Mind  you,  it's  not  yet  a  full-blown 
epidemic.  The  governments  of  South- 
east Asia  and  South  Ko- 
rea aren't  nearly  as  in- 
debted as  Tokyo.  Growing 
workforces  mean  the  zero 
growth  Japan  has  endured 
for  most  of  a  decade  isn't 
likely.  Also,  Asian  officials 
still  can  do  many  things  to 
restore  strong  growth. 

Sadly,  East  Asia  hasn't 
wisely  used  the  time  since 
its  1997  meltdown.  Lulled 
by  a  U.  S.-driven  export 
boom  and  a  brief  bounce 
in  equities,  the  region 
failed  to  finish  reforms 
that  could  have  cleansed 
their  financial  systems  of 
billions  of  dollars  of  nonperforming 
assets.  That's  the  blunder  Japan 
made  after  its  bubble  burst  in  1989. 

Thus,  much  of  Asia  now  risks  slid- 
ing into  a  long  period  of  3%  to  4% 
growth.  For  developing  nations, 
that's  akin  to  stagnation.  "The  Japan 
problem  is  starting  to  be  seen  all 


over  Asia,"  says  American  Enter- 
prise Institute  economist  David  L. 
Asher.  The  symptoms: 
DEBT  OVERHANG:  Bad  loans  still  ap- 
proach 20%  of  total  loans  in  Korea 
and  Thailand  and  30%  in  Indonesia. 
Public  sector  debt,  once  minimal,  has 
ballooned  in  most  of  the  re- 
gion— not  to  the  levels  of       IN  SEOUL 
Japan,  but  it'll  keep  rising      Stalled  projects 

«ot^ta„Trate         are  one  symptom 
sick  companies:  Like  to-    of  economic  woe 


day's  Japan,  there's  a  sharp  corpo- 
rate divide  in  Asia's  former  crisis 
countries.  A  handful  of  conglomer- 
ates, like  Korea's  Samsung  Electron- 
ics, have  restructured  and  become 
competitive.  But  thousands  of  others 
in  Korea  and  elsewhere,  in  sectors 
from  construction  to  chemicals,  still 


operate  although  they  are  insolvent, 
due  to  weak  bankruptcy  systems.  As 
in  Japan,  their  collapse  will  haunt 
these  economies  for  years. 
LIQUIDITY  TRAP:  Interest  rates  have 
plunged,  and  many  Asian  banks  have 
lots  of  cash.  But  they  still  aren't  lend- 
ing because  most  corpora- 
tions are  bad  risks.  That's 
also  why  the  Institute  of 
International  Finance  pre- 
dicts foreign  banks,  which 
pulled  $113  billion  out  of 
Asian  emerging  markets 
since  1997,  won't  return 
this  year. 

EXPORT  OVERRELIANCE: 
Most  of  East  Asia's  bally- 
hooed  recovery  was  driven 
by  exports  to  the  U.  S. 
Now,  exports  are  tanking. 
What's  more,  Bank  Credit 
Analyst  Research  Group 
says  that  while  unit  vol- 
umes swelled,  prices  for 
Asian  exports  fell  by  20% 
since  1997.  Deflation,  which 
has  sapped  Japan  for 
years,  may  be  spreading 
across  the  region. 
Most  of  Asia  still  can 
halt  Japan  disease.  But  officials  seem 
to  have  lost  their  will  to  force  sales  of 
distressed  assets,  close  failed  banks, 
and  open  markets  wider  to  foreign  in- 
vestors. If  they  don't  snap  out  of  it 
fast,  years  from  now  the  rest  of  Asia 
may  be  pondering  its  lost,  decade. 

By  Pete  Engardio  in  New  York 
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THE  BANK  OF  JAPAN'S  REAL  MESSAGE:  REFORM  NOW 


For  almost  a  year  now, 
politicians  in  Tokyo  and 
abroad  have  been  urging 
Bank  of  Japan  Governor 
Masaru  Hayami  to  throw 
caution  to  the  wind.  Japan's 
deepening  crisis  calls  for 
radical  measures,  they  de- 
clared, including  zero  inter- 
est rates  and  a  deliberate 
effort  by  the  BOJ  to  foster 
inflation  to  help  relieve  Cor- 
porate Japan's  debt  burden. 
Hayami  curtly  dismissed 
such  advice  as  absurd  and 
reckless.  Few  expected  him 
ever  to  bend. 

On  Mar.  19,  however, 
Hayami  appeared  to  abruptly 
reverse  course  by  announcing 
measures  that  will  effectively 
drive  the  overnight  call  rate 
back  down  to  zero  and  pump 
up  the  money  supply  to  push  the 
consumer  price  index  up.  Markets 
are  now  abuzz  with  speculation  that 
Japan  will  deliberately  ramp  up  infla- 
tion past  3%,  and  that  Hayami  is  a 
convert  to  the  cause  of  fast  reflation. 
MODEST  GOALS.  Yet  that  analysis 
misses  a  far  more  subtle  mating 
dance  that  is  going  on  among  the 
central  bank,  the  Finance  Ministry, 
and  the  ruling  Liberal  Democratic 
Party.  First,  the  boj's  goal  is  not 
really  to  melt  away  the  debt  pres- 
sures on  Japanese  companies.  Nor  is 
it  to  get  consumers  to  pry  open  their 
wallets  and  buy  a  new  Toyota  before 
the  price  goes  up. 

Rather,  the  aim  is  simply  to  halt 
the  deflationary  trend  that  is  ham- 
mering corporate  profits  and  the 
Nikkei,  which  has  been  trading  near  a 
16-month  low.  In  an  interview  with 
BusinessWeek,  Deputy  boj  Governor 
Yutaka  Yamaguchi  insisted  that  infla- 
tion rates  even  as  high  as  3%  to  4% 
are  "not  in  our  sight  or  in  our  inten- 
tions." What's  more,  he  says,  the  boj's 
increased  purchases  of  government 
bonds — the  usual  way  to  increase  the 
money  supply — will  be  modest  and  di- 
rected at  addressing  liquidity  prob- 
lems in  the  banking  sector. 

Nor  is  the  boj's  zero-rate  program 
a  pain-free  bailout  of  the  banks. 
Pushing  the  short-term  overnight 
call  rate  to  zero  from  0.15%  "is  not  a 
major  change  in  practical  terms  be- 
cause it  is  reducing  banks'  borrowing 


HAYAMI:  Pushing  Tokyo  to  clean  up  the  banks 


costs  only  marginally,"  notes  J.  Brian 
Waterhouse,  bank  analyst  at  hsbc 
Securities. 

So  what  is  going  on?  First,  it's 
clear  that  Hayami  pulled  the  trigger 
too  soon  when  he  departed  from  the 
zero-interest-rate  policy  last  August 
and  pushed  rates  up.  The  boj  under- 
estimated the  impact  of  a  slowdown 
in  the  U.S.  economy  and  didn't  see 
the  coming  global  train  wreck  in  the 
technology  sector. 

But  Hayami  has  not  given  up  on 
the  other  part  of  his  agenda:  to  press 
for  real  restructuring  inside  the 
banks  and  corpora- 
tions. So  Hayami  is 
signaling  that  he  will 
ease  up  on  his  hard- 


A  NEW  GAMBIT 
FROM  THE  BOJ 


money  ways  in  ex 


sell  off  underlying  collateral, 
and  take  a  tougher  stance  on 
weak  borrowers.  Meanwhile, 
Finance  Minister  Kiichi 
Miyazawa  has  sounded  the 
alarm  about  Japan's  fiscal 
mess,  ing  Barings  bank  ana- 
lyst James  Fiorillo  thinks  the 
pressure  from  the  three  finan- 
cial bosses,  plus  what  looks 
like  a  tacit  deal  between  the 
Bush  Administration  and 
Tokyo  to  let  the  yen  slide, 
suggests  that  "strong  medi- 
cine for  the  banks  must  be 
forthcoming." 

If  reforms  go  forward,  the 
BOJ  would  ensure  that  no  big 
money-center  banks  go  under. 
And  Yanagisawa  would  push 
through  a  credible  bank 
bailout  deal,  perhaps  with 
more  public  money.  The  re- 
sulting impact  on  Corporate  Japan, 
as  banks  cut  off  deadbeat  borrowers, 
companies  go  bust,  and  joblessness 
shoots  up  to  5%  or  6%,  would  be 
partly  offset  by  a  weak  yen  deliver- 
ing more  export  growth. 

It's  hard  to  say  Japan  will  finally 
take  the  plunge,  given  the  lack  of  sol- 
id political  leadership.  But  this  much 
is  clear:  Monetary  easing  without  se- 
rious reform  is  a  waste  of  time.  Sick 
banks  won't  use  excess  liquidity  to 
lend;  they'll  buy  government  bonds. 
Overextended  companies  won't  bor- 
row for  fresh  investment.  And  anx- 
ious consumers  aren't 
going  to  buy  that 
Toyota. 

Hayami  and  his 
crew  are  offering  the 


T    y  f  y             i       The  new  Japan  plan  offers:     "?.w  aic  """"« 
change  for  some  real        .".. ".. ~ ruling  LDP  and  its 


action  by  the  banks: 
"While  we  are  doing 
our  part,  we  hope  the 
government  and  the 
financial  system  will 
do  what's  necessary 
on  their  side,"  says 
Yamaguchi. 

Will  the  other  side 
fulfill  its  part  of  the 
bargain?  Hayami  and 
Hakuo  Yanagisawa, 
head  of  the  watchdog 
Financial  Services 
Agency,  will  certainly 
keep  pushing  banks  to 
write  off  their  loans. 


FREE  MONEY  By  raising 
banking  system  reserves  and 
pushing  the  overnight  bank 
interest  rate  back  to  zero 

A  DEFLATION  VACATION  By 

increasing  purchases  of  gov- 
ernment bonds  and  instituting 
other  monetary  measures  to 
drive  the  CPI  out  of  negative 
territory 

TOUGH  LOVE  Urges  LDP  to 
push  for  bank  workouts  and 
corporate  restructuring 

Data:  Bank  of  Japan 


cor- 
porate backers  a  deal. 
Get  going  with  the 
heavy  lifting  of  re- 
form, and  we  will  do 
what  we  can  to  ease 
the  pain.  What  the 
bankers  won't  do  is 
hand  over  the  yen 
printing  presses  to  an 
intellectually  bankrupt 
LDP  that  loves  to  put 
off  tough  decisions  for 
another  day.  And  that 
is  a  wise  decision. 

Bremner  is  Tokyo 
bureau  chief. 
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SWEDEN 


WHY  ERICSSON 
IS  BLEEDING 

Shareholders  have  no  say 
under  its  ownership  system 

On  Mar.  28,  Ericsson  President  Kurt 
Hellstrom  will  walk  onstage  at  a 
Stockholm  sports  arena  and  most 
likely  be  greeted  by  a  chorus  of  angry 
catcalls.  The  annual  meeting  will  be  an 
unhappy  one  for  the  phone-gear  giant: 
Its  stock  has  dropped  75%  from  last 
year's  high,  and  Hellstrom  is  vilified  in 
the  Swedish  press  as  the  man  responsi- 
ble for  an  expected  $400  million  to  $500 
million  loss  in  the  first  quarter. 

But  it  is  wrong  to  pin  all  the  blame 
on  Hellstrom  for  the  debacle  at  Swe- 
den's most  important  industrial  compa- 
ny. In  fact,  a  good  deal  of  responsibility 
for  the  company's  troubles  lies  with 
Sweden's  antiquated  system  of  corpo- 
rate governance,  which  shields  Erics- 
son from  the  full  pressure  of  its 
outraged  shareholders. 

At  Ericsson,  just  two  main  owners, 
the  Wallenberg  family  and  a  group  of 
holding  companies  and  funds  connected 
to  Handelsbanken,  a  Stockholm  bank, 

52  BusinessWeek  /  April  2,  2001 


TOO  MUCH  CLOUT: 

Cliairman  Lars 
Ramqvist  still  lingers 

maintain  an  iron  grip 
with  a  minimal 
amount  of  capital. 
They  do  so  by  holding 
Ericsson  A  shares, 
which  have  1,000 
votes  more  than  the 
B  shares  of  which  for- 
eign shareholders  have 
a  majority.  Thus  the 
Wallenbergs  and  Han- 
delsbanken each  have 
a  little  over  42%  of 
the  votes,  even  though 
their  control  of  Erics- 
son's total  market  cap- 
italization is  very 
small. 

Such  tight  control 
might  have  worked  in 
the  past,  when  the 
telecom  industry  was 
more  predictable.  But 
Ericsson  is  struggling 
in  a  global  market 
that  demands  quick 
changes  of  tack.  In  particular,  its  handset 
business  has  been  outstripped  by  com- 
petitors such  as  Nokia,  and  Ericsson  has 
not  acted  fast  enough  to  stem  the  losses. 
"You  need  someone  to  turn  that  place 
upside-down,"  says  Carl  Palmstierna, 
head  of  a  Stockholm  private  equity  fund. 
A  HUGE  MISTAKE.  But  Palmstierna 
doubts  that  will  happen  as  long  as  the 
present  owners  retain  power.  The  Wal- 
lenbergs, who  have  engineered  mergers 
at  some  of  their  other  big  companies, 
are  said  to  be  far  more  knowledgeable 
and  open  to  change  than  Tom  Hedelius, 
who  serves  as  chairman  of  Handels- 
banken and  deputy  chairman  of  Erics- 
son. A  source  says  Hedelius  operates  at 
Ericsson  like  "the  credit  manager  of  a 
little  savings  bank."  Hedelius  declined 
to  comment  on  Ericsson. 

One  huge  mistake  Ericsson  has  made 
is  allowing  Lars 
Ramqvist,  who  ran  the 
company  from  1990  to 
1998,  to  retain  enor- 
mous influence  after  go- 
ing into  semiretirement 
as  chairman  in  1998. 
Ramqvist  picked  a  lit- 
tle-known executive, 
Sven-Christer  Nilsson, 
as  his  successor,  but 
gave  him  little  breath- 
ing room.  He  ousted 
Nilsson  just  a  year  lat- 
er and  installed   Hell- 
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strom  in  his  place.  Ramqvist  is  said  to  iiJ 
terfere  less  with  Hellstrom.  In  fact,  hel 
been  largely  invisible  lately,  even  whilj 
Hellstrom  takes  the  heat.  It  is  rumoreJ 
that  the  Wallenbergs  want  to  replacl 
Ramqvist,  but  it  won't  be  easy  to  find  I 
chairman  acceptable  to  both  groups 
(Ramqvist  declined  to  comment.)  Stil 
pressure  is  building.  On  Mar.  21,  th 
Swedish  Shareholders  Assn.,  which  rep 
resents  retail  investors,  demanded  tha 
Ramqvist  step  down  in  favor  of  Perc 
Barnevik,  the  chairman  of  the  Waller 
berg  holding  company  Investor. 
WASTING   TIME   AND    ENERGY.  As   th 
company's  top  leader,  Ramqvist  shoul 
be  held  responsible  for  Ericsson's  ir 
ability  to  make  tough  decisions,  such  a 
failing  to  exit  its  doomed  handset  bus 
ness,  which  cost  the  company  $2.4  billio 
last  year.  Ericsson  said  in  January  tha 
it  would  subcontract  handset  produc 
tion,  but  investors  are  still  wary.  Davir 
E.  Marcus,  managing  partner  of  Man 
stone  Capital  Management,  which  spe  IGEI 
cializes  in  European  stocks,  notes  tha  l~ 
Ericsson  is  "wasting  tremendous  tim 
and  energy  on  a  business  that  is  nc  y» 
making  any  returns."  Marcus  worrie  fly 
that  the  problems  in  the  handset  bus  ibi 
ness  are  infecting  the  whole  compan;  nt 
including  Ericsson's  world-leading  mc 
bile-telecom  infrastructure  business.  ".  !('j| 
lot  of  people  are  looking  for  new  jobs  - 
admits  one  employee.  "The  atmospher 
is  really  bad." 

It  is  not  surprising  that  Sweden  is  a  Hg 
most  hysterical  about  Ericsson.  Kk 
Eklund,   Chief  Economist   at   seb,     L 
Stockholm  bank,  estimates  that  Ericssc 
has  accounted  for  15%  of  Swedish  ec<    i 
nomic  growth  in  recent  years.  "If  Eric;     ,, 
son  slows  down,  by  definition  Swede 
slows  down,"  Eklund  says. 

Marcus  Wallenberg,  Ericsson's  deput 
chairman  and  the  CEO  of  Investor,  saj 
the  board  continues  to  support  Hel 
strom,  but  he  concedes  that  the  situ; 
tion  at  Ericsson  is  "unusual."  On  dumj 
ing  the  mobile-handset  busines 
Wallenberg  claims  "there  are  man 
things  that  they  [mat 
agement]  are  lookin 
at."  Wallenberg  an 
his  fellow  ownei 
should  seriously  coi 
sider  dumping  sorm 
thing  else:  the  currei 
two-tier  stock  systei 
Otherwise  a  compat 
that  still  has  great 
tential  may  very  wd 
be  smothered. 

By  Stanley  Reed 
London,  with  Ariat 

SainS  in  Stockholm 
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RGENTINA 


HE  WHITE  KNIGHT 
IDES  IN  AGAIN 

ut  can  Domingo  Cavallo  cure  what  ails  Argentina's  economy? 


n  the  end,  Domingo  Cavallo's  return  to 
power  was  every  bit  as  triumphant 
as  he  could  have  hoped.  On  Mar.  20, 
•gentines  awoke  to  the  news  that  the 
•year-old  Harvard  University-trained 
onomist  who  rescued  their  country 
im  hyperinflation  more  than  a  decade 

0  was  back  in  his  old  job.  Cavallo  is 
;  third  man  to  hold  the  post  of  Econo- 

1  Minister  in  as  many  weeks. 
Argentina's  center-left  government 
s  been  lurching  from  crisis  to  crisis 
ice  it  took  office  15  months  ago.  Buf- 
ed  by  corruption  scandals,  a  rash  of 
di-level  resignations,  and  a  33-month 
session,  President  Fernando  de  la 
ia  had  nowhere  else  to  turn.  With 
i  fragmented  Alianza  coalition  facing 
d-term  elections  in  October,  the  be- 
tguered  President  desperately  needs 
start  the  stalled  economy.  "Cavallo, 
ite  simply,  is  the  last  resort,"  says 
lipe  Noguera,  an  independent  politi- 

consultant  in  Buenos  Aires.  "There 
no  one  else." 

Cavallo  at  least  has  the  right  creden- 
1s  for  the  job.  In  his  previous  stint  as 
onomy  Minister,  from  1991  to  1996, 

stopped  runaway  inflation  by  firmly 
.jging  the  Argentine  peso  to  the  U.  S. 
liar  at  a  rate  of  1  to  1.  Under  his 
wardship,  gross  domestic  product 


grew  by  as  much  as  9%  annually,  one 
of  the  highest  rates  in  the  world. 

Now,  relishing  the  chance  to  reenact 
the  role  of  White  Knight,  Cavallo  is 
demanding  from  Congress  the  same 
"superminister"  powers  he  enjoyed  un- 
der former  President  Carlos  Menem — 
before  their  highly  public  falling-out. 
In  a  dais-thumping  speech,  he  said  the 
time  had  come  for  "decisive"  action  to 
attack  the  country's  economic  ills.  "I'm 
going  to  tell  Congress  we  need  powers 
to  cut  the  deficit  by  about  3  billion  pe- 
sos [$3  billion]"  Cavallo  thundered. 

Problem  is,  Cavallo's  predecessor,  Ri- 
cardo  Lopez  Murphy,  wanted  a  deci- 
sive attack,  too.  However,  he  had  to 
step  down  shortly  af- 
ter unveiling  a  contro- 
versial austerity  pack- 
age that  called  for  $4.5 
billion  in  cuts  in  gov- 
ernment spending. 
The  announcement 
sparked  a  wave  of 
strikes  and  demon- 
strations by  teachers, 
students,  and  trans- 
port workers  and 
prompted  the  resigna- 
tion of  several  govern- 
ment officials  who  are 
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HE'S  BACK:   Cavallo  pledges 
"decisive"  action  to  slash  the 
federal  budget 

members  of  Frepaso,  the  junior 
partner  in  the  coalition. 

To  win  the  support  of  opposi- 
tion politicians,  Cavallo  must 
take  a  different  tack  than  Lopez 
Murphy.  Cavallo  has  already 
abandoned  his  predecessor's  plan 
to  push  through  draconian 
spending  cuts.  Instead,  he  aims 
to  narrow  Argentina's  fiscal 
deficit  by  $3  billion  this  year  by 
rekindling  growth,  thereby 
boosting  tax  collection.  Possible 
measures  include  cuts  in  some 
corporate  tax  rates  to  promote 
the  reinvestment  of  profits,  and 
a  reduction  in  banks'  reserve  re- 
quirements, which  would  free  up 
money  for  loans. 

Cavallo  also  will  have  more 
clout  than  Lopez  Murphy.  Ana- 
lysts suspect  that  de  la  Rua  pri- 
vately ceded  broad  powers  to  his  new 
Economy  Minister  to  get  him  to  take  on 
the  thankless  job.  "[The  President]  will 
still  be  chairman  of  the  board,  but  he 
has  given  up  the  job  of  ceo,"  says  Martin 
Redrado,  president  of  Fundacion  Capital, 
a  Buenos  Aires  think  tank. 
OUT  OF  REACH?  The  markets  have  re- 
sponded favorably  to  Cavallo's  return. 
Argentina's  benchmark  interest  rate 
has  sunk  to  35%  from  70%  on  Mar.  19, 
when  the  Lopez  Murphy  plan  sparked 
a  political  uproar.  Yet  investors  want  to 
see  results  fast:  U.  S.  rating  agency 
Standard  &  Poor's  is  considering  down- 
grading Argentina,  a  move  that  would 
make  it  more  costly  to  service  the  $124 
billion  public  debt. 

And  Cavallo's  room  to  maneuver 
remains  limited.  As  a  condition  for  a 
$40  billion  emergency  aid  package 
arranged  by  the  International  Mone- 
tary Fund,  Argentina  must  slash  its 
fiscal  deficit  to  $6.5  billion  this  year,  a 
target  that  looks  increasingly  out  of 
reach.  Cavallo's  options  also  are  nar- 
rowed by  convertibility,  the  exchange- 
rate  system  he  introduced  in  1991. 

Although  it  de- 
prives Argentina  of 
control  over  its  money 
supply,  Cavallo  vows 
he  won't  abandon  the 
peg.  "Convertibility  is 
here  to  stay,"  he  said 
during  a  press  brief- 
ing last  week. 
Recovery,  for  the  mo- 
ment, remains  elusive. 
By  Colin  Barra- 
clough  in  Buenos 
Aires,  with  bureau 
reports 
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IS  A  NEW  WAR  BREWING 
IN  THE  BALKANS? 


It  was  a  close  call.  Just  a  few  hours  before  army  and  police 
troops  were  set  to  heavily  bombard  armed  Albanian  in- 
surgents fighting  to  take  control  of  the  northwestern  cor- 
ner of  the  Balkan  state  of  Macedonia,  the  rebels  called  for  a 
ceasefire.  "We  think  it  is  better  to  talk  rather  than  start  a 
fight  between  the  two  peoples,  because  blood  will  be  shed  and 
then  there  will  be  no  room  for  talks,"  Ali  Ahmeti,  political 
spokesman  for  the  so-called  National  Liberation  Army  de- 
clared on  television  in  neighboring  Kosovo  on  Mar.  21. 

But  the  troubled  Balkans  may  still  be  facing  another  war — 
and  that  could  prove  to  be  a  dangerous  test  for  President 
George  W.  Bush  and  the  37,000  NATO 
troops  stationed  in  Kosovo.  There's  no 
telling  how  long  the  ceasefire  will  hold, 
and  pressures  have  been  building  steadi- 
ly in  the  region.  Since  late  last  year, 
armed  Albanian  insurgents  have  been 
trying  to  destabilize  a  70-mile-long  strip 
of  territory  running  along  Kosovo's  bor- 
der with  Serbia — both  part  of  Yu- 
goslavia— and  into  Macedonia.  Hundreds 
of  rebels,  as  well  as  their  weapons,  have 
been  streaming  over  the  frontier. 

The  guerrillas  have  mainly  attacked 
Serb  police  and  the  Macedonian  police   PROTECTOR: 
and  army,  but  NATO  troops  have  also 
come  under  fire.  U.S.  forces  have  engaged  in  skirmishes, 
and  a  German  soldier  was  wounded  on  Mar.  16.  He  was  one 
of  some  4,000  troops  that  NATO  has  stationed  in  Macedonia  to 
provide  logistical  support  for  the  force  in  Kosovo. 

That's  why  on  Mar.  19,  NATO  officials  decided  to  bolster  pa- 
trols on  the  Kosovo  border  with  Macedonia.  Lieutenant  General 
Carlo  Cabigiosu,  commander  of  the  NATO  force  in  Kosovo,  says 
he  is  also  sending  armor  and  artillery  troops  into  Macedonia  to 
"provide  a  robust  level  of  protection"  for  NATO  logistical  oper- 
ations there.  Meanwhile,  Greece  and  Bulgaria  are  channeling  aid 
to  the  Macedonian  army,  including  helicopter  gunships. 


Why  are  diplomats  still  worried  about  a  possible  war?  A 

though  the  Albanian  insurgents  say  they  want  greater  ci\ 

rights  for  the  Albanian-Muslim  minority  in  Macedonia,  mar 

observers  believe  there's  a  bigger  goal.  The  guerrilla  force 

dominated  by  radicals  who  want  independence  for  Kosovo  af 

its  merger  into  a  greater  Albanian  state  linking  Kosov 

northwest  Macedonia,  and,  eventually,  Albania. 

RADICAL  HOPES.  Some  analysts  say  the  insurgents  fear  w; 

ing  relations  between  NATO  and  Yugoslavia,  where  democra 

cally  elected  President  Vojislav  Kostunica  replaced  strongm 

Slobodan  Milosevic  last  year.  As  long  as  Milosevic  was  in  po' 

er,  Albanian  radicals  clung  to  hopes  tl 

Kosovo  might  become  independent, 

spite  U.S.  opposition. 

But  Kostunica,  in  contrast  to  Milose 
is  likely  to  work  with  the  eu  and  t 
U.S.  to  seek  a  political  solution  to  t 
conflict  between  Kosovar  Albanians  a 
Serbs.  Albanian  guerrillas  launched  th 
offensive  precisely  to  stymie  that  proce: 
analysts  say.  "Kostunica's  election  p 
duced  panic  among  [pro-independen 
Albanians,"  notes  Michael  Radu,  a  B 
kans  expert  at  the  Foreign  Policy 
A  Macedonian  police  sniper   search  Institute  in  Philadelphia. 

Now,  what  European  and  U.S.  dip 
mats  fear  is  that  the  ceasefire  will  not  hold  and  the  rebels 
touch  off  a  wider  war.  If  the  fighting  keeps  up,  pressure 
grow  on  NATO  to  play  a  more  active  role.  That  could  involv* 
controversial  decision  to  send  NATO  troops  to  combat  rebels! 
Macedonia.  Washington,  however,  wants  to  avoid  an  escalatid 
Strangely,  nato  troops  could  yet  find  themselves  increasing 
under  fire  from  the  very  people  they  were  sent  to  protect 
ethnic  Albanians.  That's  the  last  thing  the  allies  expect| 
when  they  came  to  the  Kosovars'  defense  back  in  1999. 

By  Christopher  Condon  in  Budapest,  with  Renee  Cordes  | 
Brussels  arid  Stan  Crock  in  Washington 


GLOBAL  WRAPUP 


THE  GREENING  OF  FRANCE? 

►  The  Green  Party  may  be  the  new 
wild  card  in  French  politics.  In  their 
best  showing  ever  in  France,  Green 
candidates  captured  nearly  12%  of  the 
popular  vote  in  municipal  elections 
ending  on  Mar.  18.  They  won  15%  of 
the  seats  on  the  Paris  city  council  and 
took  control  of  city  halls  in  three 
towns  with  populations  of  over  20,000. 

The  surge  in  votes  for  the  Greens 
may  be  attributable  to  growing  disaf- 
fection with  established  leftist  and 
Gaullist  parties.  Green  voters  are 


mostly  middle-class  25-to-49-year-olds 
who  in  the  past  voted  Socialist,  says 
Philippe  Mechet,  director  of  the 
SOFRES  polling  group.  Success  in  the 
municipal  vote  may  pave  the  way  for  a 
better  result  in  next  year's  legislative 
elections,  even  though  the  Greens  still 
lack  an  effective  national  organization. 

COURTING  THE  ZAPATISTAS 

►  President  Vicente  Fox  is  trying  to 
rescue  his  Chiapas  peace  process  as 
subcommand  er  Marcos  and  28  other 
Zapatista  rebels  prepare  to  return  to 
the  jungle.  The  Zapatistas  traveled  to 


Mexico  City  to  lobby  for  passage  of  aj 
indigenous-rights  bill  that  Fox  sent  tc 
Congress  in  December.  The  rebels  an-| 
grily  announced  they  would  leave  on 
Mar.  23  after  legislators  rejected  Mar-j 
cos'  demand  to  address  the  Congress. 
In  response,  Fox  is  offering  to  mee| 
with  Marcos.  And  he  has  agreed  to 
Zapatista  demands  to  free  more  pris- 
oners. Fox  will  have  to  overcome  sor 
legislators'  concerns  that  the  bill 
grants  too  much  autonomy  to  indige- 
nous groups.  Whether  or  not  Pox  sm-J 
ceeds,  Marcos  will  be  returning  to  tW 
jungle  with  new  political  strength. 
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n  Ken  and  Daren 
trier  s  Marriage 
Ihe  Rocks, 
iid  Their  Charter 
pse  Company 


HOW  IT  CAN  SINK 
YOUR  BUSINESS. 
HOW  TO  MAKE 
SURE  IT  DOESN'T 


CAMRY 


HERE'S  YOUR  CHANCE  TO  MAKE  UP  FOR 
THOSE  SCRATCH-AND-SNIFF  BUSINESS  CARDS. 


Okay,  it  seemed  like  a  good  idea  at  the  time.  But  not  all  decisions  are  as  easy  as 
choosing  America's  most  popular  car*  for  your  company's  fleet.  For  one  thing,  every- 
body who  has  to  drive  one  is  bound  to  be  happier  for  it.  But  best  of  all,  management 
will  recognize  Camry's  ability  to  retain  its  value  as  smart  fiscal  thinking  on  your  part. 
And  while  everybody's  patting  you  on  the  back,  you  can  bring  up  your  idea  about 
replacing  the  office  coffee  with  beef  bouillon. 


®  TOYOTA  FLEET 


\U\ 


Check  out  our  exclusive 
Small  Business  Rate 
Report  on  credit  markets 
for  small  companies. 
Includes  current  interest 
rates  on  loans  plus  key 
terms  and  forecasts 

Tax  Adviser 

Have  a  question  about 
how  taxes  will  affect 
your  company?  Ask  our 
experts,  it's  free 

V\fork&  Family 

,:,1  Hamburg  Coplan  and 
Pam  Mendels  balance  per- 
sonal and  business  lives 

Smart  Answers 

The  online  version  of  our 
advice  column  for  man- 
agers and  owners 

PlllS:  Keep  in  touch 
with  our  weekly  e-mail 
newsletter.  Send  your  sub- 
scription request  to  small- 
biz@businessweek.com 
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dead  dot-coms,  and  more 
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9  Managing 


Layoffs  are  never  easy,  but 
you  can  reduce  the  trauma 

12  Trends 

What  to  do  before  the 
credit  crunch  comes 

14  Digital  Manager 

How  to  survive  your  Web 
provider's  demise 


18  what  works 

Turning  the  tables  on 
performance  reviews 

19  MyCompany 

A  safer  workplace  pays  off, 
and  not  just  in  dollars 


The  IRS  may  be  the  least  of 
your  worries.  These  days,  it's 
state  and  local  tax  collectors 
that  keep  you  up  at  night 


UNDER  30 


42  Nothing  at  Deborah 
Wainstein's  temp  agency 
gets  lost  in  the  translation 


CORRECTION  The  number  of 
personal  bankruptcy  filings  was 
misstated  in  "The  Bankruptcy 
Maelstrom"  (Frontier,  Mar.  5). 
The  correct  figures  were  61 1,098 
filings  in  1989  and  1.4  million 
estimated  for  2001. 


Cover  photograph  by  Len  Irish 
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Its  No  Small  Matter 


WHY  IS  EVERYONE  MAKING  SUCH  A  BIG  DEAL  about  Small 

business?  Maybe  its  because  entrepreneurs  played  such  a 
key  role  in  the  U.  S.  during  the  past  decade,  providing 
some  of  the  biggest  innovations  of  the  New  Economy. 
Perhaps  it's  because  small  companies  have  shown  they 
can  grow  almost  overnight  into  giants  in  their  field.  Or 
maybe  its  because  their  rise  has  inspired  even  the  biggest 
companies  to  rethink  the  way  they  do  business. 


None  of  this  is  a  surprise  to  readers  of  Business- 
Week, which  has  closely  followed  small  business 
trends  for  years.  Now  we're  stepping  up  our  com- 
mitment again  with  a  new  name,  a  new  look,  and 
more  coverage.  By  now,  you've  probably  noticed 
that  we  changed  our  name  from 
frontier  to  BusinessWeek  Small  Biz. 
We  think  this  more  clearly  describes 
what  we're  covering  and  who  is  cov- 
ering it.  You'll  probably  also  notice 
the  splashier  design  and  faster  pace. 
But  the  changes  in  our  print  edi- 
om  ^i||  y\\  rj  o    tion  are  more  than  just  cosmetic.  As 
we  expand,  we're  providing  more  of 
what  small  business  owners  can't  get 
anywhere  else:  timely,  insightful  news 
and  analysis  of  business  trends,  to 
help  entrepreneurs  run  their  compa- 
nies better.  We  also  recognize  that 
running  a  small  company  is  more 


More 
coverage 
to  reflect 


growing 
status 


than  a  job;  it's  a  lifestyle.  So  we'l 
be  bringing  you  more  articles,  lik 
this  month's  cover  story  on  di 
vorce,  about  how  work  and  tin 
personal  lives  of  entrepreneurs  an 
so  hard  to  separate. 

Readers  of  our  award-win 
ning  Web  site  (smallbiz.business 
week.com),  which  is  updatec 
every  weekday,  will  also  see  bij 
changes,  including  more  new 
stories  posted  each  day  as  well  a 
new  permanent  features.  In  the  past  few  months 
we've  added  the  Web's  only  comprehensive  report  01 
small-business  lending  markets,  plus  an  advice  col 
umn  devoted  to  small-business  taxes.  Coming  soon 
a  weekly  survey  of  entrepreneurial  credit-card  rate 
and  an  expanded  online  guide  to  small-busines 
management.  On  top  of  that,  we'll  be  doing  more  t 
keep  large  companies  informed  about  what's  hap 
pening  in  this  major  market. 

Over  the  past  three  years,  we've  more  thai 
tripled  our  small-business  staff.  Look  for  us  to  brea 
more  new  ground  in  the  year  ahead. 

RICK  GREEF 
Senior  Editor,  Businessweel 


THE  SMALL  BIZ  TEAM:  From  left.  Theresa  Foreman,  Kathleen  Moore,  Robin 
D.  Schatz,  Fred  Strasser,  Julie  Fields.  Marc  Miller,  Rick  Green.  Robin  J. 
Phillips,  Kimberly  Weisul,  Larry  Kanter.  Sarah  B.  Davis,  Maryjane  Fahey,  Davi 
O'Connor,  Peter  K.  Niceberg.  Naween  Mangl.  Roger  Franklin,  Joleen  Colpa 
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Why  get  DSL  for  your  business  that  only  does  half  the  job? 


On  the  surface,  low-cost  home  DSL  looks  like  a  great  idea  for  business.  But  you  get  what  you 
pay  for.  After  all,  home  DSL  is  asymmetric.  So  it  only  moves  at  a  high  rate  of  speed  when 
downloading,  or  receiving  information  from  the  Internet.  Its  upload  speed  is 
limited.  That  means  slower  service  when  you're  e-mailing  clients,  sending  out 


FAST 


HIGH  SPEED  BOTH  WAYS 

Unlike  dial-up,  cable  or  home  DSL, 

large  files  or  trading  stocks  online.  All  of  which  can  be  incredibly  time  sensitive.       °rad  sy™ne,"c  DSL  &"*  *"  w 

speed  bom  lo  and  from  the  Internet. 

Fortunately,  Covad  has  a  solution:  symmetric  DSL.  It  provides  your  business  with  a  consistent 
high-speed  connection  to  and  from  the  Internet.  And  it's  one  of  the  ways  Covad  gives  you 
the  edge  you  need  to  succeed.  Find  out  more  at  1-877-328-3148.  Or  visit  covad.com/sdsl7. 


CO  /AT> 

1-877-328-3148 


01  Covad  Communications  Company.  All  rights  reserved. 
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PETTY  CONCERNS: 

Percentage  of 

successful 

businesses 

launched  with 

less  than 

$5,000 

in  capital 

Data:  National  Commission  on  Entrepreneurship 
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Counter  Culture 


THESE  SMALL-BUSINESS  NUI 


IBERS  LOOKFLORIDIAN  k 

kdt 


HOW  MANY  SMALL  BUSINESSES  ARE  THERE?  Depends  who's  count 
ing.  Here's  the  tally  so  far:  The  Small  Business  Administration  finds 
25.5  MILLION.  The  sba's  Office  of  Advocacy  counts  18  MILLION.  The 

National  Federation  of  Independent  Business  says  there  are  12  MILLION  ^ 
Dun  ocBradstreet  Corp.  has  11.4  MILLION  small  companies  in  its  data 
base,  a  number  it  believes  is  "very  close"  to  the  actual  total. 

What  gives?  The  sba  counts  each  business  tax  return  as  a  full-fledgec  P 
business,  even  though  a  third  are  filed  by  part-timers.  Its  advocacy  office 
combines  12  million  self-employed  with  5.75  million  employer  firms.  Th(  Eft 
nfib  uses  census  data  to  estimate  the  number  of  full-time  business  own 
ers.To  get  into  the  d&b  database,  a  spokesman  says  a  business  has  to  be 
"commercially  active  and  competitive."  So,  pick  a  number,  any  number. 
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SO  THEY  SAY 
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It's  still  like  a  death 
in  the  family." 

-GRACE  STANAT,  CEO  of  415  Productions,  a  San  Francisco  Web 
design  company,  after  laying  off  16  employees  in  February  (page  SB9) 


A  Not-So-Modest 
Proposal 

It's  hardly  a  page-turner.  But  if  you're  gunning 
for  government  contracts,  consider  Robert  S. 
Frey's  Successful  Proposal  Strategies  for  Small 
Businesses  (Artech  House,  $79).  Frey 
knows  proposal-writing  is  tough  <^ 
and  recommends  a  full-time  staffer 
dedicated  to  the  job.  He  offers 
plenty  of  help  in  finding  leads, 
navigating  government  agencies, 
and  pitching  for  business. 
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INSTANT 
EXPERT 

'resident  Bush  wants 
he  private  sector  to 
ackle  social  problems. 
Jut  some  entrepre- 
leurs  already  know 
hat  charitable  giving 
an  be  good  business. 

HCASE  IN  POINT 
Jeutral  Posture 
Irgonomics  inc.,  a 
iryan  (Tex.)  producer 
rfergonomic  chairs, 
rffers  its  95  employees 
natching  funds  and 
•xtra  vacation  time  to 
upport  60  local 
Parities.  Why  take 
he  trouble?  Charitable 
■ndeavors  make  both 
■mployees  and 
ustomers  feel  better 
ibout  the  company, 
ays  CEO  Rebecca  E. 
loenigk,  fostering  a 
*nse  of  teamwork. 


1 1  RESOURCES 
iuideStar 

guidestar.org)  offers 
nformation  on  700,000 
tonprofits  and  news 
ibout  philanthropy. 
lelping.org  lets  you 
-earch  for  volunteering 
ipportunities  by  Zip 
."ode.  The  National 
Parities  Information 
tureau  (www.give.org) 
>ffers  a  "wise-giving 
;uide."  For  advice  on 
ax  benefits,  consult 
he  taxes  section  of 
Juicken  com.  From  the 
lookshelf:  Don't  Just 
Hve  it  Away:  How  to 
Aake  the  Most  of  Your 
Charitable  Giving,  by 
tenata  J.  Rafferty 
Chandler  House  Press, 
517.95)  tells  you  what 
eally  happens  to  your 
charitable  dollars. 
-NAWEENA.MANGI 


PICKING  UP  BARGAINS  AT  DEAD  COMPANIES 

IT  LOOKS  LIKE  VENTURE  CAPITALISM  is  giving  way  to  vul- 
ture capitalism.  Circling  overhead:  Michael  Oken,  owner 
of  Network  Systems  Technologies,  an  11 -person  com- 
puter networking  company  in  Atlanta.  Last 
month,  Oken  picked  up  $47,000  in  USED  COM- 
PUTER EQUIPMENT  when  now-bankrupt  "urban 
culture  portal"  Urban  Box  Office  ($33.5  million 
in  venture  backing)  auctioned  off  its  effects.  "My 
clients  don't  always  need  bleeding-edge  equip- 
ment," says  Oken.  "We  go  out  and  buy  from  bleed- 
ing-edge companies  that  have  BLED  TO  DEATH." 
Oken  says  he  scooped  up  a  Cisco  Systems  router  for 
$2,500  that  sells  for  $11,000  new.  Within  a  few 
days,  Oken  says,  he  had  sold  the  router  for  $6,500. 
Urban  Box  Office's  investors  can  only  wish  they  had 
seen  that  kind  of  return. 


Bankers  Turn  Cold 
To  Hot  New  ideas 

If  your  banker  seems  skeptical  about  your  new 
business  idea,  it's  not  just  your  imagination.  The 
percentage  of  lenders  rating  "startups/new  ventures" 
as  their  least-preferred  borrowers  jumped  to  67%, 
up  from  44%  three  months  ago,  say  turnaround 
specialists  Phoenix  Management  Services  Inc.  Now 
bankers  want  more  of  the  old-fashioned  stuff — 
collateral,  guarantees,  and  higher  fees.  But  then, 
they  never  did  take  stock  options. 


39% 

of  women 
have 

commercial 
bank  loans, 
vs.  52% 
of  men 


She's  On  Her  Own 

ARE  WOMEN  MORE  SELF-RELIANT?  A  STUDY 
OF  FAST-GROWTH  BUSINESS  OWNERS  FINDS: 


28% 

of  women 
share  equity 
in  their 
company, 
vs.  49% 
of  men 


of  women 
had  an 
entrepreneur 
as  a  role 
model, vs. 
59%  of  men 


Data:  National  Foundation  for  Women  Business  Owners 
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Yes. 


Yes. 


ReadyConference 

ReadyConference  is  everything  automated  teleconferencing  can 
be.  Simple.  Secure.  Loaded  with  features.  You'll  be  surprised  at  all 
that  it  offers.  Maybe  even  more  surprised  at  all  that  it  doesn't.  No 
reservations.  No  contracts.  No  monthly  fees.  No  strings.  You  pay 
for  the  minutes  you  use.  Period. 

Why  get  tied  up  with  a  conference  call  provider  that  doesn't  offer 
nearly  the  service  we  do?  Set  up  your  ReadyConference  account 
today  and  find  out  just  how  easy  on-demand  conferencing  can  be. 


fLJ3 


PremiereConferencing 

877-667-0185 

www.readyconference.com 


©  2000  Premiere  Conferencing.  ReadyConference  is  o  service  mark  in  ihe  Uniled  Stales  lor  Premiere  Conlerencing  ond/oi  III   lllllli  ill 
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32 

of  small 
companies 
report  that 
they  have 
hard-to-fill 
job  openings, 
a  near-record 


o. 


34 


of  small 
businesses 
say  they  were 
compelled 
to  raise  wages 


'o 


J3 


of  small 
companies 
say  now  is 
a  good  time 
to  expand 


ANALYSIS 
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PAGKAUNAWAN: 
Haunted  by 
having  to  sack 
her  brother 


MANAGING 


Ready,  Aim,  Fire! 

WAYS  TO  SOFTEN  THE  BLOW— FOR  BOTH  PARTIES  BY  JOAN  RAYMOND 


IT  WAS  THE  MOMENT  Cecilia  Pagkalinawan 
had  been  dreading.  The  31 -year-old  ceo  of 
boutique  Y3K,  a  New  York  e-commerce  con- 
sulting firm,  had  already  laid  off  six  of  her  20 
employees.  Now,  just  one  month  later,  after  a 


S6  million  investment  fell  through  and  a 
major  client  jumped  ship,  she  had  to  dismiss 
eight  more. 

The  toughest  task:  firing  the  director  of 
operations — her  35-year-old  brother,  Ray.  The 
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Those  let  go 
got  a  30-day 
extension 
of  benefits 


siblings  met  in  Cecilia's 
Silicon  Alley  office.  She 
described  the  dire  finan- 
cial situation.  She  re- 
minded him  that  when 
he  left  his  job  as  an 
insurance  executive  to 
join  her  startup,  she  had 
warned  him  it  might  not 
last  more  than  a  year. 
Amazingly,  her  brother, 
a  father  of  three,  simply 
nodded.  "Ray  said  he 
was  ready  to  do  some- 
thing else,"  she  says. 
"Even  then,  he  was  my 
big  brother,  always  try- 
ing to  protect  me." 

Ray  has  yet  to  find  a 
new  job,  but  being  let  go 
hasn't  left  him  bitter. 
"We're  both  mature 
enough  to  know  that 
there's  work  and  there's  family,"  he 
says.  In  fact,  Ray  insists  that  he's 
"proud"  of  his  sister  for  exhibiting 
grace  under  such  intense  personal  and 
financial  pressure.  But  Cecilia  Pagkali- 
nawan  remains  haunted  by  the  experi- 
ence. "Until  everybody  finds  work  they 
love,"  she  says,  "that 
feeling  of  failure  isn't 
going  away." 

Pagkalinawan 
should  have  no  trou- 
ble finding  a  shoulder 
to  cry  on.  With  the 
economic  outlook  be- 
coming more  and 
more  uncertain,  man- 
agers everywhere  are 
cutting  their  work- 
forces— eliminating 
more  than  525,000 
jobs  in  December 
^^^—  and  January,  accord- 

wotB  ing  to  the  Bureau  of 

Labor  Statistics.  And 
although  layoffs  are  never  easy,  they 
can  be  particularly  brutal  at  small 
companies,  where  the  line  between 
colleague  and  friend  is  so  fine  as  to  be 
almost  invisible.  "The  smaller  the 
business,  the  more  likely  it  is  that 
people  feel  a  sense  of  ownership  in  the 


"Whoever 
said  that 
a  layoff 
is  like 
pruning 
a  tree  is 
clueless" 


mission,"  says  Bruce  Tulgan,  author 
of  Winning  the  Talent  Wars  (W.W. 
Norton  &  Co.,  2001).  And  that 
threatens  to  make  layoffs  all  the  more 
wrenching — not  just  for  the  victims 
of  a  downsizing  but  also  for  entrepre- 
neurs themselves  and  the  companies 
they  lead. 

"IT'S  ROOT  CANAL" 

consider  brian  tormey,  president  of 
AgEx.Com  Inc.,  a  Sacramento  e-pro- 
curement  service  for  the  food-and- 
beverage  industry.  As  with  many  busi- 
ness-to-business exchanges,  interest  in 
AgEx  has  been  slow  to  materialize.  So 
Tormey  was  forced  to  reorganize  the 
company,  dismissing  one-third  of  his 
75  employees  in  January.  He  did  it  as 
gently  as  he  could,  meeting  with 
workers  individually  and  offering  two 
weeks'  salary  as  severance.  Company 
morale  remains  high,  he  says,  and 
many  former  employees  still  stay  in 
touch.  But  how  does  he  feel?  "I'm  a 
mess,"  the  45-year-old  entrepreneur 
says.  "Whoever  said  that  a  layoff  is  like 
pruning  a  tree  is  clueless.  It's  root  canal 
without  the  anesthetic."  Even  though 
he  knew  the  restructuring  was  essential 
to  the  survival  of  AgEx,  a  stressed-out 
Tormey  suffered  weeks  of  sleepless 


What  tax  laws 
apply  if  I  hire  a 
Canadian  con- 
sulting firm? 
-L.R.,  Detroit 

A-  Foreign  companies 
are  not  subject  to  U.  S. 
taxes — unless,  as 
with  many  offshore 


outfits  that  do  business  here,  they 

are  registered  as  a  "U.  S. -based 

foreign  corporation."  In  that  case, 

they  are  subject  to  a 

"branch  profit 

tax,"  and  you 

must  withhold 

about  30%  of  your 

payment  for  the 

Internal  Revenue 

Service.  The 

Canadian  company  is 

then  liable  for  regular  corporate 

income  tax  on  its  U.  S.  income. 

I  am  developing 
a  dress  code. 
Does  it  matter 
what  people 
wear?  — M.H.,  Dallas 

A~  Psychologists  say 
there  is  a  link 
between  dress, 
grooming,  and  work 


habits.  A 1997  survey  on  casual 
dress  codes  found  that  relaxed 
standards  did  nothing  to  boost 
productivity  or  morale.  On  the 
contrary,  the  study  concluded 
that  relaxed  dress  leads  to  relaxed 
manners,  relaxed  morals,  and 
relaxed  productivity. 

—  KAREN  E.KLEIN 
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lights  and  lost  about  20  pounds.  "You 
lon't  start  a  company,  hire  people,  and 
hen  say:  'Now,  I'm  going  to  lay  you 
>ff,' "  he  says. 

In  fact,  that's  exactly  what  many 
tusiness  owners  do,  outplacement 
xperts  say.  You  don't  have  to  look  far 
o  find  downsizing  horror  stories: 
mployees  locked  out  of  their  offices, 
scorted  from  the  premises  by  armed 
;uards,  or  learning  their  fate  by  calling 
n  800  number.  The  real  losers  in  such 
ases  may  not  be  the  victims,  but  the 
ompanies  themselves.  Botch  a  down- 
izing,  and  you  almost  certainly  lose 
;oodwill  among  surviving  employees, 
ays  Bernadette  Kenny,  executive  vice- 
iresident  of  Woodcliff  Lake  (N.J.) 
oitplacement  consultants  Lee  Hecht 
iarrison.  And  once  it  comes  time  to 
lire  again,  it  could  be  hard  to  recruit. 

IMPLY  DECENT 

vhat's  the  right  way  to  downsize? 
t's  based  on  simple  common  sense 
iOtions  such  as  honesty  and  respect.  A 
pod  example  is  Bidland  Systems  Inc. 
^ast  October,  when  a  major  client 
nexpectedly  backed  out  of  a  contract, 
he  San  Diego  Internet-software 
.eveloper  slashed  32  positions,  honing 
:s  ranks  to  about  30.  Managers  did 
/hat  they  could  to  take  the  sting  out  of 
he  experience.  Dismissed  workers 
/ere  given  several  days  to  clear  their 
iesks.  They  were  also  offered  severance 
'ackages  and  a  30-day  extension  of 
>enefits.  Those  who  had  been  with 
Midland  less  than  a  year  were  given 
ccelerated  vesting  in  stock  options  in 


the  privately  held  company.  "It  cost  us  a 
lot,  but  we  wouldn't  have  considered 
doing  it  any  other  way,"  says  communi- 
cations director  Jan  Loomis. 

Still,  even  the  most  compassion- 
ate managers  can  find  themselves 
with  the  blues.  Grace  Stanat,  ceo  of 
415  Productions  Inc.,  a  San  Francisco 
Web  design  company,  had  to  reduce 
his  labor  costs  by  about  40%  in  Febru- 
ary. Stanat  decided  to  canvass  em- 
ployees for  ideas.  Some  volunteered 
for  pay  cuts,  while  others  opted  for 


four-day  workweeks  or  leaves  of 
absence.  Stanat,  36,  had  to  lay  off  only 
16  of  his  80  employees.  Although  he's 
proud  of  his  workers,  Stanat  remains 
glum.  "I  know  we  did  everything  we 
could,"  he  says,  "but  it's  still  like  a 
death  in  the  family."  If  the  economy 
continues  its  downward  slide,  entre- 
preneurs may  find  themselves  in  a 
prolonged  state  of  mourning. 


For  more  information  on  coping  with 
an  economic  downturn,  click  Online  Extras  at 
smallbiz.businessweek.com 


A  Kinder,  Gentler  Ax 

-.ayoffs  are  never  easy,  but  there  are  ways  to  minimize  the  trauma 

Avoid  surprises  Give  employees  up-to-date  information  on  the  company's  status  and  industry  trends — it  will  reduce  the 
hock  of  any  layoffs.  Know  your  workers  Look  at  each  one's  expertise.  While  they  may  not  be  needed  in  their  current 
jbs,  their  skills  can  often  be  transferred  to  other  positions.  Make  your  case  Employees  must  see  the  cuts  as  crucial  to 
he  company's  health.  After  the  layoffs,  show  fiscal  restraint  so  survivors  don't  feel  that  people  are  the  only  expendable 
esource.  Act  quickly  Move  fast  after  the  announcement.  Otherwise,  you'll  lose  credibility  with  employees,  productivity 
rill  be  hurt,  and  people  you  want  to  keep  may  be  tempted  to  leave.  Be  respectful  Giving  severance  pay  and  outplacement 
or  fired  workers  is  vital  to  preserve  morale  among  those  who  remain.  Don't  throw  people  out:  Allow  time  for  goodbyes. 
t»tay  focused  Map  out  a  plan  to  get  the  necessary  day-to-day  work  done  with  fewer  people  so  the  company  won't  drift. 
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Any  Rate  Will  Do 

BEATING  THE  CREDIT  CRUNCH  IS  THE  TOP  PRIORITY  NOW 


FEW  SMALL-BUSINESS  owners  are  com- 
plaining now  that  Alan  Greenspan  is 
slashing  interest  rates.  The  odd  thing  is 
that  so  few  seemed  to  be  complaining 
last  year,  when  the  Federal  Reserve 
chief  was  raising  rates  to  levels  not 
seen  in  more  than  five  years.  What 
gives?  Has  Greenspan  sud- 
denly become  irrelevant  to 
the  nation's  entrepreneurs? 

Not  exactly.  Instead  it 
seems  that  borrowed  money 
simply  isn't  as  popular 
among  small  companies  as  it 
once  was.  Demand  was 
already  weak  when  rates 
began  their  ascent  from  a 
low  of  8.9%  in  April,  1999, 
to  10.5%  last  December. 
Many  bankers  tried  to  ease 
the  pain  by  keeping  their 
profit  margins  slim  and  terms  relative- 
ly generous.  But  demand  stayed  weak, 


ATA  GLANCE 


The  Facts  Despite 
recent  rate  cuts, 
loan  demand  is  near 
a  10-year  low 

The  Reason  Small 
companies  are  find- 
ing ways  to  get  capi- 
tal without  a  bank 

Bottom  Line  Nail 
down  low-cost 
loans  before  the 
slump  makes 
bankers  too  wary 


brought  on  by  a  robust  economy. 
Indeed,  the  Fed  said  in  January  that 
the  number  of  banks  reporting  higher 
demand  had  plunged  to  a  10-year  low. 
It's  no  surprise  to  Roger  Harris, 
president  of  Padgett  Business  Services 
USA,  an  accounting  chain  based  in 
Athens,  Ga.  Entrepreneurs 
don't  care  about  a  change  of 
one  or  two  percentage 
points  in  rates,  Harris  says. 
What  matters  is  whether 
they  can  get  credit  at  all,  and 
whether  the  economy  will 
be  strong  enough  to  make 
the  investment  pay  off. 

That's  far  from  a  sure 
thing  these  days.  David  Pot- 
terton,  who  tracks  small- 
business  finance  at  Meridien 
Research  in  Newton,  Mass., 
says  the  ill  effects  of  the  economic 
slump  are  just  beginning  to  be  felt  and 


thanks   largely  to   strong  cash   flow      bankers  are  toughening  their  stance. 
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A  MAJOR  LENDER 
BOWS  OUT 

Heller  Financial  Inc., 
a  top  player  in  SBA- 
backed  loans,  says 
it's  pulling  out  of  the 
field.  Heller,  which 
handled  4%  of  the 
volume  last  year  in 
Small  Business 
Administration- 


backed  loans,  says  it 
can't  compete  with 
community  banks 
that  use  the  loans  as 
cheap  come-ons  for 
other  services. 

INTUIT  OPENS 
QUICKBOOKS 

Intuit  inc.  will  open  its 
accounting  software, 
QuickBooks,  to  out- 


Topping  Out? 


The  average  rate  on  small  business 
loans  has  apparently  peaked 


8.0 


1999  2000 

Data:  Nat'l  Fed.  of  independent  Business 


2001 


When  cash  flow  dries  up  in  the  second 
quarter,  small  companies  will  be 
forced  to  turn  to  bankers — and  run 
smack  into  the  new,  tighter  standards. 
His  advice  to  would-be  borrowers: 
"Get  it  arranged  sooner  rather  than 
later,"  before  the  crunch  comes,  and 
start  making  cuts  now  to  reduce  the 
need  for  credit.  Wait  too  long,  and  you 
may  find  that  even  Alan  Greenspan 
can't  help  you  after  the  bank  window 


dfse 


shut. 


-RICK  GREEN 


For  more  in-depth  information  on 
small-business  interest  rates,  click  on  Finance 
at  smallbiz.businessweek.com 


side  developers.  The 
reason:  80%  of  its 
customers  said  they 
would  like  to  tie 
QuickBooks  to  other 
software. 

CALIFORNIA 
LOSES  FAVOR 

Some  20%  of 
California's  small 
businesses  are  think- 


ing of  leaving  as  a 
result  of  the  electrici- 
ty debacle,  says  the 
National  Federation 
of  independent 
Business.  More  than 
70%  blame  the  black 
outs  for  lost  sales. 

For  the  full  stories, 
visit  smallblz.busl- 
nessweek.com 
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AT&T 

teleconference 
services 


[33357373  [SfSfSjii  iSITSTiTSu! 


online! 


Reserve  online  to  save 
time  and  effort  with: 

•  Recurring  reservations 

•  Instant  confirmations 

•  Emails  to  participants 

•  24x7  reservations  and  changes 


And  receive  instant  confirmation,  sign  up  for  at&t Teleconference 

Services  now  and  see  why  it's  never  been  easier  to  call  a  meeting.  Our  Online 
Reservation  Service  enables  you  to  reserve,  book,  and  change  your  one-time  or  recurring 
reservations  24x7.  You  can  even  email  participants  with  meeting  details  automatically. 
Whether  key  individuals  are  across  town  or  across  the  globe,  AT&T  enables  you  to 
get  back  to  your  business  at  hand.  You  can  provide  project  updates,  expedite  decisions, 
and  brainstorm  any  time  of  the  day  as  if  everyone  were  in  the  same  room. 
You  can  even  get  recording  and  transcription  services  for  a  narrative  account  of  your 
teleconference.  AT&T  can  also  provide  a  trained  specialist  if  you  need  additional  support 
during  your  teleconference.  It's  never  been  easier  to  make  a  teleconference.  And  best  of 
all,  now  you  can  even  save  up  to  38%  with  our  new  off-peak  rates.  Reserve  your  next 
teleconference  today  at:  www.att.com/conferencing 


AT&T 


1.800.232.1234  I  www.att.com/conferencing 
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Biiere  couldn't 
work  on  his 
island  hide 
away  after  his 
ISP  cut  him  off 


Out  of  Service 

HOWTO  SURVIVE  WHEN  YOUR  WEB  PROVIDER  DIES 


DANNY  BRIERE  LIVED  like  a  king  on 
Maine's  Great  Diamond  Island.  Two 
miles  off  the  coast,  the  telecommuni- 
cations entrepreneur  could  get  whatev- 
er he  wanted  delivered  to  his  home 
office:  groceries,  daily 
FedEx  packages,  you 
name  it.  He  even  got 
high-speed  Internet 
access — until  his  ser- 
vice provider,  finan- 
cially ailing  Harvard- 
Net,  of  Medford, 
Mass.,  pulled  the 
plug  on  him. 

The  irony  is 
undeniable:  Briere 
is  the  founder  of 
TeleChoice  Inc.,  a 
telecommunications 
consulting  outfit  that 
tracks  Internet  trends.  What's  more, 
Briere  was  once  used  as  a  customer 


l/lliii'  ihi-.'.'M  it  Small  Biz,    >nl  ;■,  A#>  I 


Write 
your  own 
contract 
to  protect 
your 
assets 


reference  by  HarvardNet,  which  rent- 
ed space  in  his  neighbor's  basement  to 
store  expensive  telephone  equipment 
because  the  Internet  service  provider 
had  no  facilities  on  the  island.  Things 
worked  well  until  December,  when 
HarvardNet  dropped  its  high-speed 
Internet  service,  cut  280  workers  from 
its  payroll,  and  announced  it  would 
focus  on  Web  hosting  instead.  What 
does  HarvardNet  have  to  say  about 
the  effect  on  customers  like  Briere? 
Not  much,  apparently — no  one  re- 
turned our  calls. 

SQUISH Y  WORLD 

the  lesson  here:  No  business  ever 
stands  on  completely  solid  ground  in 
the  squishy  world  of  Web-based  ser- 
vices. In  practice,  it  means  you  have  to 
treat  all  outsourced  service  providers 
the  same — with  caution — whether 
they  call  themselves  an  isp  (Internet 
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E-COMMERCE, 
INSTANTLY 

From  NetLedger  Inc. 
comes  a  new  package 
that  integrates  sales  and 
accounting  for  e-com- 
merce.  You  use  NetLedger  templates 
to  build  an  online  store— and  to  create 
an  instant  back  office  with  inventory 
control  and  automatically  updated  pric- 
ing. Store  hosting  costs  $49.95  a  month. 
Add  $4.95  for  basic  accounting 
(www.netledger.com). 

.       .         REMOTE  CONTROL 
MANAGEMENT 

•     a    •   Traditional  project  manage- 
S       r      \    ment  software  is  now  on 
\_^m    J   the  web.  For  $9.95  a 

■         month,  Elite.com  Inc.'s 
Worksolv  can  help  managers  in  far-flung 
locations  organize  tasks  into  calendars 
and  charts— and  see  how  it  all  fits 
together.  For  $24.95  more,  there's  inte- 
grated time  and  billing  (www.elite.com). 
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FULL  COLOR 
GETS  FASTER 


°f(^      j    Prices  are  tumbling  on 
M'    *        laser  printers.  At  $2,359, 
^T,^T     Hewlett-Packard  Co.'s 

V_y       Color  LaserJet  4550n  costs 
more  than  an  inkjet  but  can  run  off  four 
documents  in  a  minute  (www.hp.com). 
—WAYNE  KAWAMOTO 
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service  provider),  asp  (application  ser 
vice  provider),  or  bsp  (business  service 
provider). 

Some  lessons  are  learned  the  hard 
way.  Edward  Vincent,  chief  executive 
officer  of  New  York-based  Web  retai 
er  Citystuff.com  Inc.,  says  he  spent 
$500,000— half  his  $1  million  in  seed 
funding — to  shift  his  computer  opera 
tions  to  an  outsourced  model  last  sum 
mer.  Unfortunately,  Citystuff  chose 
Pandesic  LLC  in  Sunnyvale,  Calif,  as  its 
asp.  Two  weeks  later,  Pandesic 
announced  its  withdrawal.  "It  cripple 
us,"  says  Vincent.  Citystuff  now  host! 
its  own  Web  site.  If  Vincent  ever  out 
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;ources  again,  he  says,  he'll  first 
lemand  more  details  on  a  company's 
inancial  status. 

ERRORS  AND  OMISSIONS" 

:ven  then,  nothing  is  guaranteed. 
•Manetgarden.com  Inc.,  a  Web-based 
lorist  headquartered  in  Norcross,  Ga., 
lid  its  due  diligence  before  outsourc- 
ng  its  back-office  accounting  to 
leSourcePhoenbc.com  Inc.,  a  publicly 
raded  asp  based  in  San  Rafael,  Calif. 
In  late  november,  ReSource- 
^oenix  announced  it  was  laying  off 
'0  of  its  173  employees,  selling  its 
ssets,  and  winding  down  its  opera- 
ions.  But  PlanetGarden  Chief  Finan- 
ial  Officer  Michael  I.  Marto  had 
lone  at  the  outset  what  Vincent  didn't: 
ie  rewrote  the  contract  to  provide 
ome  protection.  That  included  alter- 
ng  ReSourcePhoenix's  data-backup 
•rocedures  so  that  PlanetGarden's 
rucial  data — including  sales  transac- 
ions — were  kept  in  two  places:  at  the 
iSP  and  at  PlanetGarden's  headquar- 
ers.The  florist  also  required  the  asp  to 
purchase  an  "errors  and  omissions" 
nsurance  policy,  a  form  of  Internet 
malpractice  insurance.  "Do  you  know 
iow  much  liability  there  can  be  if  they 
lo  something  with  credit-card  trans- 
ctions  or  anything  else  that  blows  up 
verything?"  asks  Marto.  "We  insisted 
hat  they  have  coverage."  PlanetGar- 
len  itself  has  a  $15  million  Internet 


insurance  policy  for  which  it  pays 
more  than  $20,000  a  year. 

PlanetGarden's  demands  went 
further.  It  tied  its  monthly  fees  to 
completion  of  financial  reports  it 
needed  from  the  asp.  "Never  agree  to 
pay  a  lot  of  money  up  front,"  Marto 
warns.  It  also  insisted  that,  should 
ReSourcePhoenix  ever  go  out  of  busi- 
ness, it  would  pay  the  cost  of  convert- 
ing the  retailer's  sales  data  to  whatever 
format  PlanetGarden's  new  asp  used. 
ReSourcePhoenix  agreed  and  eventu- 
ally paid  an  undisclosed  sum  to  convert 
the  florist's  data  from  Oracle  Corp.'s 
financial  software  format  to  the  Great 
Plains  Software  Inc.  program  used  by 
the  florist's  current  asp,  Atlanta-based 
NetFinancials  Inc.  The  process  took 
six  weeks. 

GREATER  RISK 

securing  your  data  soon  may  not  be 
your  only  challenge.  Securing  your 
basic  business  services  may  be,  too. 
Why?  Market  pressures  are  forcing 
online  service  providers  to  offer  offline 
services,  such  as  management  consult- 
ing. While  the  trend  benefits  the  likes 
of  lor  Management  Services  llc  in 
Los  Angeles — which  hosts  financial 
software  plus  has  certified  public 
accountants  on  staff — greater  out- 
sourcing can  mean  greater  risk  for  the 
client,  acknowledges  Brian  Regan, 
chief  executive  of  lor  Management. 


nplugged  but  Unharmed 

ill  businesses  that  know  firsthand  about  the  volatile  asp 
ISP  market  offer  these  tips  on  how  to  protect  yourself: 

Buy  an  Internet  insurance  policy  and  make  sure  your  service  provider  has 
one  also.  Often  called  an  errors-and-omission  policy,  it's  offered  by 
— J  American  International  Group,  Lloyd's  of  London,  and  other  top  insurers. 
Buy  a  WebRamp  or  similar  device.  WebRamp,  made  by  Ramp  Networks, 
will  switch  your  digital  subscriber  line  connection  to  a  56Kbps  connection 
should  your  dsl  service  go  down.  It's  far  slower,  but  it'll  keep  you  connected. 
Back  up  your  data.  Not  only  should  your  service  provider  be  using  a  third- 
party  disaster  recovery  company  that  keeps  copies  of  all  data,  it  should  also 
regularly  burn  CD-ROM  disks  with  your  data  and  send  them  to  you. 
Have  a  backup  plan  for  any  value-added  services  your  service  provider 
offers,  such  as  accounting.  Choose  alternate  providers  that  can  quickly  take 
on  new  clients,  and  make  sure  they  accommodate  the  format  of  your  data. 


JUST  BROWSING 


Small  Business  Ombudsman    ^~j"^» 
(SBO)  Home  Page 


the  site:  EPA  Small 
Business  Ombudsman. 
web  address:  www.epa.gov/sbo/ 
what's  there:  A  resource  for 
resolving  or  at  least  understanding 
disputes  with  the  agency,  which  is 
often  the  bane  of  small  companies. 
what's  good:  offers  a  hot  line  (800 
368-5888)  for  advice  and  com- 
plaints. Lists  environmental  pitfalls. 
what's  not:  Helpful  at  explaining 
why  you're  stuck  with  a  big  cleanup 
bill,  but  you're  probably  still  stuck. 


Still,  asps  that  mix  face-to-face 
consulting  with  online  service  have  a 
greater  life  expectancy.  "The  technol- 
ogy components  of  outsourcing,  such 
as  data  backup,  are  now  a  commodity. 
The  asps  that  will  stay  around  are 
those  that  take  their  business  expertise 
and  wrap  it  around  hosting,"  says 
Dave  Boulanger,  a  research  director  at 
amr  Research  Inc.  in  Boston. 

Sound  like  you'll  be  getting 
more  bang  for  your  buck?  Maybe,  if 
you  choose  the  right  asp.  But  that's 
no  easy  feat:  amr  predicts  only  40% 
of  today's  1,200  service  providers 
will  still  be  in  business  by  the  end  of 
the  year. 

The  bottom  line  in  choosing  a 
service  provider:  Manage  your  risks. 
Citystuff  didn't  and  paid  the  price. 
PlanetGarden  did  and  has  come 
through  relatively  unscathed.  What 
about  TeleChoice's  Briere?  Because 
his  55  consultants  are  scattered  around 
the  world,  using  a  variety  of  isps,  he 
risked  very  little  when  HarvardNet 
ceased  its  isp  operations.  He  just  had 
to  swallow  his  pride  and  come  to  the 
mainland.  — kevin  ferguson 


3a  still  not  sure  what  to  demand  from 
your  ASP?  For  a  sample  contract,  click  Online 
Extras  at  smallblz.businessweek.com 
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WHO'S  HOT 


What  a  Cute  Little 
Power  Plant 

ENERGY-SUPPLY  WOES  FUELTHIS  OUTFIT 


SURE  POWER  CORP 


IN  THE  MID-1990S,  when  William  Crat- 
ty  and  Art  Mannion  began  hunting 
for  financing  for  their  energy  startup, 
they  met  with  nearly  300  potential 
investors.  But  without  a  dot-com  in  its 
name,  Sure  Power  Corp.  didn't  get  a 
nibble.  "We  actually  had  negative  sex 
appeal,"  Mannion  says.  Then  oil  prices 
spiked  and  the  perils  of  energy  deregu- 
lation hit  the  front  pages.  Suddenly, 
Sure  Power  looked  a  lot  sexier. 

The  12-person  company,  based  in 
Danbury,  Conn.,  has  a  patent  pending 
on  an  on-site  power  system 
that  uses  fuel-cell  and 
microturbine  technology 
to  produce  as  much  as  25 
megawatts  of  electricity, 
enough  to  power  a  2.5- 
million-square-foot  office 
building.  The  system — 
which  runs  on  natural  gas 
and  fits  inside  a  storage 
shed  built  adjacent  to  the 
facility — allows  companies 
to  use  Sure  Power  as  the 
primary  energy  source,  with  the  utility 
grid  as  a  backup. 

That's  an  attractive  proposition. 
Thanks  to  the  deregulation 
debacle  in  California,  it's 
tough  to  take  electric 
power  for  granted — espe- 
cially when  an  interrup- 
tion of  just  a  few  seconds 
can  wreak  havoc  with  a 
company's  computer  sys- 
tems. Such  anxiety  has 
proved  an  effective  mar- 
keting tool  for  Sure  Power. 
Last  fall,  the  company 
received  $14.6  million 
from  Spencer  Trask  Ven- 
tures Inc.,  and  with  the 
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Who  William  Cratty 
and  Art  Mannion, 
co-founders 
Age  Mannion,  60; 
Cratty,  59 
Product  Reliable, 
onsite  power 
generators 
The  Buzz  Poised 
to  profit  from  un- 
certainty surround- 
ing electricity 
deregulation 


1 

nation    fixated    on 
California,  the  com- 
pany has  been  field- 
ing   more    inquiries 
than  it  can  handle. 

Mannion,  a  60- 
year-old  ex-investment 
banker,  and  Cratty,  a 
59-year-old  engineer, 
entrepreneur,  and  for- 
mer Exxon  executive, 
met  in  1986,  when 
Mannion  put  money 
into  Cratty's  energy-  . 

management  venture. 
When  the  Internet  boomed  in  •* 
the  mid-1990s,  it  seemed  clear 
to  both  of  them  that  the  current 
utility  grid  could  never  support  the 
burgeoning  needs  of  electronic  com- 
merce for  absolute  reliability.  They 
decided  to  create  a  system  that  could, 
spending  two  years  developing  the 
Sure  Power  system. 

Mannion  and  Cratty  expect  busi- 
ness to  boom  in  2001.  The  company 
has  signed  marketing  partnerships 
with  such  big-name  energy  providers 
as  Enron  and  Austin  Energy,  which  are 


offering  Sure  Power  energy  systems  to 
their  customers.  With  a  little  good 
karma,  the  company  just  might  find 
itself  blessed  with  capacity  problems 


of  its 


AMY  ORINGEL 


I  To  read  more  profiles  of  leading 
entrepreneurs,  click  Online  Extras  at 
smallbiz.businessweek.com 


TheNewMr.SBA? 

President  George  W.  Bush  has  finally  nominated  a  new  chief  for 
the  U.S.  Small  Business  Administration.  Hector  V.  Barretojr., 
owner  of  a  10-employee  insurance  and  financial-services  outfit  in 
Los  Angeles,  served  as  co-chairman  of  the  President's  California 
campaign — even  delivering  a  speech  at  the  Republican  National 
Convention,  where  he  stumped  for  Bush's  program  of  tax  cuts  and 
regulatory  reform.  "George  Bush  es  mi amigo,"  Barreto  said.  "And 
he's  also  a  friend  of  small  business."  Should  the  Senate  confirm  the 
nomination,  Barreto  could  face  a  rough  road  ahead.  The  sba  has 
endured  sharp  criticism  for  poor  management,  and  Bush's  budget 
cuts  the  sba  by  40%.  For  Barreto,  a  highly  placed  amigo  could 
come  in  handy. 
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THE  NEW  LINE 
TO  THE  POST  OFFICE. 


When  it  tomes  to  your  mail, 
'online"  beats  "in  line"  every  time. 

Business  has  never  moved  at  a  faster  pace.  So 

you've  streamlined  your  business  plan.  Added 

the  latest  computers.  Now,  it's 

time  to  rethink  the  mail. 

And  recover  more  valuable 

time.  Time  better  spent 

going  after  new  business.  Or 

maybe  cutting  your  day  down 

to  a  mere  nine  or  ten  hours. 

Everything  you  need 
extept  the  Postmaste 
General's  portrait. 

Simply  Postage  lets  you  avoid  post 
office  trips  because  it  gives  you  your 
very  own  compact,  integrated  scale 
and  postage  meter.  One  that  plugs 
right  into  your  computer.  With  a  few 
simple  keyboard  commands,  you  can 
automatically  calculate  exact  postage  for 
First-Class*,  Priority  Mail",  Express  Mail* 
and  international  mail.  Before  you  know  it, 
you're  downloading  and  printing  your  own 
postage  in  no  time.  Anytime.  Simply  Postage  will 
even  let  you  print  postage  when  the  computer's  off. 


Even  without  the  $25  free  postage  to 
offset  your  startup  tost,  you'd  still  save. 

Time  is  money.  And  the  more  time  you  spend  in  post 
offices,  the  less  you  spend  earning  profits.  And  that's  a 
shame.  Because  for  just  $49.95,  you  can  receive  the  Simply 
Postage  software,  an  integrated  scale  and  meter,  a  user's 
guide,  plus,  as  an  added  incentive,  $25  postage 
absolutely  free  of  charge.  Simply  print 
as  much  postage  as  you  need  each 
month  for  the  low  price  of  just 
$14.95,  plus  the  actual  postage  you 
use.  Try  finding  a  phone  or  cable  bill 
these  days  that's  only  $14.95  a 
month.  Or  anything  else  at  that  price 
as  good  as  your  very  own  post  office, 
open  24/7,  that  could  pay  for  itself  in 
just  the  first  day! 


Simply  Postage. 
Now  there's  a  little 
post  offUe  in  every  offite. 


ORDER  ONLINE  AT: 
www.simplypostage.tom 
or  tall  toll  free  1-877-499-3738 


Approved  by  the  U.S.  Postal  Service 
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Everyone's  a  Critic 

WHY  WORKERS  SHOULD  GETTO  REVIEWTHE  BOSS'S  WORK 


ONE  OF  THE  PERKS  of  running  your 
own  company  is  being  on  the  giving, 
rather  than  receiving,  end  of  the  annu- 
al performance  review.  But  it's  not  a 
bad  idea  to  let  your  employees  do  some 
reviewing  for  a  change. 

Why  solicit  criticism  from  your 
workers?  Small  companies  need  to 
constantly  enhance  the  performance 
of  each  worker — including  the  owner, 
says  Chris  Mussel- 
white,  ceo  of  Dis- 
covery Learning,  a 
business  consultancy 
in  Greensboro,  N.C. 
Trouble  is,  he  notes, 
"employees  are  often 
leery  of  providing 
feedback  to  the  person 
writing  the  checks." 

Enter  360-degree 
feedback.  In  this  re- 
view process,  each  per- 
r«an  son  who  works  with 

an  employee  is  given 
the  chance  to  evaluate 
that  employee's  performance.  At  most 
small  companies,  that  means  every- 
one reviews  everyone  else.  Many 
entrepreneurs  say  360-degree  feed- 
back helps  evaluate,  reward,  and  train 
employees,  as  well  as  build  their  own 
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The  truth 
can  be 
helpful— 
but  only  if 
you  can 
handle  it 


leadership  skills.  But  be  warned:  The 
truth  can  hurt. 

At  Trinity  Communications  Inc., 
a  65-person  marketing  firm  in  Boston, 
each  employee  is  reviewed  by  both 
colleagues  and  clients.  Submitting  to 
an  evaluation  by  employees,  for  exam- 
ple, helped  founding  partner  Nancy 
Michalowski  grow  as  a  manager:  She 
learned  that  she  could  do  a  better  job 
running  meetings  if  she  ceded  the 
floor  more  often.  "It  can  be  scary,"  she 
says.  "The  challenge  is  to  be  construc- 
tive so  that  you  all  can  continue  to 
work  together." 

Not  everyone  is  up  to  the  task. 
Serge  Knystautas,  president  of  Loki 
Technologies,  an  11 -employee  Web 
development  firm  in  Bethesda,  Md., 
used  them  for  six  years.  But  last  year, 
he  pulled  the  plug  when  one  employee 
objected  to  his  colleagues'  remarks  and 
began  hurling  insults  at  everyone.  "We 
had  too  much  honesty,"  Knystautas 
says.  So  make  sure  you  can  take  some 
heat.  The  last  thing  you  need  is  360 
degrees  of  separation  between  every- 
one in  the  company. 

ALISON   STEIN  WEI.LNER 


jTo  learn  how  to  use  360-degree 
reviews  at  your  company,  click  Online  Extras 
at  smallblz.businessweek.com 
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INSURANCE 


Your  Friendly 
Neighborhood 
Banker  Has 
Other  ideas 


it 
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THE  NEXT  TIME  you're  shopping  for  a 
small-business  loan,  don't  be  surprised 
if  your  banker  pitches  insurance,  too. 

Thanks  to  the  recent  rollback  in 
bank  regulations,  more  lenders  that 
cater  to  small  companies  are  offering 
all  kinds  of  coverage,  from  property 
and  casualty  to  auto  and  fife.  It's  easy 
to  see  why.  Small  businesses  will 
spend  $43  million  on  insurance  this 
year,  and  banks  want  a  piece  of  the 
action.  They  include  Queens  County 
Bank  in  New  York  and  People's  Her- 
itage in  Maine.  Just  one  caveat:  Banks 
as  a  group  traditionally  have  been 
high-cost  vendors  of  personal  insur- 
ance and  investments.  Some  limit 
your  choices  to  a  single  insurer,  which 
makes  it  less  likely  you'll  get  the  best 
deal.  Suggestion:  get  a  bid  from  an 
independent  agent  before  you  sign  up. 
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For  more  information  on  finding  the 
right  insurance  coverage,  click  Online  Extras 
at  smallbiz.businessweek.com 
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It  Doesn't  Hurt  as  Much 

OUR  SAFETY  PROGRAM  MAY  HAVE  KEPT  COSTS  FROM  DOUBLING  BY  KEVIN  KELLY 

i  believe  our  family-run  bag-manufacturing  factory  has  one  of  the  best  industrial  safety 
rec<  >rds  around.  Not  one  of  our  ioo  employees  has  missed  work  because  of  an  injury  for  over 
850  days— twice  our  old  record.  Two  years  ago  we  tallied  just  six  minor  injuries.  Last  year 
we  logged  only  10.  Perhaps  no  one  is  more  grateful  for  this  record  than  our  workers  com- 
pensation insurance  carrier.  Back  in  1999,  we  paid  $160,000  in  premiums  while  they  shelled 

workers  simply  neglecting  to  follow  basic 
safety   measures.    One    employee,   for 
instance,  consistently  failed  to  don  safety 
glasses  when  using  compressed  air  to 
clean  waste  plastic  from  under  our  bag- 
making   machines.   During   1997   and 
1998  he  had  logged  three  injuries  thanks 
to  flying  plastic.  Once  our  program  was 
in  place,  his  peers  began  pressuring  him 
to  wear  the  glasses.  And  thanks  to  that 
incentive-driven  pressure,  he  hasn't  had 
an  eye  injury  in  two  years.  Not  that  the 
training  program  hasn't  been  effective. 
By  pounding  the  message  of  safety  in 
classes  month  after  month,  we  slowly  but 
surely  changed  the  culture  of  our  factory. 
I've  learned  some  important  lessons 
thanks  to  the  program,  too.  Over  $20,000  in  bonuses  later, 
I  am  convinced  that  money  talks.  The  incentives  did  build 
peer  pressure.  One  employee  breathed  a  sigh  of  relief  after 
an  injury  proved  to  be  minor.  "I  don't  want  to  be  the  one  to 
wreck  the  program,"  he  said.  We  also  found  that  the  oldest, 
most  experienced  employees  are  the  likeliest  to  get  injured. 
They're  too  comfortable  with  their  bad  habits.  So  we've 
focused  our  training  to  address  things  they  were  doing — 
like  not  using  safety  equipment — that  could  land  them  in 
the  hospital. 

What  has  the  company  gained  for  its  efforts?  Higher 
premiums.  Our  2001  insurance  costs  jumped  40%  thanks 
to  California's  insane  worker's  compensation  market.  Like 
electricity,  it  was  deregulated  in  the  mid-1990s.  Insurance 
companies  stormed  in,  dropped  rates,  lost  money,  and  went 
bankrupt.  Now  the  few  that  remain  are  jacking  premiums 
sky-high.  Without  our  safety  program,  I  have  no  doubt  our 
costs  might  have  jumped  100%.  Anyway,  this  is  California. 
If  you're  a  businessperson,  you  have  to  take  comfort  in  the 
silver  linings.  And  a  sterling  one  for  me  is  that  we  truly  are 
a  safer  place  to  work  today. 


out  only  $5,000  in  claims.  That  windfall 
profit  margin  repeated  itself  last  year. 

How  did  we  do  it?  Incentives  and 
training.  Two  years  ago,  after  years  of  ris- 
ing premiums,  we  rolled  out  a  new  safety 
program  that  offered  bonuses  and  other 
rewards  if  we  recorded  fewer  than  four 
accidents  and  no  lost  time  to  injuries  per 
quarter.  We  also  started  monthly  bi- 
lingual safety  classes  that  taught  employ- 
ees how  to  avoid  injury  by  stretching 
oefore  their  shifts  and  properly  lifting 
Doxes,  among  other  things.  The  corn- 
Dined  carrot-and-stick  approach  worked 
>o  well  it  has  become  a  permanent  part  of 
our  factory  life. 

There  was  a  time,  however,  when  it 
didn't  pay  to  insure  Emerald  Packaging's  employees.  As 
'ecently  as  1997,  more  than  25%  of  our  factory  workforce 

a  reported  injuries  each  year.  Most 
of  those  hurt  cited  only  minor 
scrapes  and  took  a  couple  of  days 
off.  But  at  least  three  of  the  injured 
required  extensive — and  costly — 
medical  treatment.  They  missed 
weeks  of  work,  which  forced  our 
insurer  to  fork  over  disability  pay. 
Year  after  year,  our  carrier  paid  out 
more  than  we  paid  in  premiums, 
until  by  1999  our  annual  insurance 
cost  rose  30%. 

By  then,  the  injury  situation 
">(]  "TV^^f*  commanded  my  attention.  I  decid- 

^         ^  ed  to  aim  for  a  maximum  of  12 

accidents  in  1999 — with  none 
causing  lost  time — because  we  had 
logged  24  accidents  in  each  of  the 
previous  years. 

A    large    number    of  minor 
injuries,  I  found,  were  caused  by 
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Kelly  is  an  officer  of  Emerald  Packaging  Inc.  in  union  City,  Calif.  How  safe 
is  your  workplace?  E-mail  us  at  smallbiz@businessweek.com 
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Divorce: 
ALife 

And  a 

Business 

Unravel 


WHEN  KEN  AND  DAREN 
WAGNER  DIVORCED,  THEIR 
BUSINESS  BECAME  A  BATTLE- 
GROUND. COULD  YOUR  COM- 
PANY SURVIVE  THE  BREAKUP 
OF  YOUR  MARRIAGE? 
BY  MOLLY  GORDY 
PHOTOS  BY  LEN  IRISH 

TWAS  MORE  THAN  DAREN  WAGNER 

could  bear.  As  she  made  sandwiches  in  the 
kitchen  for  the  kids'  lunch  one  April  afternoon 
in  1999,  she  overheard  her  estranged  husband  in 
the  basement  office  that  he  still  used  for  the 
family  business.  The  couple  was  in  the  throes  of 
a  bitter  divorce,  yet  there  was  Kenneth  Wagner 
talking  to  banks  about  financing  a  new  boat  for 
their  charter  cruise  company. 

Furious,  Daren  called  her  lawyer.  "I  went 
ballistic,"  she  recalls.  "Can  you  think  of  one 
good  reason  why  I  should  agree  to  be  saddled 
with  hundreds  of  thousands  in  debt  to  expand  a 
company  he  claims  as  a  nonmarital  asset?" 

But  to  Ken,  it  made  perfect  sense.  He  had 
found  a  tremendous  deal  on  a  larger  boat  that  he 
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figured  could  have  saved  Chicago's  Wagner  Charter  Co. 
about  $300,000  a  year  in  fuel  and  labor  costs  by  carrying 
more  passengers  on  fewer  cruises  around  Lake  Michigan. 
This  would  have  freed  up  more  money  for  support  pay- 
ments to  the  Wagners'  three  kids,  he  reasoned. 

Daren  saw  it  differently.  She  feared  Ken  would  rather 
bankrupt  the  business  she  had  helped  him  build  than  let  her 
have  her  share.  The  next  day,  she  won  an  injunction  pro- 
hibiting Ken  from  buying  the  boat.  Her  move  was  just  one 
of  the  many  steps  the  couple  would  take  to  lash  out  at  each 
other  through  the  business.  Over  the  course  of  their 
lengthy  divorce  proceeding,  their  acrimony  threatened  to 
sink  Wagner  Charter  along  with  the  marriage. 

From  their  separation  in  October,  1997,  to  their  final 
divorce  decree  in  January,  2001,  Wagner  vs.  Wagner  has 
drained  and  embittered  Ken  and  Daren,  consumed  more 
than  $100,000  in  legal  fees  for  six  high-powered  lawyers, 
and  spurred  an  avalanche  of  court  orders — 52  by  last  count. 
The  case  has  been  punctuated  by  screaming  matches  and 
accusations  in  the  court  record  of  spying,  missing  funds, 
absconding  with  documents,  and  Ken  Wagner's  guilty  plea 
on  a  charge  of  domestic  battery.  While  the  Wagners  fought 
over  other  matters  like  child  custody,  court  transcripts  show 
they  battled  mostly  over  the  business:  who  owned  it,  who 
should  run  it,  and  who  contributed  most  to  it. 

Daren  and  Ken  Wagner  agreed  to  talk  separately  with 
BusinessWeek  Small  Biz,  in  hopes  that  other  married  busi- 
ness partners  might  learn  from  their  mistakes.  Their 
accounts  were  corroborated  through  interviews  with 
lawyers,  employees,  and  competitors,  as  well  as  DuPage 
County  court  records,  financial  reports, 
and  legal  and  banking  correspondence. 

While  the  Wagners'  story  may  rep- 
resent divorce  at  its  most  wrenching,  the 
strains  this  divorce  put  on  the  family 
business  are  far  from  unique.  In  a  1997 
study  by  Arthur  Andersen,  22%  of  the 
3,000  family  businesses  surveyed  said 
they'd  been  hit  with  a  family  member's 
divorce  in  the  previous  five  years.  The 
results  are  often  ugly.  "Too  often, 
divorcing  couples  think  they  can  harm 
each  other  through  the  business,"  says 
Jeffrey  W.  Brend,  chairman  of  the 
Chicago  Bar  Assn.'s  matrimonial  law 
committee  and  the  Wagners'  business 
valuator.  "But  the  business  is  your 
shared  asset.  It's  like  amputating  your 
own  limb." 

Of  course,  not  every  business  goes 


FACTS 


ATA  GLANCE 


Company  Wagner 
Charter  Co. 
Where  Chicago 
The  Business  Lake 
Michigan  and  Chicago 
River  boat  tours 
and  catered  events 
Founded  1957,  by 
Robert  Wagner 

":evt.nues 
$1.6  million 

Current  status:  Limbo 
What's  Ahead 
The  cc  rip 
are  on  the  block 


down  with  the  ship.  Some  divorcing  couples  even  manage  to 
continue  as  working  partners  (page  sb27). 

Not  the  Wagners.  From  the  time  they  got  married  13 
years  ago,  they  fell  into  just  about  every  trap  that  family 
business  experts  warn  against,  starting  with  a  violation  of 
the  most  basic  commandment:  Couples  should  spell  out 
their  business  partnership  in  writing,  from  equity  owner- 
ship to  exit  strategy.  Ken  and  Daren  also  erred  on  the  emo- 
tional front — -never  creating  any  boundaries  between  their 
business  and  personal  lives.  "We  were  so  young,"  Daren 
says.  "The  whole  thing  was  by  the  seat  of  our  pants." 


HPvEE  MONTHS  AGO, 

Wagner  Charter  was  still 
going  full  steam  on  Chicago's 
waterfront,  with  $1.6  million 
in  sales  last  year  and  six  full- 
time  employees.  The  105- 
foot  Jamaica  rocked  with 
weddings,  Christmas  parties, 
and  promotions  for  major 
companies  including  Volvo 
and  Marshall  Field  6c  Co. 
The  company's  pirate- 
themed  touring  vessel,  the 
Buccaneer,  served  as  the  set 
for  a  soon-to-be-released  murder- mystery  flick  with  Dan 
Aykroyd.  (The  victim  gets  thrown  overboard.)  Bookings 
for  the  season  starting  in  May  were  at  a  record  high. 

Wagner  Charter  hadn't  always  done  so  well.  Ken  was 
19  when  his  father,  Robert  Wagner,  died  of  a  stroke,  leaving 
his  cruise  business  in  receivership.  Assets  included  a  single 
boat  that  had  seen  better  days  as  a  Coast  Guard  cutter,  a 
checking  account  with  $  142  in  it,  and  $30,000  in  bookings 
for  the  1982  season,  which  was  a  mere  two  weeks  away. 

Ken  persuaded  the  probate  court  to  let  him  run  the  25- 
year-old  company  until  it  could  be  sold.  Five  months  later, 
he  had  grossed  $150,000.  In  1983,  six  months  before  his 
wedding  to  Daren  Barr,  he  bid  $165,000  at  auction  for  the 
company,  cobbling  together  a  $105,000  bank  loan,  his  own 
savings,  and  $30,000  from  Daren's  fatherjerry  Barr. 

But  Daren's  name  didn't  go  on  the  ownership  papers. 
"My  father  was  afraid  that  if,  for  any  reason,  the  marriage 
didn't  happen,  then  I'd  be  saddled  with  half  Ken's  debts," 
she  recalls.  "I  also  assumed  that,  once  we  were  married,  it 
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SEA  CHANGE:  "I  jUSt 

want  it  to  be  over," 
says  Ken  Wagner, 
standing  in  front  of 
one  of  the  boats— 
now  up  for  sale— 
of  Wagner  Charter  Co. 
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"The  whole  thing  was  by  the  seat  c 
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would  automatically  belong  to  us  both."  Years  later,  that 
decision  would  become  a  major  bone  of  contention:  Daren 
felt  her  contributions  were  never  fully  recognized. 


HE    YOUNG    COUPLE'S 

early  days  in  business  together 
were  full  of  struggle,  yet  happy. 
Both  just  20  years  old,  they 
worked  side  by  side  on  their  65- 
foot  boat,  the  Trinidad.  Daren 
acted  as  sales  manager  and  book- 
keeper, and  hosted  the  150  passen- 
gers on  each  cruise.  Ken  piloted 
and  maintained  the  vessel.  "We 
were  so  broke  that  there  were 
nights  we  slept  on  board  because 
we  didn't  have  enough  money  to 
buy  gasoline  to  drive  home," 
Daren  recalls  fondly.  "We  built  it  up  from  nothing." 

But  as  the  business  expanded  and  the  couple  started  a 
family,  the  pressures  became  overwhelming.  Daren  was 
exhausted  from  her  grueling  hours  in  the  business  and  car- 
ing for  two  toddlers.  At  the  same  time,  Ken  was  distressed 
to  see  his  company  losing  ground  to  competitors.  "In  1985, 
the  Trinidad  was  the  largest  charter  boat  in  Chicago,"  he 
recalls.  "By  1987,  that  was  no  longer  true."  To  keep  pace,  he 
says,  Wagner  Charter  needed  a  larger  boat  with  an  open 
upper  deck  and  climate-controlled  banquet  hall  below. 

In  February,  1990,  after  three  years  of  searching  for  an 
affordable  vessel,  Ken  bought  a  new  hull  and  a  used  off- 
shore-oil-rig  supply  boat  to  strip  for  parts.  He  built  his  own 
boat,  the  Jamaica,  at  one-third  the  cost  of  buying  a  new 
one,  and  took  out  $525,000  in  12-year  Small  Business 
Administration  loans.  The  gutsy  move  won  him  plaudits 
from  the  other  boat  operators  along  the  Chicago  water- 
front. But  Daren  was  upset,  recalls  Ken.  "She  said:  'You're 
risking  our  entire  livelihood  on  this  rust  bucket.' " 

The  rift  over  the  boat  exposed  larger  problems  in  their 
marriage.  For  one,  they  had  no  life  outside  the  business,  both 
agree.  Daren  wanted  Ken  to  spend  more  time  with  the  fam- 
ily. Ken  believed  he  owed  it  to  them  to  put  the  business  on 
a  more  solid  financial  footing.  So,  while  Ken  spent  the 
better  part  of  six  months  at  a  Louisiana  shipyard  super- 
vising construction  of  the  new  boat,  Daren  was  left  alone 
to  juggle  client  meetings  and  diaper  changes,  supervise  boat 
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maintenance,  and  sing  lullabies.  The  experience,  she  says,  was 
"sheer  hell."  By  the  time  Ken  piloted  the  Jamaica  up  the 
Mississippi,  Illinois,  and  Chicago  rivers  on  its  inaugural  voy- 
age in  August,  1990,  Daren  was  sick  of  the  boats. 

A  year  later,  she  and  Ken  adopted  a  child  and  Daren's 
focus  drifted  away  from  Wagner  Charter.  She  formally, 
resigned  as  an  employee  in  1995,  but  the  couple  continued 
to  quarrel  over  the  business,  especially  Ken's  long  hours  and 
Daren's  diminishing  involvement. 

Daren,  by  now  30,  had  begun  to  yearn  for  a  profes 
sional  identity  of  her  own.  "I  wanted  my  own  business,"  she 
says.  "I  told  him:  All  these  years  I've  worked  my  butt  off  to 
support  your  dream.  Now  it's  your  turn  to  support  mine.' " 

So  Ken  agreed  to  a  deal:  She  would  buy  rundown  his- 
toric houses  for  resale,  and  he  would  renovate  them  during    " 
the  off-season,  using  his  deckhands  as  a  construction  crew.  W 
The  new  company,  Metromorphis  Inc.,  was  incorporated 
in  1995.  Wagner  Charter  provided  initial  financing  and  co-  ma 
signed  some  loans.  Daren  insisted  that  both  the  new  com-  [w 
pany  and  its  checking  account  be  in  her  name  alone. 

At  first,  the  new  venture  looked  promising.  The  first 
job,  fixing  up  a  100-year-old  house  in  the  Chicago  suburb  n 
of  Elgin,  was  finished  on  time  and  netted  them  a  $20,00C 
profit.  But  the  second  project  was  far  from  complete  by  the  naliir 
time  Ken  and  his  crew  had  to  return  to  the  boats. 

That  led  to  more  marital  fireworks.  Ken  wanted  to  sel 
the  house  unfinished  and  pay  off  the  mortgage.  Darer  '«i 
insisted  on  pressing  ahead  and  hired  other  workers.  Ken'; 
mistrust  became  apparent.  "He'd  drive  by  all  the  time,  peek-   othdir 
ing  in  the  windows  and  spying  on  the  work.  He  couldn'   mirt  i, ■ 
stand  it  that  he  was  no  longer  in  charge,"  says  Daren,  wh( 
says  she  had  all  the  locks  changed  on  the  historic  house  t(  Hung 
keep  Ken  out.  "After  May,  1996,"  says  Ken,  "I  was  no  longe   iter,  rj] 
allowed  on  the  property." 

For  his  part,   Ken  says  the  visits  were   necessar;  (m> 
because  Daren  was  managing  their  finances  poorly.  "All  ou   W* 


Rocky  Road:  How 


IHave  clearly  definec 
roles  and  lines  of  au 
ity.  Dividing  respon 
ities  helps  keep  personal  1 
sions  from  spilling  over  i) 
the  business.  One  spouse 
might  handle  sales,  for 
instance,  the  other  the  tec 
cal  side  of  the  business.       \^ 
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free  cash  went  to  pay  enormous  labor 
costs,"  says  Ken.  "The  mortgage  on  our 
family  home  was  overdue." 

By  then,  the  Wagner  children  were 
the  only  glue  holding  the  marriage 
together.  For  the  kids'  sake,  Ken  and 
Daren  saw  a  marriage  counselor,  who 
suggested  they  sell  Wagner  Charter  and 
start  fresh.  But  they  argued  over  the 
terms  of  the  sale  in  front  of  prospective 
buyers,  scaring  them  off. 

By  August,  1997,  the  Wagners 
were  discussing  a  trial  separation,  and 
the  following  October,  Daren  filed  for 
divorce.  At  first,  the  split  was  cordial 
enough.  Ken  moved  to  an  apartment 
nearby  and  had  unlimited  access  to  the 
children.  But  things  deteriorated  quick- 
ly over  the  next  month.  It  started  when 
Ken  petitioned  the  court  to  declare 
Wagner  Charter  a  nonmarital  asset, 
noting  his  purchase  of  the  company 
before  their  marriage  and  Daren's  min- 
imal involvement  since  1991. 

Daren  was  quick  to  respond.  Noting 
that  her  name  was  still  listed  as  a  co-sign- 
er of  the  company's  annual  line  of  credit, 
she  wrote  their  bank  in  Nov.,  1997,  and 
withdrew  approval  for  all  "pending  and 
future  loans."  She  also  claimed  $200,000 
was  "missing  from  the  business  accounts 
and  unexplained."  In  response  to  Daren's 
letter,  the  bank  froze  Wagner  Charter's 
credit  during  a  six-week  investigation  but  found  no  impropri- 
eties, the  court  records  show.  During  that  time,  Wagner 
Charters'  employees,  who  have  backed  their  captain  through 


CLEANUP  CREW: 

The  Wagners' 
lawyers,  David  King 
and  Jim  Nadler 


the  entire  divorce  proceeding,  say  that  Ken  couldn't  meet  pay- 
roll. They  say  Ken  eventually  paid  partial  wages  out  of  his  own 
pocket  and  made  up  the  rest  once  the  bank  restored  credit. 

The  bank  restored  Wagner  Charter's  line  of  credit,  and 
tempers  might  have  cooled  with  a  bit  of  time  and  distance,  if 
the  estranged  couple  hadn't  been  forced  to  keep  running  into 


ay  Married  and  in  Business  Together 


i  Leave  business  prob- 
lems at  the  office. 
1 1  "Your  house  is  your 
t<  n.  When  you  walk 
in  igh  the  front  door,  shop 
(hould  be  banned, " 
psychologist  and  family 
•less  expert  Fredda 
Brown. 


3  Don't  use  the  business 
to  fight  your  personal 
battles.  "It  distracts 
you  from  your  work  and 

unnerves  your  employ 
ees,"  says  Jeffrey 
Brend,  a  divorce 
lawyer  and 
CPA. 


4  Make  it  legal.  Having 
an  exit  strategy  for 
your  business  in 
writing  could  prevent  big 
problems  later,  says  Charles 
Shainberg,  president  of  the 
American  Academy  of 
Matrimonial 
Lawyers. 


5  Don't  try  to  split  up 
both  your  marriage 
and  your  company 
at  the  same  time. 
Evaluate  whether 
being  business 
partners  or 
spouses  is  the  real 
problem. 
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It  was  my  belief  that  I  was  an  owndt 


each  other.  But  Ken  continued  to  manage  Wagner  Charter 
from  the  finished  basement  of  the  family's  4,000-square-foot 
ranch  house  in  the  western  suburb  of  Carol  Stream,  111., 
where  the  company  paid  $1,200  montldy  rent  for  use  of  the 
space.  Although  the  office  has  a  separate  entrance,  it  also  has 
a  staircase  leading  direcdy  to  the  kitchen. 

On  Dec.  15, 1997,  court  records  show,  Ken  ran  up  the 
basement  stairs  to  ask  why  one  of  their  three  children  had 
failed  to  meet  him  in  the  office  to  go  home  with  him  for  a 
pre-arranged  weekend  visit.  Through  the  closed  door,  they 
exchanged  angry  words.  When  Daren  refused  him  entry,  he 
shoved  the  door  open  so  hard  it  slammed  her  against  the  wall, 
Daren  charged.  Ken  says  the  shoving  was  an  accident.  Nev- 
ertheless, he  pleaded  guilty  to  a  charge  of  domestic  battery  in 
Apr.,  1998,  and  was  sentenced  to  counseling.  The  court 
issued  an  order  of  protection  that  lasted  until  Oct.,  1999. 

On  Dec.  16,  the  day  after  their  altercation,  court 
records  say  Daren  broke  the  locks  on  the  office  door  and  took 
financial  documents  out  of  several  company  file  cabinets. 
Ken  didn't  file  any  charges  against  her,  and  Daren  contends 
that  the  locks  shouldn't  have  been  there  in  the  first  place.  "It 
was  my  belief  that  I  was  an  owner  of  the  company  and  that  I 
had  access  to  the  office  and  the  papers,"  says  Daren. 


ORTUNATELY,  THE  CONSTANT 
strife  didn't  hurt  sales  at  the  Wagners' 
boat  business:  The  economy  was 
|  booming,  and  Chicago's  convention 
trade  was  thriving.  "The  boats  were 
sailing  full  every  night,"  says  Holly 
Agra,  who,  with  her  husband,  Bob, 
owns  and  runs  the  higher-end  Mer- 
cury Cruiselines,  Ken's  closest  rival. 

But  the  Wagners'  inability  to 
agree  on  anything  hurt  their  personal 
finances  and  Wagner  Charter's  long- 
term  health.  For  instance,  Ken  and 
Daren  had  to  request  extensions  from 
the  irs  for  their  1996-1998  tax  returns  because  they  disputed 
the  division  of  income.  Although  they  eventually  filed  their 
returns,  the  delay  kept  them  from  refinancing  their  home 
mortgage  and  business  loans  at  the  prevailing  lower  interest 
rates,  according  to  Brend's  valuation  report.  Their  squabbles 
also  put  the  kibosh  on  upgrading  Wagner  Charter's  fleet. 
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On-the-rocks.com 

Do  you  know  how  divorce  would  affect  your 
business  ?  These  Web  sites  could  be  helpful. 

WWW.fambiz.com  Good  starting  point  for  general 
information  on  running  a  family  business.  Click  the  links 
to  university-sponsored  family  business  centers. 
WWW.fn.org  Boston-based  Family  Firm  Institute 
maintains  an  active  list  of  consultants  and  advisers  by 
region,  and  has  some  articles  on  divorce. 
WWW.divorceSOUrce.com  Extensive  information 
and  community  site.  Articles  on  divorce  and  small 
business  tackle  topics  such  as  the  need  for  a  professional 
valuation  of  your  company. 

www.divorceinfo.com/familybusiness.htm 

Detailed  advice  on  everything  from  crafting  an  exit 
strategy  to  dealing  with  emotional  issues  to  managing  as 
partners  after  a  divorce. 


In  July,  1999,  the  court  finally  declared  Wagner  Charter 
a  nonmarital  asset — a  major  victory  for  Ken.  But  another 
year  of  court  battles  followed,  and  Ken  was  exhausted.  Last 
summer,  he  offered  Daren  the  boat  business  outright  if  she 
would  also  assume  its  debts — a  deal  she  accepted.  But  Ken 
refused  to  keep  the  business  open  while  she  refinanced  in  her 
own  name.  Daren  says  she  couldn't  meet  the  bills. 

Today,  Wagner  Charter  is  in  limbo.  Ken  shuttered  it  in 
January  and  laid  off  six  full-timers.  Both  boats  are  in  wet  stor- 
age, and  the  dock  lease  has  expired.  But  Daren  says  she  is  still 
taking  bookings  for  the  spring  and  summer.  She  says  she  has 
three  different  prospective  buyers  interested  in  reopening 
Wagner  Charter  under  the  same  name  at  another  dock  if  Lstance 
she'll  sell  it  for  the  value  of  its  assets  only — a  fraction  of  the  rtai!  stor 
company's  estimated  $1.5  million  worth  as  a  going  concern,   rodurt:; 

The  asset-based  sale  is  a  solution  both  Wagners  call  "stu 
pid"  and  one  that  Ken's  attorney,  James  A.  Nadler,  and  the 
business  valuator  Brend  had  urged  their  clients  to  avoid.  Nev- 
ertheless, Daren's  attorney,  David  A.  King,  describes  the  out- 
come as  "practically  inevitable,"  given  the  couple's  bitterness. 

The  final  tally  is  bleak:  After  paying  off  more  than 
1300,000  in  mortgages,  credit-card  debt,  and  attorney's 
fees,  there  will  likely  only  be  a  pittance  left  for  the  children, 


I 

aleslasi 

park; 
rastoo: 

"iends  w 
(canyc 

13'' 

Tom 


indleii-i 
allv 
id  to  eye 

ttedete: 


:i 


they  say.  And  Ken  will  have  nothing  to  show  for  the  years  meri^ 


he  devoted  to  Wagner  Charter.  "Too  many  people  are 
hurting;  I  just  want  it  to  be  over,"  says  Ken.  "Enough  is 
enough,"  seconds  Daren.  "It's  time  to  move  on. 


For  more  help  making  your  marriage  and  business  partnership 
work,  click  Online  Extras  at  smallblz.buslnessweek.com 
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f  the  company  r  says  Daren 

Married 

To  the  Biz 

Carol  and  Peter  Bass  had 
a  strong  partnership-that 
outlasted  their  marriage 


The  end  of  a  marriage  doesn't  have  to 
spell  the  death  of  a  business 
partnership.  In  the  seven  years  since 
Carol  and  Peter  Bass  divorced,  their 
Maine  Cottage  Furniture  company  in 
Yarmouth,  Me.,  has  expanded  from  20 
to  55  employees  and  reached  record 
ales  last  year  of  $7.6  million. 

Although  they  were  barely  speaking  when  they  split 
p  after  23  years  of  marriage,  the  couple  realized  there 
ras  too  much  at  stake  to  let  the  business  founder.  For 
ne  thing,  they  had  taken  investments  from  family  and 
■iends  whom  they  didn't  dare  let  down.  So  they  decided 
>  carry  on  in  their  respective  roles,  with  Peter  as 
lanaging  director  and  Carol  as  creative  director. 

To  manage  their  frazzled  emotions  after  the  divorce, 
ley  communicated  mostly  by  e-mail  and  kept  their 
istance  from  each  other:  Carol  stayed  mainly  in  the 
stail  store,  and  Peter  worked  a  mile  away  at  the 
roduction  facility.  "I  don't  know  how  well  I  could  have 
andled  it  if  we  had  been  running  into  each  other  in  the 
allways  all  day,"  Carol  remarks.  Still,  once  a  day  they 
ad  to  eyeball  each  other  at  the  staff  meeting.  "Our  motto 
•as,  'If  you  can  fake  it,  you  can  make  it,'"  says  Peter.  "We 
'ere  determined  to  act  cordial  to  each  other  for  the  sake 
f  the  employees.  After  awhile,  it  became  a  habit,  and 
/entually,  the  feeling  matched  the  behavior." 

Once  their  separation  was  official,  the  Basses 
nmediately  called  a  joint  staff  meeting  to  reassure 
mployees  their  jobs  were  secure  and  that  the 
Dmpany  would  continue  to  expand.  To  keep  the  staffers, 
tany  of  whom  were  their  friends,  from  choosing  sides, 
le  Basses  took  another  important  step:  "We  decided 
lat,  until  tensions  subsided,  the  sales  staff  who  used  to 
ork  for  Carol  and  the  manufacturing  employees  who 


happier  DAYS:  After  worked  for  Peter  would  report  to  me 

werecelrdial  tcfUcrf  instead, "  says  general  manager  David 

other  for  the  sake  of  Petersen,  who  was  sales  manager 

theiremployees  backthen 

It  was  the  kind  of  calm,  levelheaded  decision  Peter 
and  Carol  found  difficult  in  their  relationship.  "We'd 
probably  still  be  married  if  we  hadn't  gone  into  business 
together,"  says  Carol.  Adds  Peter:  "I  think  we  used  up  our 
emotional  capital.  You  build  up  goodwill  as  a  couple 
during  the  fun  times  and  expend  it  during  times  of 
stress.  We  had  nothing  but  stress."  So  much  stress  that 
Peter  urges  married  couples  not  to  become  business 
partners.  Ironically,  last  year  Peter  ignored  his  own 
advice  and  married  Maine  Cottage's  sales  manager.  But 
he  has  learned  from  his  mistakes,  he  says.  "At  5  p.m.,  we 
walk  out  of  the  office  and  ban  all  talk  of  business,  no 
matter  what  has  gone  on  that  day." 

Since  Paul's  remarriage,  Carol  has  resigned  as 
creative  director  to  write  and  illustrate  children's  books, 
but  retains  her  25%  stake  and  her  seat  on  the  board.  "I 
feel  I  still  have  his  ear,"  says  Carol.  Just  last  month  during 
a  catalog  photo  shoot,  she  told  Peter  a  new  couch  style 
was  a  little  too  puffy.  Immediately,  he  ordered  the  back 
cushions  replaced.  Apparently,  the  Basses'  mutual 
respect — and  their  furniture's  good  design — give  this 
company  its  sturdy  legs  to  stand  on. 

"MOLLY  GORDY 
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Small  Biz  BusinessWeek 


QCan  you  trust 
Corporate  America 
to  help  run  your 
small  business? 

Yes!...  and  no. 

We  look  at  bi 
Lcompanies-who 
ets  it,  who  doesn't, 
and  why  it's  so  hard... 


DID  YOU  EVER  TRY  TO  GET  A  NEW  PHONE  LINE  installed  at   BY  KIMBERLY  WEISUL 
'our  business?  Not  20  lines, just  one.  Or  have  you  had  the  pleasure  of  trying  to    n  i  i  |CTDATip\MC 
each  a  living,  breathing  customer  service  rep  at  your  friendly  computer  giant?    pw  pupiCTrAPH 

You  could  die  first.  NFIMANN 

For  entrepreneurs,  these  are  Rodney  Dangerfield  moments.  You  yearn  for 
i  little  old-fashioned  respect  and  understanding  from  Corporate  America,  and 
vhat  do  you  get?  Aggravated,  mostly.  "Large  businesses  trying  to  target  the 
mall-business  market  haven't  quite  gotten  it,"  says  Romanus  Wolter,  director 
)f  the  San  Francisco  Small  Business  Development  Center. 

It's  not  like  they  haven't  had  time  to  figure  it  out.  John  Cicco,  a  Mur- 
ysville  (Pa.)-based  consultant  who  tracks  small-biz  trends,  has  seen  the  big 
;uys  bumble  and  fumble  their  way  through  this  market  since  the  mid-'80s, 
vhen  he  began  surveying  small  companies  on  their  experiences  with  big  ones. 
,_Iow  does  he  describe  the  commitment  to  small  businesses  in  Corp- 
orate America?  "Decisions  are  made  on  the  damnedest  of  whims,"  says 
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Cicco.  "Somebody  was  impressed  by  somebody  who  said 
we've  got  to  do  something  about  small  business,  and  they  say, 
'Hell!  We'll  do  something  about  small  business.' Then  the 
next  person  comes  in  and  says,  'Why  are  we  spending  all  this 
money  on  small  business?'  And  the  program  gets  killed." 


THE  ATTITUDE'S  a  bit  mind- 
boggling,  really,  given  the  sheer 
size  of  the  small-biz  market  and 
the  attention  big  companies  are 
lavishing  on  it  these  days.  This 
year,  small  businesses  will  spend 
in  the  neighborhood  of  $5.5  tril- 
lion on  goods  and  services,  says 
the  Small  Business  Administra- 
tion's Office  of  Advocacy,  and 
$240  billion  on  new  technology 
alone,  says  the  Cahners-InStat  Group.  That's  caught  the 
attention  of  some  blue  chip  companies:  Gateway  Inc.'s 
founder  Ted  Waitt  is  extolling  the  power  of  small  business 
in  a  new  TV  commercial,  and  Oracle  Corp.  has  just 
launched  an  online  services  and  funding  marketplace  for 
small  companies.  Mighty  Microsoft  Corp.  spent  $150  mil- 
lion developing  its  small  business  effort  last  year. 

O.  K.,  it's  flattering.  But  should  you  bet  your  company 
on  the  idea  that  the  big  guys  will  get  it  right  this  time?  The 
answer  is  a  definite  maybe.  There  are  signs  that  some  big 
companies  are  getting  the  message,  and  BusinessWeek  Small 
Biz  has  identified  a  handful  that  consistently  get  high 
marks  from  entrepreneurs  (below).  The  winners  generally 
see  small  companies  for  what  they  are — part  of  a  very 
diverse  group  that  rejects  one-size-fits-all  solutions  and 
demands  good  customer  service.  The  laggards  remain 
hamstrung  by  sheer  size  and  bureaucracy,  if  not  a  complete 
lack  of  understanding  of  what  entrepreneurs  need.  Some 
examples  from  the  Faux  Pas  Hall  of  Fame: 


Getting 
It  Right 

These  big  players 
want  your  busi- 
ness, and  for  the 
most  part,  they're 
doing  a  good 
job  of  serving 
entrepreneurs 
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Ask  the  experts  which  big  com- 
panies really  deliver  on  their 
promises  to  small  business,  and 
the  same  nine  names  surface 
time  and  again.  These  giants,  it 
seems,  finally  get  it.  Maybe  they 
have  entrepreneurs  running  their 
small-business  group,  or  they 
deliver  real  information  in  real 
time  over  the  Web.  Whatever  the 
key  is,  they  all  provide  exception- 
al customer  service— the  one 
thing  all  small  businesses 
demand.  "If  there's  any  hint  of  a 
lack  of  attention,  small  compa- 
nies notice  it  right  away,"  says 
John  Cicco,  who  helps  big  com- 


■  The  Condescending  Parent.  Most  companies  have 
learned  to  avoid  phrases  like  "small  fry"  that  seem  calculat- 
ed to  insult,  but  two  summers  ago,  a  print  ad  from  Mind- 
Spring  Enterprises  Inc.  set  a  new  low.  It  featured  a  baby's 
head  and  the  headline,  "Some  Web  site  customers  need 
their  hands  held."  Just  below,  the  copy  read,  "Heck,  we'll 
even  burp  them  and  wipe  their  bottoms."  Inviting,  huh?  In 
truth,  entrepreneurs  as  a  group  are  better  educated  than 
their  peers  in  big  companies.  A  spokesman  for  EarthLink 
Inc.,  which  now  owns  MindSpring,  says  the  company 
"probably  would  not  have  gone  with  that  ad"  today. 

■  The  Giant  RoadblOCk.  Even  when  big  companies  try 
to  be  helpful,  their  bureaucracy  can  be  maddening.  David 
E.  Y.  Sarna,  ceo  of  22-person  ObjectSoft  Corp.  in  Hack- 
ensack,  N.  J.,  wanted  ibm  to  install  and  maintain  his  com- 
puter kiosks.  It  took  him  three  weeks  just  to  hook  up  with 
the  right  division.  Then,  ibm  work  rules  made  it  too  expen- 
sive, forcing  him  to  change  the  kiosks'  design.  Eventually, 
he  was  satisfied  with  Big  Blue's  service,  ibm's  explanation: 
Its  work  rules  simply  follow  federal  guidelines. 

■  The  EndleSS  Maze.  Toronto-based  Loofah  Commu-| 
nications,  a  29-person  marketing  company,  wanted  to  adi 
four  phone  lines  to  the  six  it  had  on  a  system  that  can  han 
die  up  to  24  fines.  But  Bell  Canada  Inc.  insisted  the  compa 
ny  needed  to  install  a  new  $10,000  phone  system,  trash  tb 
old  phone  sets,  and  buy  new  ones  for  $200  a  pop.  "The 
swine!"  says  Loofah's  Matthew  Wensley.  When  he  said  hi 
wasn't  about  to  install  a  $10,000  phone  system,  Wensley  wa< 
told  he  would  have  to  wait  several  weeks  for  any  service.  A 
request  for  lines  that  bypassed  the  old  system  wasn'i 
answered.  So  he  found  a  local  company  that  did  the  wiring 
in  five  days.  The  cost:  just  $350.  A  Bell  spokeswoman  say; 
it's  "unfortunate"  that  Loofah  wasn't  pleased,  and  that  Bel 
is  beefing  up  attention  to  small  business  this  year. 

Why  do  big  companies  stumble?  Often,  the  exec 
heading   up   corporate   small-business   programs   aren' 

Most  have  learn » 


panies  market  to  small  ones. 
Another  common  denominator 
for  the  nine:  Small-business 
sales  account  for  a  big  chunk  of 
their  revenues.  Truth  is,  they 
can't  afford  to  ignore  you. 

AMERICAN  EXPRESS  CO. 

2.5  million 

small-business  customers 

WHY  THEY  GET  IT:  The  AmEX 

small-business  credit  card, 
unlike  most,  is  not  just  a  gussied- 
up  consumer  card:  Your  credit 
limit  is  based  on  the  credit  histo- 
ry of  your  business  as  well  as 
your  personal  credit  history. 


Cardholders  get  discounts  at 
partner  merchants  without  hav 
ing  to  bother  with  extra  paper- 
work (AmEx  was  a  pioneer  here 
Plus  you  get  double  frequent- 
flier  miles  if  you  charge  your 
small-business  taxes  on  your 
AmEx  card. 

UNITED  PARCEL  SERVICE  INC. 

1.2  million 

small-business  accounts 

why  they  GET  IT:  You  can  cour    I 


on  the  company's  cadre  of 


87,000  well-trained  drivers— jus    , 
about  every  one  of  whom  you 
would  trust  with  the  keys  to  yoi    r 


iBtdt 

'Pttj 


**Hl 


SUPPLY 


SIDE 


^-eqa&SJ^-SSE 


Small  Biz  BusinessWeek 


avoid  using  phrases  like  "small  fry" 


lusiness.  No  ivory  tower  execu- 
tes here.  All  employees  are 
equired  to  do  a  stint  sorting 
tackages  and  driving  trucks 
tefore  joining  the  corporate 
iperation.  UPS  is  the  only  com- 
tany  that  delivers  to  every 
freet  address  in  the  U.  S.  Offers 
inline  package  tracking,  too. 

NTUITINC. 

\lmost  3  million 
JuickBooks  users 

VHY  THEY  GET  IT:  With  an  85% 

tiare  of  the  retail  accounting 
oftware  market,  they  must  be 
'Oing  something  right.  And  they 


really  do  care  what  you  think. 
Executives  keep  in  touch  with 
their  market  through  weekly 
"dine  with  a  customer"  lunches 
and  "follow  me  home"  sessions, 
where  execs  shadow  a  small- 
business  owner  for  a  day  to  see 
what  it's  like  in  the  trenches. 
The  head  of  QuickBooks  mar- 
keting used  to  run  his  own  small 
consulting  firm. 

FEDEX  CORP. 

Number  of  small-business 
accounts  not  disclosed 
why  they  GET  IT:  Small-busi- 
ness  owners  can  negotiate  their 


best  deal  over  the  phone  when 
they  set  up  their  account,  and 
the  discounted  rate  will  be  auto- 
matically embedded  in  their 
account  number.  FedEx  stations 
in  Kinko's  copy  centers  are  guar- 
anteed to  have  one  of  the  latest 
pickup  times  in  your  neighbor- 
hood. Great  reusable  boxes.  An 
alliance  with  U.  S.  Postal  Service 
gives  FedEx  the  ability  to  place 
drop  boxes  in  post  offices. 
Online  package  tracking. 

STAPLES  INC. 

8  million  customers 

WHY  THEY  GET  IT:  Kiosks  on  the 


sales  floor  let  you  order  out-of- 
stock  items,  pay  for  them  in  the 
store,  and  have  them  delivered 
to  your  office.  "Stand  behind 
guarantee"  means  if  you  have 
trouble  with  one  of 
Staples.com's  online  partners, 
which  provide  everything  from 
health  insurance  to  debt  collec- 
tion, you  can  clear  up  the  matter 
through  Staples  rather  than  con- 
tacting the  partner.  Staples' 
ambitious  Web  site  offers  online 
incorporation  services.  The  head 
of  business  services  previously 
was  a  successful  serial  entrepre- 
neur, and  its  chief  marketing  offi- 
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Bureaucracies  can  be  maddening 


plugged  into  the  culture  or  problems  of  entrepreneurs,  says 
Cahners'  Kneko  Burney.  "They  come  up  in  the  ranks  and 
only  know  how  to  sell  to  big  companies,"  she  says.  And 
when  a  rising  star  at  a  big  company  lands  at  the  top  of  a 
small-business  effort — someone  like  Cisco  Systems  Inc.'s 
Eugene  Lee,  who  ran  small-business  marketing  from  Sep- 
tember, 1997,  to  December,  1999 — they  soon  move  on  to 
more  glamorous  pastures.  Lee  now  heads  up  Cisco's  Inter- 
net communications  software  group. 


EVEN  WHEN  BIG  companies  do 
come  up  with  products  or  services  you 
really  need,  such  as  high-speed  Inter- 
net access,  they  tend  to  forget  that 
small-business  owners  usually  want 
plenty  of  support  after  the  sale,  says 
John  Warrillow,  a  Toronto-based  mar- 
keting consultant.  Big  clients  get  taken 
out  for  golf  or  lunch,  while  the  rest 
deal  with  resellers.  Small  companies, 
says  Warrillow,  "fall  into  this  no- 
man's-land,  which  means  they  get  crappy  service." 

How  do  you  locate  the  winners?  We  can't  guarantee 
that  any  particular  company  will  treat  you  like  gold,  but  we 
did  find  some  common  traits  in  our  search  for  the  best. 

■  Straightforward  product  offerings.  A  corporate 

product  or  service  should  make  it  easier  for  business  owners 
to  achieve  goals,  says  Wolter,  not  tie  them  up  in  fine  print. 
He  singles  out  PC  vendors  that  offer  a  big  rebate  but  lock 
buyers  into  long-term  contracts  with  an  Internet  service 
provider,  even  though  they  probably  already  have  an  isp. 
Dell  Computer  Corp.  has  done  this,  but  its  site  lets  you  con- 


cer  was  chief  operating  officer  of 
a  50-person  marketing  company. 

WELLS  FARGO 

1.5  million 
small-business  customers 

WHY  THEY  GET  IT:  Wells 

pounced  on  centralized  credit 
scoring  in  the  late  '80s  and 
revamped  the  company  to  focus 
on  small  businesses.  Borrowers 
can  get  up  to  $50,000  on  a  one- 
page  application.  It  was  among 
the  first  banks  to  take  the  Web 
seriously.  Researched  marketing 

linked  with  the  National 
Federation  of  independent 
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Businesses  and  National 
Association  of  Women  Business 
Owners. 

PAYCHEX  INC. 

352,000  small-business  clients 
why  THEY  GET  IT:  Unlike  other 
payroll  processors,  they're 
small-biz  specialists— Paychex's 
average  client  has  just  14 
employees.  Branches  in  103 
markets  mean  you  can  speak  to 
a  real  human  if  the  company's 
other  channels— Web,  fax,  and 
phone— fail  you.  "Pay  as  you  go" 
workers'  compensation  product 
lets  you  buy  insurance  without  a 


figure  a  computer  to  your  exact  specs  and  get  pricing  before 
you've  committed  to  anything— with  or  without  an  isp. 

■  A  dedicated  small-business  unit.  At  the  very  least, 

it  signals  a  level  of  commitment  and  a  fine  of  reporting  that 
the  ceo  is  likely  to  notice.  Last  year,  Microsoft,  3Com,  and 
Hewlett-Packard  set  up  divisions  to  focus  just  on  small 
business.  Staples,  Intuit,  and  Dell  have  actually  hired  for- 
mer entrepreneurs  to  head  their  divisions. 

■  A  Willingness  tO  Customize.  Vendors  need  to 
acknowledge  that  there  is  no  "typical"  small  company.  "A 
small-business  owner  doesn't  think  of  themselves  as 
small  business,"  says  ibm  Vice-President  Judy  Smolski. 
"They  don't  even  think  of  themselves  as  a  PC  buyer.  They 
may  think  of  themselves  as  an  architect  in  Los  Angeles." 

■  First-rate  CUStOmer  Service.  Ideally,  that  means  you 
get  to  talk  to  a  human  being  rather  than  deal  with  an  auto- 
mated system  and  that  someone  shows  up  fast  when  you 
need  help.  It  can  happen:  A  fax  line  at  long-distance 
reseller  BecauseWeLikeYou.com,  in  New  York,  went  down 
on  a  Friday.  Owner  Yosef  Rabinowitz,  knowing  he  would 
be  out  Monday,  asked  that  it  be  repaired  Tuesday.  Sunday 
afternoon  a  Verizon  technician  called  to  say  he  just  hap- 
pened to  be  in  the  area  and  wanted  to  know  if  it  was 
"O.  K."  if  he  fixed  the  line  right  away.  After  pinching  him- 
self, Rabinowitz  said  "yes"  and  his  problem  was  resolved  in 
20  minutes.  The  next  week  he  received  a  letter  of  apolog) 
from  Verizon  and  a  $5  calling  card. 

Hey,  at  least  the  big  players  are  trying.  And  they  know 
you're  skeptical,  because  that's  what  marketing  gurus  like  Johr 
Cicco  are  telling  them.  "Small  businesses  are  not  sitting  then 
believing  the  large  corporations  are  really  going  to  help  them, 
he  growls.  Still,  if  it  does  happen,  nobody's  likely  to  complain 


_J  For  more  information  on  dealing  with  big  companies,  visit  our 
web  site  and  click  Online  Extras  at  smallbiz.businessweek.com 


downpayment  or  a  painful 
annual  audit.  Founder/entrepre- 
neur B.  Thomas  Golisano  still 
runs  the  show. 


THE  ACCIDENTAL  EXPERTS 

SOUTHWEST  AIRLINES  CO.  and 
MARRIOTT  INTERNATIONAL 

A  company  doesn't  have  to  go 
after  small-business  customers 
to  win  their  loyalty.  These  com- 
panies just  provide  consistently 
great  service  at  reasonable 
prices.  Marriott  hotels  all  feature 
business  centers,  and  half  the 
rooms  have  high-speed  Net 


access.  The  less  expensive 
Courtyard  hotels  offer  in-room 
workstations.  Marriott's  loyalty 
program  is  the  fastest  in  the 
industry  to  yield  free  lodging. 

As  for  Southwest,  its  aver- 
age one-way  airfare  is  just  $85 
It  has  the  fewest  customer  com 
plaints  and  the  best  baggage- 
handling  record  in  the  U.  S.  On 
its  Web  site,  you  can  see  all  the 
possible  fares  for  a  given  route. 

Sure,  these  companies  are 
the  exceptions.  But  if  you've  go 
an  eye  on  growth  yourself,  it's 
nice  to  know  that  big  doesn't 
always  equal  bad. 


Information  is  a  power  tool. 

Just  plug  it  in. 

Click  on  businessweek.com/smallbiz  and  instantly  connect  with 
the  most  comprehensive  small  business  resource  available. 
Whether  you  want  to  locate  capital  or  find  qualified  staff,  choose 
the  right  office  network  or  select  the  best  health  plan,  you'll  find 
all  the  current  tools  and  continuous  updates  you  need  to  manage, 
finance,  and  expand  your  business. 

So  visit  www.businessweek.com/smallbiz  and  start  building  your 
company's  future  today. 
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FORGET  THE  IRS.  THOSE  SHADOWY  STATE  TAX  COLLECTORS  ARE 
THE  ONES  WHO  WILL  REALLY  DRIVE  YOU  CRAZY 

BY  VIRGINIA  MUNGER  KAHN 

Jackie  Reynolds,  president  of  Action  Medical  Products  in  San 
Diego,  never  thought  of  herself  as  a  slacker  when  it  came  to  paying 
business  taxes.  So  she  was  "dumbfounded"  in  1999,  when  she  got  a 
bill  for  $101,000  in  back  taxes  from  the  state  of  California.  "Luckily,  I 
was  sitting  down  at  my  desk,"  quips  Reynolds,  whose  three-employ- 
ee company  rents  out  orthopedic  rehabilitation  equipment. 

According  to  the  state,  Reynolds  had  failed  to  pay  the  so-called  use 
tax— a  levy  on  any  untaxed  goods  bought  outside  the  state.  Reynolds, 
who  maintains  the  state  made  a  mistake,  is  appealing  the  tax  depart- 
ments decision,  saying  she  can  prove  she  paid  the  sales  tax  to  her  ven- 
dors. But  the  state  says  it  has  no  record  that  the  vendors  passed  the 
money  along.  Regardless,  the  amount  in  question— $120,000,  includ- 
ing penalties— could  bankrupt  her  tiny  company,  she  says. 

Meanwhile,  Ellen  Chamberlin,  president  of  Luther  Construc- 
tion Inc.  in  Albuquerque,  fears  a  tax  dispute  with  Arizona  could  bull- 
doze her  $20  million  company  right  into  the  ground.  The  50-year-old 
family  business  is  fighting  to  overturn  a  bill  for  more  than  $300,000 
in  back  taxes  and  penalties  for  work  it  did  on  Navajo  reservations  in 
Arizona.  The  dispute:  whether  the  company  was  required  to  collect 
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As  the  economy  slows,  expect  state  agencies  to  become 
even  more  aggressive  in  making  up  for  lost  revenue 


gross  receipt  taxes  on  Indian-owned  land.  In  a 
case  now  in  Maricopa  County  Superior  Court, 
Luther  argues  that  a  previous  tax  rebate  proves 
the  company  should  not  have  been  required  to 
collect  the  tax.  Counting  attorneys'  fees,  back 
taxes,  and  penalties,  the  total  damage  could 
reach  nearly  a  half-million  dollars.  To  die  at  the 
hands  of  the  government  is  supposed  to  happen 
in  other  countries,  not  the  U.  S.,"  says  Chamber- 
lin.  "This  is  just  over  the  top." 


AND  YOU  THOUGHT  THE  IRS  WAS 

your  worst  nightmare.  Things  have  changed.  Under  pres- 
sure from  Congress,  the  Internal  Revenue  Service  has  been 
defanged,  and  federal  tax  audits  have  hit  record  lows. 
What's  really  making  entrepreneurs  lose  sleep  is  dealing 
with  state  and  local  tax  authorities.  They  collect  more  than 
50%  of  business  taxes,  and  nationwide  there  are  7,000  of 
them.  So  far,  say  tax  experts,  the  push  to  make  revenue  col- 
lectors customer- friendly  hasn't  trickled  down  to  this  level. 

Indeed,  as  the  economy  slows,  experts  expect  these 
already  aggressive  state  agencies  to  work  even  harder  to 
make  up  revenue  shortfalls.  "State  authorities  either  have  to 
raise  taxes,  which  takes  a  while,  or  become  more  aggressive 
about  tax  collection,"  says  Michael  Petrecca,  tax  partner  at 
PricewaterhouseCoopers  in  Columbus,  Ohio.  And  who's 
the  most  likely  target  of  this  aggression?  You  guessed  it: 
small  businesses.  That's  because  they  lack  the  big  staffs  to 
handle  the  increased  reporting  requirements  and  inquiries. 
"It  takes  the  same  amount  of  effort  to  comply  with  state 
laws  whether  you're  a  SI  million  business  or  $1  billion 
business.  It's  just  as  complex,"  noted  Steve  Starbuck, 
national  partner  in  charge  of  state  and  local  tax  consulting 
at  Ernst  &  Young  in  Washington. 

Just  how  bad  is  it?  Some  states,  such  as  Michigan, 
Kansas,  Indiana,  and  Oregon,  have  turned  to  private  col- 
lection agencies  to  go  after  delinquent  taxpayers.  State  tax 
authorities  in  New  York,  buoyed  by  two  recent  court  cases, 
are  pursuing  collection  of  the  so-called  telecommuter  tax, 
which  taxes  the  earnings  of  employees  of  New  York-based 
companies  who  choose — but  aren't  required — to  work 
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outside  the  state.  And  California  continues  to  make  exten- 
sive use  of  its  out-of-state  tax  bureaus  in  New  York,  Chica- 
go, and  Houston  to  make  sure  companies  in  the  East, 
Midwest,  and  South  pay  any  and  all  taxes  due  to  California. 
"If  you  sneeze,  and  it  gets  to  California,  they  think  you 
should  be  taxed  there,"  laments  Mary  Lou  Pier,  president  of  J 
her  own  cpa  firm  in  Chicago.  To  make  matters  worse,  the 
federal  moratorium  on  Internet  sales  taxes  expires  on  Oct. 
21.  Many  states  already  have  legislation  in  the  pipeline  to 
capture  a  share  of  those  e-commerce  revenues. 

As  if  tougher  enforcement  and  zealous  tax  collectors 
weren't  trouble  enough,  small-business  owners  are  drown- 
ing in  paperwork  from  multiple  tax  jurisdictions — each 
one  with  its  own  idiosyncratic  rules,  deadlines,  and  defini- 
tions. "Over  the  last  10  years,  the  administrative  burdens  of 
making  sure  we're  in  compliance  with  the  tax  laws  has  eas- 
ily doubled,"  says  Michael  Tincher,  president  of  Buker  Inc. 
in  Gurnee,  111.  It's  so  bad,  he  says,  "quite  frankly,  I  would 
never  start  another  business." 

In  1991,  the  10-person  consultancy,  based  near  the  I 
Wisconsin  border,  decided  to  set  up  satellite  offices  in 
three  additional  states  to  be  closer  to  its  clients.  Suddenly, 
Buker's  comptroller,  Joan  Bodenlos,  was  dealing  with  pay- 
roll, corporate  income,  sales,  and  use  taxes  in  five  different  I 
states — Illinois,   Wisconsin,   Utah,    Kansas,    and    New  I 
Hampshire.  On  her  bookshelf,  she  kept  a  stack  of  five  dif- 
ferent tomes  on  withholding  rules  alone.  "It  seemed  sol 
silly  with  just  10  people,"  she  says.  (The  satellite  offices 
closed  in  1997,  yet  the  hassles  continued.  Last  year, 
Bodenlos  still  had  to  file  income  tax  returns  in  two  states  I 
where  the  company  had  signed  long-term  leases.)  "Most I 
businesses  don't  understand  how  tangled  that  web  is,"  says  I 
Bodenlos.  "Even  after  we  closed  the  offices,  the  tax  issuesj 
haunted  us." 

As  a  rule,  the  more  sophisticated  and  aggressive  thel 
state  tax  department,  the  bigger  the  headache.  In  Newl 
York  and  California,  two  states  infamous  for  inducing 
high  anxiety,  audit  rates  average  3%  of  business  returns, 
says  Ernie  Dronenburg,  regional  tax  partner  at  Deloitte  & 
Touche  in  San  Diego,  and  a  former  California  tax  official  tit  r 
himself.  By  contrast,  the  audit  rate  for  many  midsize 
States  is  about  half  that.  The  easygoing  feds  audit  roughly 
1%  of  corporate  income  tax  returns  and  even  fewer  sole 
proprietorships. 

Perhaps  most  frustrating  for  entrepreneurs  is  that  n  - 
there's  no  one  clear  strategy  for  dealing  with  state  tax  col-  ti* 
lectors,  as  the  particular  sore  points  can  vary  widely  from 
state  to  state.  In  New  York,  for  instance,  a  particularly  con-  L 
tentious  issue  is  the  levy  on  telecommuters,  which  oppo 
nents  argue  has  been  taken  to  extremes.  Case  in  point:  In 


•ecember,  a  state  tax  court  ruled  that  George  A.  P.  Wallace, 
le  chairman  and  co-founder  of  Wallace  Eannace  Associ- 
es  Inc.,  an  equipment  marketing  and  distribution  compa- 
,-  in  Plainview,  N.Y.,  owed  New  York  $53,587  in  back 
xes,  even  though  Wallace  lived  in  Maine  and  spent 
most  90%  of  his  working  days  outside  New  York.  "It  was 
i  ie  petitioner's  choice  to  move  to  Maine,"  said  the  court, 
ating  that  the  move  did  not  pass  the  "necessity"  test 
hich  might  have  made  his  income  exempt.  Wallace 
:clined  to  comment,  but  company  President  Henry  C. 
unkel  Sr.  says:  "It  certainly  doesn't  seem  fair  that  New 


York  wants  to  tax  100%  of  his  income."     faber:  The  New 
tvt      ,,    i  n        t    t^  1  York  attorney 

New  York  attorney  reter  L.  b  aber,     says  tne  te|e. 

who  represents  a  computer  program-     commuter  tax 

mer  in  Nashville  in  a  similar  case, 

thinks  the  tax  policy  is  unfair  and  has  petitioned  the  state 

commissioner  of  taxation  and  finance  to  reconsider.  This  is 

"a  real  sleeper  issue,"  says  Faber,  because  corporate  officers 

can  be  held  personally  responsible  for  failing  to  withhold 

taxes  on  their  nonresident  employees'  income. 

State  officials  aren't  oblivious  to  the  burden  in  cases 

like  Chamberlin's  dispute  over  the  Navajo  construction 
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Never  try  to  represent  yourself.  One  wrong  word 
to  a  state  tax  agency  can  cost  thousands  of  dollars 


project.  "We  certainly  empathize  with  how  difficult  an  area 
of  tax  law  this  is,"  said  Jeff  Kros,  public  information  officer 
at  the  Arizona  Department  of  Revenue.  But  one  reason  it 
can  be  so  hard  is  the  sometimes-haphazard  way  that  rules 
get  applied.  Kros  contends  the  state  issued  two  rulings  in 
1989  that  spelled  out  its  position:  Work  done  for  any  gov- 
ernment entity — federal  or  otherwise — was  subject  to 
state  tax.  While  he  admitted  that  the  position  was  different 
from  that  taken  by  the  department  in  issuing  Chamberlin 
her  refund  on  the  previous  job,  he  said,  "having  someone 
scribble  a  reason  on  a  form"  should  not  be  relied  upon  as  a 
department  ruling. 

Nor  does  Kros  think  the  state  revenue  department 
should  be  held  responsible  for  the  possibility  of  Chamber- 
lin having  to  declare  bankruptcy.  "Those  business  decisions 
are  up  to  her,"  he  said.  "We've  always  worked  with  taxpay- 
ers to  set  up  payment  plans  based  on  ability  to  pay" 

Even  states  with  reputations  for  mild  manners — 
mostly  in  the  South — are  more  than  willing  to  go  after 
businesses  to  get  their  due,  but  they  do  it  with  a  lighter 
hand.  Like  California  and  all  the  other  states  with  a  sales 
tax,  Florida  collects  a  use  tax  on  out-of-state  purchases  by 
businesses.  But  while  Florida  will  assess  back  taxes  and 
interest  on  companies  that  failed  to  pay  the  use  tax,  it  will 
often  waive  penalties  if  there's  no  suspicion  of  fraud,  says 
:  Jose  E.  Valiente,  president  of  ValienteHernandez  8c  Co.,  a 
CPA  firm  in  Tampa. 


5  A  RULE,  BIG  BUSINESS  STILL 

gets  audited  by  the  states  more  than  small  companies,  but 
you  could  be  subjected  to  a  so-called  friendly  audit.  These 
reviews  are  aimed  at  relatively  young  companies — at  least 
two  years  old — to  make  sure  they're  complying  with  the 
law,  says  Dronenburg,  but  tax  authorities  tend  to  be 
somewhat  forgiving  when  mistakes  are  found.  They  don't 
have  to  look  far:  Small-business  owners  in  general  are 
more  likely  to  make  attention-getting  errors,  usually  out 
of  ignorance  or  carelessness.  Chicago  cpa  Pier  recalls  a 
family-owned  business  with  more  than  $1  million  in  rev- 
enues that  didn't  deposit  withholding  taxes  within  15 
days  after  the  end  of  the  month  in  which  the  money  was 
withheld.  The  state  immediately  sent  the  company  a 
penalty  notice.  While  Pier  tried  to  convince  authorities 
her  client  shouldn't  be  punished  for  failing  to  know  the  ins 


and  outs  of  withholding  rules,  the  company  ended  up 
paying  $3,000  in  penalties.  The  problem,  she  notes, 
stemmed  from  ignorance  by  the  family  member  put  in 
charge  of  payroll.  "You  need  to  hire  people  who  know 
what  they're  doing,"  she  says. 

What  if  your  state  does  hit  you  with  a  big  tax  bill  you 
don't  think  is  fair?  Get  professional  help  fast,  says  Leo 
March,  ceo  of  San  Diego-based  Integrated  Sign  Associates 
Inc.,  a  sign  maker.  "Never  have  direct  contact  with  these  peo- 
ple unrepresented,"  cautions  March,  a  veteran  of  six  state 
audits.  Why?  Because  if  you  say  the  wrong  word  or  fail  to 
correct  information,  the  agency  will  pounce  on  the  extra  rev- 
enue. March  once  faced  the  prospect  of  coming  up  with 
$50,000  in  cash  in  a  sales  tax  dispute  after  auditors  misclas- 
sified  his  company.  The  situation  wasn't  resolved  until  Dro- 
nenburg, who  was  on  the  state  tax  board,  intervened. 
Michael  Hoffman,  a  cpa  in  Princeton,  N.J.,  tells  of  a  firm  in 
which  the  controller  himself  responded  to  a  letter  from  the 
state  tax  agency  asking  for  data  on  whether  the  firm  had  tax- 
able sales  in  that  state.  The  controller  mistakenly  indicated 
that  it  did,  when  in  fact  the  sales  were  to  tax-exempt  schools 
and  police  departments.  But  "oops"  doesn't  cut  it  with  state 
bureaucrats:  It  took  $4,000  to  straighten  out  the  mess. 

If  you  discover  a  problem  with  your  state  taxes,  some- 
times the  best  approach  is  to  just  fess  up  and  negotiate  with 
your  state  department  voluntarily.  States  often  are  willing 
to  limit  the  number  of  years  for  which  back  taxes  are  owed 
and  will  abate  penalties  and  interest,  says  Ernst  &  Young's 
Starbuck.  If  negotiations  fail,  pay  up  first,  then  sue  for  a 
refund  later,  advises  Jack  E.  Karns,  a  tax  lawyer  and  profes- 
sor at  East  Carolina  University  School  of  Business  in 
Greenville,  N.  C.  At  least  you  won't  be  accruing  any  more 
interest  and  penalties. 

In  one  respect,  at  least,  dealing  with  state  tax  issues  has 
gotten  easier:  The  Net  has  made  information  readily  avail- 
able. Every  state's  Web  site  links  to  its  tax  department,  and 
some  have  special  sections  for  small  business.  You'll  find 
frequently  asked  questions  and  answers,  news  about  new 
taxes  and  rates,  filing  deadlines,  and  tax  forms  and  publi- 
cations. "Many  states  are  trying  to  reach  out  and  help  peo- 
ple," says  Dronenburg. 

That's  not  to  say  your  state  tax  department  will 
become  your  new  best  bud.  "They'll  do  everything  they 
can  to  lighten  your  wallet,"  says  Paul  Gada,  an  analyst  at 
cch  Inc.,  a  tax  and  business  publisher  in  Riverwoods,  111. 
It's  almost  enough  to  make  you  cry  uncle — for  Uncle 
Sam,  that  is. 


For  a  review  of  Web  pages  that  can  help  you  with  your  taxes, 
visit  our  Web  site.  Click  Online  Extras  at  smallbiz.businessweek.com 


BusinessWeek  Small  Biz  April  2,  2001  39 


BY  LYNN  BRENNER 


Yes,withaSEP-IRA.You 
and  your  employees  can 
set  aside  up  to  15%  of 
salary.  Deadline:  Oct.  15, 
if  you  use  extensions . 


DID  YOU  KNOW 


your  chances  of  getting  audited  by 
the  feds  are  at  a  record  low:  about 
1%.  Audits  of  corporations  dropped 
by  almost  13%  last  year. 


QUESTION: 


deductions  I 


mie;ni  nave  ovenooKear 


Don't  forget  health  insurance. 
If  you're  incorporated,  it's  100% 
deductible.  If  you're  a  sole  proprietor,  you 
can  deduct  60%  of  the  cost.  Take  it  right 
off  the  top,  like  an  ira  deduction,  and 
deduct  the  remaining  40%  under  medical 
expenses,  says  tax  accountant  Ed  Slott  in 
Rockville  Centre,  N.Y. 


2001 

■  Assets  of  S  Corps  and  LLCs  bought 
before  this  year  can  qualify  for  an 
18%  capital-gains  tax  rate  in  five  years  if  you 
"sell  and  repurchase"  them  by  next  April.  It's 
just  a  paper-shuffling  transaction,  and  quite 
legal.  Be  prepared,  though,  to  pay  capital 
gains  on  appreciation  rung  up  before  2001. 
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^^i^^      ^^^        . . .  find  out  what  state  income  tax 
~%  f    "^      credits  you're  entitled  to.  Some  state 
II  I     credits  have  names  similar  to  federal 

J^^^  ^^^^      credits  but  lower  requirement 

thresholds,  so  they're  easier  to  qualify 

for.  DO  hire  a  payroll  service  to  handle  your  withholding 
taxes.  There's  a  100%  penalty  for  failure  to  pay  them.  DO 
discuss  the  tax  consequences  of  any  major  business  decision, 
such  as  the  purchase  of  new  equipment  or  rental  of  new 
property,  with  your  accountant. 


Q: 

A:  Yes.  Congress  retroactively  abolished  the  1999  installment  tax  law.  if 
you  sold  all  or  part  of  your  business  in  installments  in  1999  or  2000  and 
paid  taxes  on  the  full  sale  price,  apply  for  a  refund. 


. .  .claim  a  tiny 
salary  from  your 
profitable  S 
corporation  to 
minimize  Social 
Security  and  Medicare  taxes.  It's  a  red  flag  to  the  IRS.  DON'T 
lose  track  of  year-to-year  carryover  deductions  for  state  and 
local  taxes  and  capital  losses.  DON'T  file  a  self-prepared, 
handwritten  return. 


A;  They  can  now  be  paid  quarterly  if  you  owe  less  than  $2,500. 


7% 

That's  the  percentage 
of  entrepreneurs  who 
say  federal  and  state 
gift  and  estate  taxes 
had  no  impact  on  their 
companies.  Only  2% 
were  forced  to  sell 
assets  to  pay  the  taxes, 
says  Arthur  Andersen. 
The  rest  hired  a  lawyer 
or  accountant  and 
set  up  trusts  to  duck 
the  impact. 
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SET  up  A  defined  benefit  plan  for  you  and 
your  employees.  You  can  put  away  enough  to 
fund  a  $130,000  annual  retirement  income 
and  get  a  tax  deduction  to  boot.  The  older  you 
are,  the  bigger  the  contributions  that  are 
allowed.  The  oldest  and  highest-paid  employ- 
ees get  the  lion's  share. 

hire  your  spouse  and  provide  medical  cover- 
age for  employeees  and  dependents,  voila— 
100%  deductible  health  insurance.  Two 
caveats:  Your  spouse  must  be  a  bona  fide 
employee  and  not  a  co-owner,  and  the  policy 
must  be  owned  by  the  business. 

QUESTION:  What  changes  in  the 
capital-gains  tax  rate  will  affect  my 
business  this  year? 
ANSWER:  The  rate  has  been  cut. 
For  example,  taxpayers  in  the  28% 
bracket  or  higher  will  pay  18%  on 
the  gain  from  assets  acquired  after 
the  first  of  this  year,  and  held  for  at 
least  five  years.  (This  applies  to 
assets  owned  by  S  Corporations 
and  llcs,  too.) 
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Hertz  thinks  small.  Small  rates 
for  your  small  business. 


Hertz  offers  a  special  low  rate  for 
small  businesses.  Like  yours. 

®ong  hours.  Crazy  deadlines.  Tight  budgets. 
You  know,  business  as  usual.  Hertz  understands 
small  businesses.  That's  why  we're  offering  you 
a  special  low  rate  on  a  variety  of  vehicles  that 
are  just  right  for  your  business.  Just  mention 
GDP#  1188888  when  making  your  reservation. 

Plus,  when  you  book  at  hertz.com 

you  can  enjoy  benefits  like 

double  #1  Awards  or  double 

frequent  traveler  miles  or  points. 

(T)ust  click  on  hertz.com  to  book  a  qualifying 
rental  in  the  U.S.  or  Canada  between  now  and 
6/30/01  with  PC#  919575,  and  you'll  get  your 
choice  of  double  frequent  traveler  miles  on 
most  major  U.S.  airlines,  double  points  with 
our  two  hotel  partners,  or  double  #1  Awards. 
You'll  find  a  list  of  participating  airlines  and 
hotels  on  hertz.com.  For  reservations,  visit  us 
on  the  web  or  call  your  travel  agent  or  Hertz 
at  1-800-654-3131  (double  #1  Awards  and 
miles/points  offers  available  on  the  web  only). 
Big  deals  for  small  businesses.  Another  reason 
nobody  does  it  exacdy  like  Hertz. 


exactly.® 


irtz  rents  Fords  and  other  fine  cars,  a  reg.  U.S.  pat.  off.  o  HERTZ  SYSTEM  INC..  20»|/U2«)1 

SLISI'T**^^  CuSt°merS  ™T  **;  reSide"tS  °f  *"  U  S  °r  Canada  l°  •*  e,i«ible  for  *«*  oSers  Minimum  rental  «*  <<*  ««*  »ff"  is  25  {exceptions  apply)  In  addition 
STLmd,  M  1  mOSt  IT"  U  S  'f nes/hotels  at  P«**  Hertz  locations.  Frequent  traveler  membership  card  most  be  presented  at  time  of  rental A  fl^nt  mav 2 
•quired  to  earn  double  muesw.th  certain  a.rline  programs  or  with  #1  Awards.  For  details  and  a  complete  list  of  participating  U.S.  partners   see  hertz  com   Standard  rental 

ptimerren^fTffertaTn  7T  T^ZF*  ^  ""^'^  ^  '**"  ^  ™  <"*»<>  °°  *"  *»  '^This  Ir  is  n.rf  availabt on Tnsulc,  2  Z£ 
iplacement  rentals.  Offer  may  not  be  combmed  wth  any  other  coupon,  discount  or  promotion  from  Hertz.  All  frequent  traveler/Hertz  #1  Awards  program  rules  and  conditions  apply 
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Need  a  Spanish  speaking  secretary,  a  Korean  interpreter,  or 
a  salesman  fluent  in  Hindi?  Deborah  Wainstein's  Priority 
Staffing  Solutions  Inc.  can  provide.  A  multicultural 
phenomenon  herself,  Wainstein  is  the  daughter  of  a  Russian- 
Jewish  doctor  and  Colombian  mother  who  spoke  Spanish  at 
homeand  was  educated  in  Hebrew.  "1  remembcrbeingpicked 
on,  we  were  so  different,"  the  Brooklyn  native  says.  "Now  I've 
been  able  to  work  it  to  my  benefit." 

She  stumbled  into  staffing,  joining  a  family  friend's 
company  after  abandoning  plans  to  become  a  clot  lung  designer. 
$chmo©zirig  In  several  tongues,  she  found,  helped  bring  in  the 
Client  s.  In  L999,  she  went  solo  wit  h  t  be  help  of  her  venture 
capitalist  brother.  Now,  Priority  Staffing  employs  nine,  sends 
out  60  temps  a  day  and  has  80  clients,  including  big  out  fits  like 
Kevlon  and  telecom  service  provider  RCN  Corp.  Wainstein 
showed  WN  executives  how  to  audition  temps  for  full  time 
:;.,!■  ••;  j(  .1 .:;      and  t  hey  haven't  forgot  ten.  "She  made  me  look 
i  good,'  says  human  resources  manager  Rocco  C.enova.  And 
a  success  in  anv  language.       |U.I.  !  I  AMlUJKii  COI'I.AN 


company:  l-'t  icinty  si.'nli 
Solutions,  New  York,  N.N 

REVENUES:  About  $2  mi 
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Want  to  earn  rewards  points  buying  wholesale? 


Let's  say  1,000  points  a  week  on  seafood. 


il  :  .  mi..     ■.))■. 


More  for  linens,  meat  and  produce. 


That's  a  trip  to  Maui,  just  by  using  this  Card 

The  Corporate  Card  for  Small  Business 
oiler-,  ilw  Membership  Rewards®  program 
You  can  earn  points  towards  free 

airline  tickets,  equipment  and  more. 

To  sign  up  visit  our  Web  site. 


americanexpress.com/smallbusiness 
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Developments  to  Watch 


BY  OTIS  PORT 


PRESCRIPTIVE:  Accenture's  smart  medicine  cabinet 


PITY  THE  POOR  PC: 
ITS  DAYS  MAY 
WE  NUMBERED 

:vi;i:y  four  years,  the 
issociation  for  Computing  Ma- 
■hinery  stages  an  exposition 
o  take  a  peek  at  high  tech's 
uture.  At  acm's  first  preview 
if  the  new  millennium,  held 
n  mid-March  in  San  Jose, 
}alif.,  there  was  the  usual  as- 
ortment  of  exhibits  and  ex- 
tert  forecasts — and  one  over- 
iding  message:  The  personal 


computer  as  we  know  it  is  on 
the  way  out,  or  should  be. 

Of  all  the  speakers  who 
bemoaned  the  PC's  shortcom- 
ings, William  A.  S.  Buxton, 
chief  scientist  at  Alias/Wave- 
front Inc.  in  Toronto,  was  es- 
pecially caustic.  For  two 
decades,  the  PC  has  remained 
essentially  unchanged,  apart 
from  having  "more  crap  on 
it,"  he  said.  If  Rip  Van  Win- 
kle had  dozed  off  in  1982,  just 
after  IBM  launched  its  first 
PC,  he  would  have  no  trou- 
ble with  today's  machines,  he 


said.  Buxton  even  suggested 
that  the  dearth  of  progress 
in  designing  friendlier  com- 
puters may  be  to  blame  for 
the  slump  in  PC  sales  and,  by 
extension,  in  high-tech  stocks. 
So  what  will  the  post-PC 
era  be  like?  Well,  many  func- 
tions will  fade  into  the  wood- 
work— literally,  if  the  exhibits 
on  display  were  any  indica- 
tion. Microsoft  Corp.  showed 
a  living  room  with  embedded 
smarts  controlled  by  wireless 
gadgets  that  understand 
speech.  At  Georgia  Institute 
of  Technology's  booth,  a  mod- 
el home  featured  a  kitchen 
with  sensors  that  read  bar 
codes  on  packages  to  help 
prepare  recipes  and  calculate 
when  to  reorder  foods.  And 
Accenture  (formerly  Ander- 
sen Consulting)  unwrapped  a 
medicine  cabinet  that  uses 
face-recognition  software  to 
identify  the  image  in  the  mir- 
ror. It  then  reminds  family 
members  what  medicine  to 
take,  makes  sure  they  grab 
the  right  vial  by  reading  the 
label— and,  for  those  with  al- 
lergies, relays  the  day's  pollen 
counts  from  the  Internet. 


SUPERCONDUCTORS  ARE  SIZZLING  AGAIN 


AT  THE  AMERICAN  PHYSICAL 

Society's  annual  meeting  in 
Seattle  in  mid-March,  su- 
perconductivity was  hot 
again,  recalling  the  frenzy 
at  the  1987  meeting.  It  fol- 
lowed the  discovery  of  high- 
temperature  superconduc- 
tors— unprecedented 
materials  that  conduct  elec- 
tricity without  loss  at  tem- 
peratures above  that  of  liq- 
uid nitrogen  (-196C),  an 
inexpensive  refrigerant. 

This  time,  the  excitement 
stemmed  from  the  surprise 
announcement  in  January  of 
superconductivity  in  magne- 
sium boride,  a  common,  off- 
the-shelf  compound,  by  Jun 
Akimitsu  at  Japan's 
Aoyama-Gakuin  University. 
The  aps  hastily  organized  a 
special  session  on  Mar.  12, 


where  the  crowd  heard  79 
reports  on  follow-up  work — 
even  more  than  the  50-odd 
papers  at  the  1987  session. 
The  research  frenzy  was 
not  triggered  by  the  temper- 
ature at  which  magnesium 
boride  loses  all  resistance  to 
electricity,  which  was  an 
unimpressive  -234C.  Rather, 
the  scientists  were  amazed 
that  a  common  compound 
had  been  missed  during  a 
decade  of  searching  for  novel 
superconductors.  That  indi- 
cates that  more  such  materi- 
als may  exist,  and  additional 
candidates  were  presented 
at  the  meeting.  Robert  J. 
Cava,  a  Princeton  University 
chemist,  announced  finding 
superconductivity  in  a  nick- 
el-containing magnesium 
compound. 


Even  though  these 
materials  become  su- 
perconducting only  at 
frigid  temperatures, 
they  are  inexpensive 
and  promise  to  be  much     ^w 
easier  to  fabricate  than        * 
brittle  and  expensive 
ceramics.  Plus  researchers 
are  already  starting  to  raise 
their  superconducting 
temperatures. 

Meanwhile,  a  team  at  Lu- 
cent Technologies  Inc.'s  Bell 
Laboratories  just  announced 
the  first  superconducting 
plastic.  Their  polythiophene 
material  works  at  a  frigid 
-270C,  far  colder  than  su- 
perconducting ceramics.  But 
the  researchers  think  refine- 
ments will  lift  the  tempera- 
ture— and  they  expect  the 
tricks  they  learned  will  pro- 
duce superconductors  from 
other  polymers,  too. 


INNOVATIONS 


■  The  Tongue  Display  Unit 
can  speak  to  the  brain  in  sen- 
sations other  than  taste.  De- 
veloped by  researchers  Paul 
Bach-y-Rita  and  Kurt  A. 
Kaczmarek  at  the  Universi- 
ty of  Wisconsin  at  Madison, 
the  device  looks  like  a  tongue 
depressor  connected  to  a 
small  electronic  box.  Images 
from  a  video  camera  activate 
gold  electrodes  on  the  mouth- 
piece. "Seeing"  with  the 
tongue  takes  many  hours  of 
practice,  but  eventually  the 
brain  adapts.  (Blindfolded  vol- 
unteers could  hit  a  ball 
rolling  down  a  ramp.)  The 
system  was  originally  devel- 
oped to  help  Navy  divers  in 
murky  water,  but  the  re- 
searchers think  it  could  also 
be  used  to  restore  a  sense  of 
touch  to  quadriplegics. 

■  Medicines  from  weeds? 
Don't  laugh — common  weeds 
may  harbor  more  new  drugs 
than  tropical  rain  forests. 
While  doing  research  among 
the  Highland  Maya  in  Chia- 
pas, Mexico,  John  R.  Stepp,  a 

University  of  Geor- 
gia graduate  stu- 
dent in  anthro- 
pology,   found 
they  regularly 
extract  medi- 
cines     from 
*  weeds.  Even 

MAYAN  CURE: 

Medicinal  weeds 


in  communities  adjacent  to 
forests,  the  Maya  prefer 
weeds.  So  Stepp  believes  un- 
told riches  may  be  lurking  in 
nearby  weed  patches. 
■  Purdue  University's  annual 
Rube  Goldberg  contest  is 
coming  up  Apr.  7.  Engineer- 
ing students  from  around  the 
country  will  compete  for  the 
wackiest  way  to  peel  an  ap- 
ple— honoring  the  200th  an- 
niversary of  Johnny  Apple- 
seed's  journey  through  the 
Midwest.  The  idea  is  to  build 
a  contraption  using  at  least 
20  unnecessarily  complicated 
steps  to  do  a  simple  task. 
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Information  Technology 


MOBILE  COMPUTING 


NO  CARTWHEELS 
FOR  HANDSPRING 

Rich  rivals  race  to  erase  the  company's  handheld  edge 


Jeffrey  C.  Hawkins  points  to  the  only 
clutter  in  his  otherwise  tidy  office:  a 
dozen  or  so  handheld  computers 
piled  on  a  shelf  like  wrecked  cars  in  a 
junk  yard.  Hawkins,  inventor  of  the 
wildly  successful  PalmPilot  organizer 
and  now  visionary-in-chief  at  upstart 
Handspring  Inc.,  could  be  dubbed  the 
Alexander  Graham  Bell  of  mobile  com- 
puting. But  he's  not  resting  on  such  ac- 
colades, and  keeps  the  heap  of  hand- 
18  a  reminder  of  the  tough  market 
i.  "There's  a  hell  of  a  lot  of  com- 
petition here,  and  there's  going  to  be  a 
lot  more,"  he  says.  "We  have  to  pre- 


pare ourselves  for  people  targeting  us, 
copying  us,  and  trying  to  kill  us." 

Paranoid?  Sure.  But  with  good  rea- 
son. The  handheld  market  has  become 
one  of  the  fastest-growing  corners  of 
techdom.  Researcher  idc  expects  sales 
of  the  gizmos  to  soar  52%  annually  until 
2004,  to  $10.7  billion  from  $2  billion  in 
2000,  far  outstripping  PC  growth.  And 
Handspring  is  becoming  a  player  to 
beat.  In  the  past  18  months,  the  com- 
pany has  sold  more  than  1  million  of 
its  Visor  computers,  giving  it  28%  of 
the  handheld  market  in  February,  up 
from  zilch  a  year  earlier,  says  researcher 


iy  to 

m 
fit 


PC  Data  Inc.  "Little  Handspring  ap    ft 
peared  suddenly  and  has  given  the  big 
established  players  a  run  for  their  mo: 
ey,"  says  idc  analyst  Kevin  Burden. 
Now,  Handspring  has  to  deliver 
convincing  second  act — something  it 
attempting  with  its  new  Visor  Edgi 
introduced  Mar.  12.  Problem  is,  the  con    i 
pany  may  be  losing  its  innovation  leac    sen 
Handhelds  are  outgrowing  their  roots  £   :  r, , 
electronic  organizers  and  mutating  int    am . 
Net  appliances  and  wireless  commun 
cation  tools.  That  could  tip  the  advai   i 
tage  to  players  using  Microsoft's  Pocke 
PC  operating  system,  a  slim  variant  < 
Windows  that  makes  the  Palm  operator 
system  Handspring  uses  look  long  i 
the  tooth.  Sure,  the  Palm  operating  sy 
tern  is  simpler  for  keeping  addresse   | 
but  Microsoft's  software  works  moi    L 
easily  with  programs  such  as  Word  ar 
has  multimedia  capabilities  far  beyor 
anything  Palm's  software  can  handle. 
ALBATROSS.  To  keep  its  edge,  Palm  I 
has  introduced  a  new  version  of  its  o 
erating  software  that  offers  better  colo; 
and  beefed-up  e-mail  security.  Whi| 
Palm's  new  system  needs  less  memo 
and  battery  power  than  Pocket  re,  ;m 
lysts  say  it  still  isn't  a  match.  Whai 
more,  insiders  say  Hawkins  may  be  ir 
patient  with  Palm's  pokey   progress 
although   lie's  sticking  with   Palm   I 
now.  The  Palm  <>s  "is  a  major  selli 
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NOT  TIED  DOWN 

Handspring's 
Hawkins  and 
Dubinskyvow 
to  keep  inno- 
vating 


feature"  for  Hand- 
spring, he  says. 

Visor's   biggest 
asset — its  easy-to- 
use  expansion  slot, 
called  the  Spring- 
board— could     be 
turning  into  an  al- 
batross, too.  The 
slot  holds  cartridges  that  turn 
Visor  organizers  into  electronic 
devices  such  as  digital  music 
players  and  phones.  But  at 
two  inches  long  and  half  an 
inch  deep,  the  slot  eats  up 
so  much  space  that  Hand- 
spring left  it  out  of  the 
$399  thin-and-light  Visor 
Edge.  The  rub  is  that 
Edge  users  need  an  ex- 
tra    attachment     for 
Springboard  add-ons. 
"People  are  going  to 
wake    up    and    say, 
'Hey,  wait!  Why  am 
I  carrying  a  bag  full  of 
Springboard  stuff  around?'"  says  Elan 
jnir,  chief  technology  officer  at  OmniSky 
■orp.,  which  sells  wireless  modems  and 
jrvices  for  both  Handsprings  and  Palms. 
Then  there's  the  changing  business 
innate.  Handspring  hit  it  big  with  con- 
lmers,  but  now  it  needs  to  break  into 
le  corporate  market.  Why?  Gross  mar- 
ins  for  handhelds  could  sag  from  30% 
)day  to  as  little  as  5%  within  a  few 
ears,  says  brokerage  Wit  SoundView 
ic.  To  make  up  the  difference,  Hand- 
Dring  has  to  grab  corporate  buyers 
ho  might  also  purchase  lucrative  sup- 
:>rt  services  from  Handspring.  Going 
)rporate  will  be  tough.  Palm  already 
js  200  salespeople  knocking  on  com- 
-j  any  doors,  while  Handspring  is  just 
arting  to  assemble  a  direct-sales  team. 
Handspring  could  be  further  ham- 
rung  by  limited  resources:  With  an 
/e  toward  turning  a  profit  by  the  end 
|  this  fiscal  year,  ending  June  1,  Hand- 
ling spent  only  5%  of  revenues — 
lout  $10  million — on  research  and  de- 
jlopment  in  the  last  six  months.  The 
rger  Palm  spent  more  than  $70  mil- 
Hi,  or  8%  of  sales,  in  the  same  period, 
tie  austerity  has  paid  off  in  results:  In 
ie  quarter  ended  Dec.  1,  Handspring 
gged  sales  of  $116  million,  12%  above 
3rj  lalyst  expectations,  and  lost  $7  mil- 
f  >n,  one-third  the  consensus  estimate, 
analysts  figure  sales  will  more  than 
ladruple,  to  $440  million,  in  fiscal  2001 
id  top  $735  million  the  following  year. 
These  numbers  have  helped  stoke 
andspring's  stock  price.  True,  as  the 
arket  has  dropped  Handspring  shares 
ive  fallen  from  an  October,  2000,  high 


of  $99.31  to  below  its  offering  price  of 
$20.  Yet  Handspring  is  still  valued  at 
more  than  $2.1  billion,  about  five  times 
its  estimated  2001  revenues.  By  com- 
parison, profitable  Palm  has  a  price-to- 
sales  ratio  of  four.  "Handspring's  man- 
agement has  a  record  of  innovation 
that's  unmatched,"  says  Buckingham  Re- 
search analyst  Peter  Labe. 
CLASH.  That  confidence  is  easy  to  un- 
derstand. Hawkins,  ceo  and  co-founder 
Donna  L.  Dubinsky,  and  marketing  chief 
Edward  T.  Colligan  virtually  invented 
the  handheld  computing  market.  In 
1996,    they    launched     the    original 


PalmPilot,  which  lit  a  rocket  under  the 
handheld  business  with  its  dead-simple 
design  and  ability  to  swap  data  effort- 
lessly with  pes.  After  3Com  Corp.  ac- 
quired Palm  in  1997,  the  entrepreneurs 
clashed  with  new  management  over  mar- 
keting and  production  plans.  The  inde- 
pendent-minded Dubinsky  resigned  in 
July,  1998 — and  told  the  bosses  Hawkins 
was  quitting,  too.  Hawkins  was  taken 
aback,  but  wasn't  completely  furious.  The 
two  had  discussed  bailing  out  for  a  while, 
and,  a  few  weeks  later,  they  founded 
Handspring.  Colligan  joined  soon  after. 
Lightning  struck  twice  with  Visor's 


THE  CROWDED  MARKET 
FOR  SMALL  DEVICES 


In  just  a  year  and  a  half,  Handspring  has  sold  more  than  1  million 
handheld  devices  and  grabbed  more  than  a  quarter  of  the  exploding  market. 
But  it  faces  plenty  of  new  challengers.  Here's  how  the  competition  stacks  up: 


PALM  INC. 


MARKET  SHARE 


B 


HANDSPRING  INC. 


MARKET  SHARE 


PRODUCTS  AND 

PRICES:  mlOO,  Palm 

NIC,  Palm  V  line,  and  Palm  VII  line; 

$150-$450 

STRENGTHS:  Market  leader,  with 
heavy  brand  recognition.  It  has 
signed  up  more  than  150,000  devel- 
opers to  create  software  and  hard- 
ware add-ons  that  will  turn  Palms 
into  more  than  electronic  organizers. 

WEAKNESSES:  The  operating 
system  is  too  simple  to  handle  future 
applications  such  as  video  and  voice 
recognition.  It's  difficult  to  connect 
to  Microsoft  Office  products. 


COMPAQ  COMPUTER 


MARKET  SHARE 

PRODUCTS  AND 
PRICES:  iPaq  and 
Aero  lines;  $500-$600 

STRENGTHS:  Uses  the  Microsoft 
Pocket  PC  operating  system.  Pocket 
versions  of  Microsoft  Windows, 
Office,  and  MP3  player  are  built  in. 

WEAKNESSES:  Component 
shortages  have  limited  supply.  The 
complex  Microsoft  operating  system 
makes  it  harder  to  quickly  develop 
compelling  new  software  applications. 

Market  share  data:  PC  Data 


wm 


PRODUCTS  AND 

PRICES:  Visor, 

Visor  Edge,  Visor  Deluxe,  Visor 

Platinum,  and  Visor  Prism  models; 

$150-$450 

STRENGTHS:  Its  plug-and-play  slot 
turns  the  Visor  into  a  cell  phone,  an 
MP3  player,  and  more.  Visors  can 
exchange  data  with  PCs  faster  than 
some  Palms. 

WEAKNESSES:  Does  not  include  flash 
memory;  models  cannot  be  upgraded  to 
allow  for  new  features  such  as  video 
and  voice  recognition  when  the  Palm 
operating  software  it  uses  changes. 


HEWLETT-PACKARD  CO. 


MARKET  SHARE 

PRODUCTS  AND 
PRICES:  Jornada  Pocket 
PC  and  Jornada  Handheld  PCs; 
$500-$600 

STRENGTHS:  Massive  processor  and 
memory.  Easily  links  to  Microsoft  Of- 
fice and  e-mail  software. 

WEAKNESSES:  Weighs  a  relatively 
heavy  nine  ounces  and  has  no  built- 
in  wireless  capability.  Because  it  runs 
on  the  Microsoft  system,  it  has  fewer 
developers  than  Palm. 

Other  data:  Company  reports.  BusinessWeek 
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innovative  design.  The  Springboard  slot 
transforms  the  device  into  a  game  con- 
sole, cellular  phone,  or  global-positioning 
system.  Some  40  Springboard  plug-ins 
are  available.  The  flexibility — coupled 
with  prices  that  undercut  Palm's  by  up 
to  a  third — was  a  hit.  Only  Palm,  now 
spun  back  out  of  3Com,  sells  more  units, 
with  a  59%  share  in  February. 
WISECRACKS.  The  defiantly  individualis- 
tic founders  also  infused  Handspring 
with  a  scrappy,  familial  culture.  Dubin- 
sky  used  a  Visor  to  write  her  wedding 
vows  last  summer — and  then  got  a  jolt 
when  groom  Len  Shustek  whipped  out 
his  own  Visor  during  the  ceremony  to 
read  his  response.  Hawkins,  the  dream- 
er, lights  up  when  talking  about  his  cre- 
ations and  warns  prospective  employ- 
ees: "If  you're  not  enjoying  yourself, 
you  shouldn't  be  here."  Colligan,  an  in- 
veterate jokester,  makes  frequent  wise- 
cracks to  lighten  the  tone  during  meet- 
ings. Once,  when  Hawkins  shot  down 
negative  comments  from  a  focus  group, 
Colligan  quipped  that  next  time,  Hand- 
spring should  test  only  people  sure  to 
agree  with  the  company.  Hawkins  got 
the  message — and  backed  down. 

Competitors  aren't  laughing,  though. 
Palm  is  fighting  back  with  new  low- 
end  models  targeted  at  Handspring's 
core  consumer  markets.  On  Mar.  19, 
Palm  introduced  revamped  high-end 
models  aimed  at  heading  off  Hand- 
spring's foray  into  the  corporate  sphere. 
Palm  also  is  betting  it  can  build  a  bet- 
ter mousetrap  with  a  smaller  expan- 
sion slot  and  a  postage  stamp-size 
memory  card.  Compaq,  meanwhile,  is 
doubling  the  memory  built  into  its 
sought-after  iPaq  Pocket  PC.  And  Re- 
search In  Motion,  the  Canadian  maker 
of  the  popular  Blackberry  wireless  e- 
mail  device,  is  adding  instant-messaging 
software  to  gain  additional  share  in  the 
corporate  market. 

Hawkins  now  faces  the  challenge  of 
proving  Handspring's  mission  statement, 
which  promises  to  "innovate,  innovate, 
innovate."  He's  hard  at  work  on  a  hand- 
held with  built-in  wireless  communica- 
tions— a  device  he  believes  will  help 
Handspring  capture  even  more  market 
share.  Hawkins  concedes  that  in  a 
young  business  that  has  sold  only  15 
million  units,  the  "killer"  device  that 
could  sell  in  the  hundreds  of  millions 
still  hasn't  been  created.  He's  as  likely 
as  anyone  to  build  it.  If  he  doesn't, 
though,  the  Visor  could  wind  up  in 
someone  else's  junk  pile. 

By  Cliff  Edwards  in  Mountain 
View,  Calif. 


BusinessWeek  oil  line 


For  more  on  handhelds  see  our  Palm  Readings 
column  at  www.businessweek.com/today.htm 


Sports  Business 


EDUCATION 


READING,  WRITING 
AND  WINNING 


With  its  star  trainers  and  demanding  regimen,  IMG 
Academies  is  more  than  a  sports  camp — and  far  pricier 


For  years,  Robert  Elias  wondered  if 
he  had  a  Martina  Hingis-in-the- 
making  in  his  tennis-playing 
daughter  Tenille.  At  age  11,  she 
had  thrashed  all  comers  and  was  ranked 
No.  1  among  girls  16  and  under  on  the 
family's  native  island  of  Trinidad.  She 
was  also  running  out  of  serious  oppo- 
nents. So  seeking  stiffer  competition, 
Elias  entered  Tenille  in  a  tournament  in 
Mexico  last  summer. 

Father  and  daughter  were  in  for  a 
shock.  In  a  field  of  girls  from  the  host 
country  and  around  the  Caribbean,  Te- 
nille hardly  shined.  In  fact,  she  was  dis- 
patched in  the  second  round.  "We  were 
quite  embarrassed  by  her  level  of  play 


compared  to  others,"  recalls 
professional  calypso  singer  who 
ed  a  family  building-supplies  compai 
Elias  was  curious  about  where  the  gi 
who  had  pounded  Tenille  had  be 
trained.  "Each  and  every  time  the 
swer  came  back:  a  tennis  academy 
Florida,"  he  says. 

Eight  months  later,  that  is  whe 
you'll  find  16-year-old  Tenille,  perfei 
ing  her  backhand  at  the  [MG  Academi 
in  Bradenton,  Fla.  She  is  one  of  4 
full-time  students  at  the  posh  athleti 
camp,  a  pricey  prep  school  for  kids  wi 
big  sports  dreams  and  parents  w  i 
the  big  hocks  to  nurture  them. 

Sports  camps  are  nothing  new 
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lany  as  7,500  kids  trundle  off  to  the 
mee  must  attended  baseball  camps  in 
'lorida  each  year,  mostly  during  spring 
leak   and   summer  vacation.  Tennis 
chonls  are  old  hat,  too.  Former  net 
lampion  Chris  Evert,  among  others, 
jns  one  near  her  home  in  Boca  Ra- 
ni. But  none  is  on  the  grand  scale 
f  the  IMG  Academies,  property  of    *M 
Bits  marketing  heavyweight  In- 
mat  ional  Management  Group. 
The  sprawling  180-acre  campus,  about 
3  miles  south  of  Tampa,  is  home  to 
ve  different  sports  schools:  tennis,  golf, 
Beer,  baseball,  and  hockey.  A  sixth, 
asketball,  bounces  into  action  next  fall. 


:ademy  students — most  are  in  high 
hool — attend  classes  4'A  hours  in  the 
orning  during  a  nine-month  school 
•ar.  About  120  go  to  an  on-site  school, 
e  Pendleton  School,  that  img  started 
5t  fall.  The  rest  attend  two  other  local 
ivate  schools.  Except  for  homework 
d  meals,  the  day  is  focused  on  be- 
ming  better  jocks.  Many  workdays, 
e  routine  includes  aerobics  drills  be- 
"e  breakfast,  strength  and  conditioning 
orkouts  before  dinner.  And  five  days  a 
iek,  there  are  intense  afternoon  work- 
ts  on  the  field,  rink,  or  court. 
"It's  not  for  the  faint  of  heart,"  notes 
ademy  soccer  coach  Tom  Durkin.  "A 
lyer  needs  a  certain  amount  of  char- 


acter and  discipline."  And  it  doesn't  hurt 
if  the  parents  have  a  Swiss  bank  ac- 
count. If  you  have  to  ask  what  it  costs 
to  train  the  img  way,  you  probably  can't 
afford  it.  The  standard  package — inten- 
sive coaching  and  training,  plus  a  psych- 
ology program  tailored  to  your  child's 
sport — runs  $20,000.  School  tuition  for 
the  budding  athletes — the  youngest  is 
an  11-year-old  tennis  phenom  from  Hol- 
land—adds $10,000. 

The  investment  can  go  higher.  Robert 
Elias  pays  an  extra  $5,000  for  Tenille's 
hitting  sessions  to  be  videotaped  and 
sent  to  him  in  Trinidad.  He  is  also  treat- 
ing his  daughter  to  special  sessions  with 


FIELDS  OF  DREAMS 


IMG  has  five  different  sports 
schools,  a  nine-month  term,  and 
tuition  starting  at  $20,000.  It  turns 
out  top  athletes — but  the  real 
basis  for  admission  is  parents' 
ability  to  pay,  not  physical  prowess 

a  sports  psychologist.  "I  have  given  her 
the  full  load  to  make  sure  she  over- 
comes any  stumbling  blocks  the  first 
year,"  he  says.  Elias  estimates  Tenille's 
academy  bill  this  year  at  $50,000. 
There's  even  a  14-year-old  German  boy 
whose  family  made  a  deal  for  three 
hours  of  personal  instruction  each  day 
from  academy  founder  Nick  Bollettieri. 
His  tuition,  Bollettieri  claims,  now  ex- 
ceeds $100,000. 

Many  families  choose  to  accompany 
their  children  to  Bradenton,  and  some 
even  buy  homes  nearby.  Increasingly, 
that  means  making  out  yet  another  check 
to  img.  The  first  phase  of  Bollettieri  Vil- 


las, a  condominium  complex  on  the  acad- 
emy grounds,  is  sold  out;  a  second,  where 
units  will  go  for  $250,000  to  $300,000,  is 
on  the  drawing  board. 

The  young  athletes  who  beat  a  path 
to  the  academy  are  a  diverse  group. 
This  year's  student  body  comes  from 
37  states  and  51  countries.  Athletic 
prowess  is  all  over  the  map,  too.  The 
tennis  program  is  murderously  compet- 
itive at  the  top  because  of  the  10  full 
scholarships  IMG  extends  to  the  best 
players  worldwide.  Golf — students  at- 
tend the  David  Leadbetter  Golf  Acade- 
my, also  owned  by  img — also  has  its 
stars.  Aree  and  Naree  Wongluekiet,  13- 
year-old  sisters  from  Thailand,  already 
rank  among  the  world's  best  amateurs, 
and  Naree  finished  in  the  top  40  at  last 
year's  U.S.  Open. 

SCHOLARSHIP  HUNT.  But  Open  con- 
tenders are  rare.  As  many  as  30%  won't 
play  at  a  level  above  their  high  school 
teams,  notes  one  academy  coach.  Some 
are  just  a  few  notches  above  klutz.  That 
should  come  as  no  surprise  given  the 
academy's  liberal  admission  policies.  No 
one  is  denied  a  place  for  lacking  athletic 
ability.  In  fact,  the  only  real  standard  is 
whether  parents  can  pay  the  freight. 

Shoshana  Krieger  of  Alpine,  N.J., 
makes  no  bones  about  her  reasons  for 
enrolling:  She  saw  it  as  a  way  to  trim 
her  figure.  That,  plus  she  had  always 
wanted  to  give  tennis  a  try.  "I  hadn't 
really  played  ever.  I  used  to  take  a  les- 
son once  a  week  about  two  years  ago," 
she  says.  But  she's  thrilled  with  her 
progress  so  far.  "I  came  here  and  my 
game  skyrocketed.  I  must  be  100  times 
better  than  before,"  she  bubbles. 

Most  academy  students  are  more 
skilled  than  the  novices  and  a  notch  be- 
low the  elite  players.  For  many,  the  ulti- 
mate goal  is  to  nab  a  scholarship  to  a 
top-rated  college  program.  Soccer  student 
Ananda  Erickson  of  Henderson,  Nev., 
has  narrowed  her  search  to  about  a  half- 
dozen  schools.  "She'll  have  the  opportu- 
nity to  go  to  a  Division  I  college,  where, 
if  she  had  stayed  in  Nevada,  she  would- 
n't," says  her  mom,  Kathy.  Her  husband, 
Ranel,  struck  it  rich  with  a  business-to- 
business  Internet  venture,  purchase- 
pro.com,  that  went  public  in  1999. 

When  Bollettieri  started  his  tennis 
academy  in  1977,  his  charges  had 
dreams  of  hitting  it  big  in  pro  sports. 
An  unabashed  self-promoter  who  extols 
his  school  with  religious  fervor,  Bollet- 
tieri started  small.  His  first  class  had  20 
full-time  students  and  no  place  for  any 
to  sleep.  Half  his  charges  ended  up  liv- 
ing in  his  house,  playing  tennis  by  day 
and  eating  frozen  pizzas  each  night.  Bol- 
lettieri bought  a  run-down  motel  and 
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turned  it  into  a  dormitory.  In  1981, 
he  raised  $2  million  to  buy  a 
tomato  farm  in  Bradenton  and  be- 
gan plans  for  a  tennis  academy. 
The  success  of  players  like  Jimmy 
Arias  and  Carling  Bassett,  two  of 
Bollettieri's  first  students  to  become 
successful  pros,  turned  him  into  a 
tennis  guru  and  the  fledgling  academy 
into  a  haven  for  talented  young  play- 
ers. It  attracted  the  interest  of  img, 
which  paid  $7  million  for  the  academy 
in  1984  and  kept  it  as  a  training  ground 
for  tennis  players  only.  In  1994,  img  be- 
gan adding  other  sports  programs. 
FEAR  THE  SUN?  At  age  69,  Bollettieri  is 
lean  and  as  leathery  brown  as  any 
horsehide  billfold.  He  greets  a  reporter 
wearing  only  white  tennis  shorts — no 
shirt — and  carrying  a  foil  reflector  to 
gather  every  last  sun  ray.  "Fear  the 
sun?  Been  in  the  sun  all  my  life!"  he  ex- 
claims. Then  he  stretches  out  in  a  chair 
and  bakes  some  more.  His  school  has 
nurtured  many  a  net  hero — Monica  Se- 
les, Venus  and  Serena  Williams,  Andre 
Agassi,  and  Anna  Kournikova  among 
them.  Bollettieri's  role  is  disputed — some 
players  claim  he  hindered  more  than 
helped  their  careers,  that  he  recruits 
better  than  he  teaches.  But  clearly,  he 
relishes  his  reputation  for  ferreting  out 
young  talent.  "How  do  I  do  it?  How  does 
[Allen]  Iverson  go  down  the  court  like  he 
did  last  night  to  beat  L.A.?"  he  says  of 
the  talented  basketball  player.  Bollettieri 
wags  an  index  finger  like  a  preacher  in 
his  pulpit  and  answers  himself:  "God 
gave  me  that  talent." 

Bollettieri  still  gives  lessons  to  acad- 
emy students  and  hammers  away  at  the 
importance  of  healthy  living:  He  fa- 
mously lectures  about  cutting 
back  on  burgers  and 
fries.  And  he  is 
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quick  to  brag  about  his  world-class 
pupils.  "Tommy  Haas  is  over  there.  He's 

[ranked]  about  17  in  the  world I  got 

two  girls  ranked  No.  32  and  47  in  world. 
Got  the  third-best  junior  in  the  world  at 
15 I  got  the  best  young  Afro- Amer- 
ican girl  coming  up.  I  got  the  world  12- 
and-under  champion.  And  then  I  got  a 
young  Jewish  girl  from  Holland  who  is 
off  the  walls." 

Bollettieri  constantly  downplays  what 
parents  should  expect  from  the  camp. 
"The  belief  that  the  students  here  all 
end  up  as  another  Agassi,  it's  coming 
down,"  he  says.  "The  academy  has 
earned  a  reputation  as  a  heckuva  place 
to  exchange  cultures,  to  try  to  get  phys- 
ically and  mentally  fit — and  also  pretty 
damn  good  at  the  sport  you  try." 

The  ambience  of  the  posh  campus  can 
send  a  different  message,  though.  Tennis 
courts — 45  outdoor,  8  indoor — stretch  in 
every  direction.  A  five-field  soccer  com- 
plex and  twin-diamond  baseball  com- 
plex are  due  to  open  soon,  img's  fitness 
facilities  are  among  the  most  sophisti- 
cated anywhere.  Its  International  Per- 
formance Institute  operates  in  a  30,000- 
square-foot  building  that  looks  like  an 
open-air  airplane  hangar.  Kids  strap  into 
bungee-cord-like  belts  to  run  through 
drills  that  build  agility  and  muscle,  ipi 
draws  big-league  stars  as  well.  Base- 
ball hotshots  Derek  Jeter  and  Nomar 
Garciaparra,    both    IMG    clients,    go 
through  workouts  during  the  off-sea- 
son. So  have  basketball  player  Kobe 
Bryant  and  football  quarterbacks 
Tim  Couch  and  Cade  McNown. 
In  fact,  on  any  given  day,  acad- 
emy students  are  likely  to  be  lift- 
ing weights  next  to  a  sports 
hero  they  have  only  seen  on 
ESPN.  "You'll  go  in  the  weight 
room,  and  there  will  be  a  famous 
athlete    sweating    away.    You're    all 
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friends,"  says  17-year-old  Joel  Canin< 
of  Syracuse,  N.  Y,  whose  soccer  squai 
recently  had  a  visit  from  Olympic  goli 
medalist  Michael  Johnson. 

Parents  are  just  as  impressionable 
Having  been  sold  on  IMG's  reputatio    I 
and  having  paid  the  steep  bill,  man 
want  to  see  results.  Tensions  mount  b<  | 
tween  staff  and  parents,  and  inside  fan 
ilies,  when  kids  don't  improve  as  rapk 
ly   as   mom   and   dad   hoped.   "Ever 
parent  wants  the  best  for  their  chil< 
But  we  see  many  with  the  attitude:      i 
was  a  great  hockey  player.  My  kid  hi   l| 

got  to  have  those  genes  in  him  somi 

where.'  It's  living  vicariously  throug 

a  child.  Often,  the  parents  don't  re 

ognize  there's  a  problem  until  late 

says  Carey  Benson,  a  counselor  in  tl 

academy's  sports  psychology  progra: 

who  meets  with  troubled  athletes. 

Back  in  Trinidad,  Robert  Elias  saj 


PUTTING  ON  THE  RITZ 


At  the  David  Leadbetter  Golf 
Academy,  some  students  rank  i 
among  the  world's  best  amateurs 
a  few  have  made  it  to  the  U.S.  Ope 

he  has  no  such  expectations  of  1 
daughter.  Whatever  she  makes  of  t 
experience  in  Bradenton  is  fine  w 
him,  though  he  would  like  to  see  I 
return  to  Trinidad  eventually  "to  op 
a  school  of  tennis,  to  pass  on  the  ex 
riences  she  has  had  to  the  young 
ones."  Tenille's  ambitions,  for  now,  ; 
different.  "My  father  has  paid  hundn 
of  thousands  of  dollars  for  mo  to 
here,"  she  says.  "I  want  to  pay  li 
back  and  get  a  scholarship  for  coll 
so  he  doesn't  have  to  pay  for  colleg 
That  dream  can  wait,  though.  For  n 
it's  back  to  the  tennis  court. 

By  Mark  Hijinan  in  Hidden  Ion,  h 
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PeopleSoft  CRM.  The  only  solution  scalable  enough  to  support  your  company's  success. 

Most  CRM  solutions  fail  when  too  many  users  attempt  to  access  the  system  at  once.  But  your  service 
requirements  are  growing  exponentially.  Providing  your  customers  with  24  hour  web  access,  mobile 
support,  and  telephone  self-service  tests  the  limits  of  your  solution.  Unless  you're  using  PeopleSoft. 
Because  PeopleSoft  Customer  Relationship  Management  can  easily  support  over  20,000  concurrent 
users — which  is  literally  thousands  more  than  our  largest  competitor — while  still  maintaining  a 
sub-second  response  time.  So  you  can  invite  all  of  your  customers,  employees,  and  suppliers  into  a 
collaborative  business  process  without  overloading  the  system. 

To  review  detailed  results  of  the  certified  technology  benchmark  that  measured  PeopleSoft  Call  Center 
client  response  times,  visit  www.peoplesoft.com/go/crmbench  or  call  1-888-773-8277. 

CUSTOMERS  •  EMPLOYEES  •  SUPPLIERS 


People  power  the  internet 


Working  Life 


THE  NEW  ECONOMY 


JOB  SECURITY,  NO. 
TALL  LATTE,  YES 

Which  traditions  from  the  dot-com  revolution  will  endure? 


When  dot-coms  started  building 
gourmet  coffee  bars  modeled  on 
Central  Perk  from  the  TV  show 
Friends — complete  with 
mood  lighting,  overstuffed  so- 
fas, and  14  varieties  of  pre- 
mium brews — some  won- 
dered if  the  New  Economy 
frills  were  getting  out  of 
hand.  It  was  one  thing  to 
hand  out  signing  )N 
bonuses  to  jani-  RETURN 
tors  and  maids  to  OF  THE 
summer  interns.  SU,T 
If  a  slowdown  occurred,  these 
perks  could  easily  be  whacked. 
But  caffeine-addicted  employees 
swarmed  the  espresso  machines 


The  any-kind-of-coffee-you-want 
largesse  is  not  the  only  New  Economy 
legacy.  Far  from  being  fads  that  will 
evaporate  like  so  many  market  caps, 
many  of  the  workplace  revolutions 
developed  to  coddle  employees  and 
warehouse  them  in  offices  for  as 
long  as  possible  might  very  well 
strengthen  during  the  next  15 
years.  Part  of  the  reason  is  eco- 
nomic. Even  with  the  slow- 


THE  NEW  NEW  WORKPLACE 


WHAT'S  IN 


Return  of  the  suit 


WHAT'S  OUT 


Anything-goes  clothes 


OUT  HOME  OFFICES 

in  their  lives,  many 
the  boomers  now  rur 
ning  the  show  spat  o 
bourgeois  values,  dis 
dained  all  things  corp( 
rate,  and  fancied  themselves  as  be 
hemians.  In  fact,  today's  corporat 
chieftains  make  up  the  first  generatio 
that  didn't  serve  in  the  armed  force 
and  wasn't  weaned  on  military  mode 
of  organization.  Thus,  some  have  n 
fashioned  offices  in  the  image  of  the 
freewheeling,  anti-establishment  value 
They  want  to  succeed,  but  they  al 
want  to  be  cool. 

Of  course,  not  everything  about  t 
loosey-goosey  New  Economy  workpl 
will  stick.  Skin-tight  spandex  and  sci 
facial  hair  at  the  office  are  fading 
fast  as  knee-length  skirts  on  the  n 
way.  Underscored  by  a  President 
requires  crisp,  company-man  dress 
suit  is  making  a  big  comeback.  So 
firms  such  as  recruiter  Korn/Ferry  ha 
even  reinstituted  the  butto 
down  codes  of  yore — except 
Silicon  Valley.  Already,  ret; 
er  Men's  Warehouse  Inc. 
fashion  designer  Joseph 
boud  are  forming  a  marketi 
alliance  aimed  at  the  res 


swarmea  me  espresso  maenmes           ,     h              ff      fa                   Expense-aCCOUflt  lunches       """"J  <UII,;u  *   ,  '  *  7J 
like  druggies  angling  for  a  fix "- - gence  of  professional  dress 


Yanking  this  freebie  could  send 
them  into  convulsions  of  revolt 
Not  to  worry.  The  dot-com 


Hooking  employees 
emotionally 


Hooking  employees 
financially 


Waning,  too,  is  the  reign 
the  unwrinkled.  Seasone 
over-40  types  bring  a  level 


era  may  be  dead,  but,  for  the      Offices  that  look  like  home  ...Home  ofl'ce.S  comfort  to  employers  that  poi 


most  part,  connoisseur  office 
coffee  is  here  to  stay.  In  fact, 
instead  of  worrying  about  being 
cut  off  from  their  caffeine  sup- 
plies, employees  can  also  look 
forward  to  mainlining  free  bot- 
tled water  and  subsidized 
snacks,  both  of  which  are  in 
the  offing  at  many  companies — 
despite  the  slowdown-induced 
emphasis  on  cost-cutting. 
SOUPED  UP.  What  began  as  a 
dot-com  dividend  has  "spilled 
over  into  a  legacy,"  says 
Richard  Wyckoff,  president  of 
corporate  America's  top  coffee 
supplier,  Aramark  Refreshment 
Services,  which  reports  that 
sales  of  souped-up  coffee  machines 
tripled  in  the  past  year.  Many  companies 
such  as  Philadelphia-based  Omicrom  say 
that  no  matter  how  bad  things 
get,  they  wouldn't  dare 
pull  the  perk.  Even  man 
agers  at  mci  Worldcom 
Inc.,  who  postmerger 
were  told  to  can 
the  coffee,  have  re- 
sumed re-ordering 


Boomers 

Boomeranging 

Clicks  within  bricks 

Background  checks 

Cash 

Employment  contracts 

Humility 

Realists 

Portland,  Chicago 

Playing  down  your 
dot-com  experience 


Gen  Yers 
Job  hopping 

Clicks 

Resume  fraud 

Stock  options 

Signing  bonuses 

Big  egos 

Dreamers 

San  Francisco 


pubescent  wireheads 
never  could.  Another 
casualty:  resume 
puffery.  Gone  are  the 
days  when  employers 
skipped  the  back- 
ground and  reference 
checks,  allowing  fak- 
ers to  sail  through. 
And  the  corporate 


IN  WORKAHOLH 


Talking  up  your 
dot-com  experience 


down,  companies  must  still  compete  for 
valued  knowledge  workers.  And  as  em- 
ployees are  forced  to  clock  workaholic 
hours  in  the  global,  24/7  econ- 
omy, companies  will  have  to 
make  offices  seem  more  and 
I     more  like  home. 

Attitudinal      shifts 

about  the  workplace 

are  also  a  key 

GEN  Yer»    factor.  Earlier 


carpetbaggers    who   bounc 
from  job  to  job,  collecting 
ter  paychecks  and  more 
tions  along  the  way,  are 
longer  laughing  at  those  "lj 
alist  losers."  They're  askj 
them  for  jobs. 

But  for  the  most  part,  dot-com  stl 
perks  will  become  permanent  fixtul 
of  the  work  landscape.  Cultural  chanj 
wrought  by  the  New  Economy  St 
from  when  all  those  startups  were 
phoning  off  Old  Kconomy  workers  an 
the  worst  labor  shortage  in  mod 
history.  Rather  than  sit  back  and  tJ 
it,  Big  Five  accounting  linns,  Rust   l| 
stalwarts,  investment   banks,  and 
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|  Events 

THE  2001 

CEO 

SUMMIT 


This  September,  BusinessWeek 
will  convene  an  elite  group  of 
visionary  business  leaders  at  the 
Ritz-Carlton  in  Washington,  D.C. 
This  private,  invitation-only 
event  offers  the  world's  most 
innovative  business  minds  a 
unique  forum  in  which  to 
examine  the  challenges  facing 
businesses  today. 


The  Ritz-Carlton 
Washington,  D.C. 
September  20-21,  2001 

For  more  information  about  this 
exclusive  event,  please  contact 
Julie  Terranova  at  212-512-2184. 

For  information  on  sponsorship 
opportunities,  please  contact 
Kim  Harrell  at  212-512-2358. 


Division  of  The  McGraw-Hill  Companies 
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firms  were  forced  to  remake 
themselves  in  the  image  of 
their  worker-snatching  ri- 
vals. The  strategy  shifted 
the  balance  of  power  in  em- 
ployees' favor,  and  compa- 
nies still  haven't  been  able 
to  completely  regain  then- 
upper  hand.  That's  why  the 
recent  pileup  in  layoffs  isn't 
going  to  magically  turn 
IN  IN-HOUSE  everyone  back  into  a 
COFFEE  BARS  gold-watch  seeker. 
Those  days  have  been  replaced  by  the 
free-agent  mentality,  in  which  the  most 
talented  workers  can  still  afford  to  seek 
better  deals  within  their  companies  and 
on  the  open  market. 

The  smartest  companies  know  this. 
Instead  of  ensnaring  employees  finan- 
cially with  more  signing  bonuses  and 
huge  salaries,  they  are  trying  to  hook 
them  emotionally  with  management  re- 
treats, special  awards,  and  assistance 
with  elder  and  dependent  care.  And 
rather  than  resorting  to  their  old  strate- 
gy of  assembling  secret  swat  teams  to 
psychologically  pressure  would-be  defec- 
tors into  staying,  they  are  rechristening 
these  leave-takers  "alumni"  and  bidding 
them  to  boomerang  back  to  the  firm — if 
and  when  it's  still  hiring. 

That's  why  Ernst  &  Young  renamed 
its  Office  for  Retention  this  month  to 
the  Center  for  the  New  Workforce. 


OUT  SAN  FRANCISCO 

"People  will  have  nine  jobs  by  the 
time  they  are  30,"  says  e&y  job  czar 
Deborah  K.  Holmes.  "We'd  be  delight- 
ed to  be  two  or  three  of  those  jobs." 
And  when  skilled  workers  take  those 
jobs,  they'll  do  so  with  dot-com-style 
employment  contracts  in  hand  that  pro- 
tect them  from  mergers  and  down- 
turns. After  all,  the  Nasdaq  may  be 
in  shreds,  but  if  talented  workers 
learned  anything  from  the  boom,  it's 
that  their  careers — and  offices — don't 
have  to  be. 

By  Michelle  Conlin  in  New  York 


CRIME 


IF  THE  PARDON  DOESN'T 
COME  THROUGH... 


year 


Convicted  swindler 
Ron  Cohen  is  counseling 
white-collar  crooks  on 
how  to  cope  with  prison 

Twenty  years  ago,  Dallas  high  soci- 
ety fell  hard  for  a  squat,  balding, 
Mafia-don  lookalike  named  Ron  Co- 
hen. At  the  city's  ritziest  restau- 
rants and  most  exclusive  parties,  the 
money  manager  would  hold  sway,  swig- 
ging scotch  and  regaling  white-glove  at- 
torneys, doctors,  and  executives  with 
tales  of  his  30%  monthly  returns  and 
magician-like  ability  to  pick  the  winners. 
Before  long,  the  high-roller  would  simply 
open  his  mouth,  and  the  socialites  would 
write  their  checks — at  one  point,  $80  mil- 
lion worth. 

What  Cohen  didn't  tell  his  clients, 
who  also  included  suspected  drug  traf- 
fickers, was  how  he  was  jetting  off  to 
Las  Vegas  with  their  cash,  leveraging 
their  accounts  to  the  hilt,  and  paying 


them  phony  profits  with  newcomers'  c 
posits.  His  operation,  far  from  being  tl    i 
sure-bet  money  factory  he  said  it  w; 
turned  out  to  be  the  biggest  Por 
scheme  Dallas  has  ever  known. 

More  amazing  is  that  the  smoot 
talking  Cohen,  who  started  markii 
chalkboards  at  brokerage  houses 
Seattle  when  he  was  just  13,  didn't 
this  just  once  but  three  times.  Ea 
time  he  went  to  prison,  and  each  tir  i| 
he  came  out,  only  to  start  the  whc 
scam  over  again,  sometimes  re-sedi 
ing  the  same  investors. 

His  last  sentence  at  Texarkana  end 
in  January,  2000.  It  was  during  that  ftn 
year  stint  that  Cohen,  54,  says  he  fina 
accepted  he  was  an  alcoholic,  got  ps 
chological  treatment,  started  taki 
Prozac,  and  became  inspired  by  an  id 
for  what  he  claims  is  his  first  legitim 
business  venture,  the  Dallas-based  Clit 
Advisory  Group. 

The  company  is  the  nation's  03 
felon-run  consulting  service  that  pit 
newly  convicted  white-collar  crooks 


ape 

hew 
lasts 
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hat  to  expect  once  they  get  to  prison, 
•aching  them  about  how  to  make  their 
ird  time  easier — a  sort  of  school  for 
■oundrels.  Already,  Cohen  has  won  en- 
>rsements  from  several  heavy-hitting 
;fense  lawyers,  plus  the  former  U.S. 
ttorney  and  private  eye  who  first 
;lped  put  him  away. 
Cohen  recognized  his  market  niche  a 
w  years  ago  when  he  watched  a  bank 
;ec,  convicted  of  taking  kickbacks,  show 
>  for  his  first  day  of  prison  wearing  a 
olex,  a  Fila  jogging  suit,  and  a  brand- 
w  pair  of  Air  Jordans.  (You  can't  bring 
iy  of  your  own  gear  inside.)  The  felon 
en  expected  to  order  up  a  furlough  for 
i  e  following  weekend  like  it  was  a  din- 
r  reservation.  (Furloughs  are  virtually 
'nexistent  today.)  The  white-collar  con 
50  brought  along  his  own  fridge — "half 
e  A&P,  for  Chrissakes,"  Cohen  recalls — 
d  the  assumption  that  he  would  be 
•le  to  order  in  pizza  and  have  conjugal 
sits  in  his  private  room.  (No  to  all  of 
e  above.) 

Who  told  him  all  this  would  fly?  "His 
wyer!"  yells  Cohen,  who  speaks  in 
motivational-speaker  stream  of 
e  xclamation 
points.  "It's 
beyond  ridicu- 
lous!"  Cohen 


Cohen's  resume  boasts 
10-plus  years  as  an  inmate" 
in  five  federal  institutions 


noticed  that  a  lot  of  white-collar  crooks, 
represented  by  some  of  the  nation's 
best  lawyers,  were  utterly  clueless 
about  life  behind  bars,  from  former  vips 
who  thought  prisons  had  golf  courses  to 
those  afraid  of  getting  raped.  Some 
showed  up  waving  a  panoply  of  plat- 
inum, only  to  learn  that  the  prison  com- 
missary just  accepts  money  orders.  Oth- 
ers thought  they  would  be  allowed  to 
continue  overseeing  their  empires,  or 
at  least  day  trade,  only  to  be  forced  to 
forfeit  their  cell  phones  and  laptops  and 
have  all  their  calls  monitored.  Most  for- 
got to  bring  the  one  thing  felons  are  al- 
lowed: a  phone  list  with  all  of  their 
numbers.  Another  shocker:  They  would- 
n't be  doing  time  with  their  own  kind. 
With  fewer  arrests  for 
white-collar  crime  and 
prison  overcrowding, 
these  former  moguls  of- 
ten have  to  bunk  up 
with  street  thugs. 

So,  for  $150  an  hour, 
Cohen  coaches  scofflaws 
on  everything  from  how 
to  ace  the  pre-sentenc 


TIPS  FROM 
COACH  COHEN 

Making  hard  time  easier 
for  white  collar  crooks 


►  No  business  allowed — 
leave  the  cell  phones,  golf 


first-class  travel.  Instead  of  his  custom- 
made  Armani  suits,  he'll  be  picking  his 
pants  out  of  a  prison  catalog.  Moreover, 
Cohen  is  helping  him  prepare  to  lose 
control  of  his  life,  take  orders  from  people 
with  less  education  and  less  money,  and 
battle  a  mental  boredom  that  only  con- 
victs know.  "I'm  closer  to  him  than  I  am 
to  my  lawyer,"  Ashe  says. 

So  far,  Client  Advisory  Group  is  a 
low-overhead  gig.  Cohen  runs  it  with 
one  cell  phone  and  no  assistant  from 
his  home,  a  bare-bones  room  in  Dal- 
las' Homewood  Suites  Hotel  that's  big 
enough  to  have  his  7-year-old  son 
Dak — who  he  named  after  the  Nas- 
daq— for  an  overnight  stay.  ("Try  get- 
ting a  rental  if  you're  an  ex-con!") 

When  Cohen  gets  a 
new  referral,  he  informs 
his  parole  officer  and 
takes  the  next  flight  to 
meet  the  client.  At  first, 
defense  attorneys  were 
leery  of  recommending 
Cohen  to  their  clients. 
Some  agreed  to  meet 
with  him  only  out  of  cu- 


clubs,  and  laptops  at  home, 
ing  investigation  to  re-      - ■■—-■■ nosity — to  get  a  real-life 


questing  a  palm-tree- 
lined  Club  Fed  to  how 
to  cope  with  those  near- 
ly inevitable  Dear  John 
letters.  But  the  most 
valuable  information  Co- 
hen provides,  clients 
such  as  31-year-old  Ben- 
jamin Ashe  say,  is  about 
how  to  shave  time  off  of 
their  sentences.  Had 
Ashe,  an  executive  at  a 
prominent  D.  C.  real  es- 
tate company,  never  met 
Cohen,  the  convicted  di- 
amond-and-cocaine 
smuggler  would  have 
made  the  same  mistake 
a  lot  of  swindlers  make: 
requesting  a  facility 
near  home.  Cohen  said 
to  ask  for  a  prison 
where  Ashe  could  get 
another  college  degree  and  enroll  in  a 
500-hour  drug-and-alcohol  program  that 
would  cut  20%  off  his  five-year  sentence. 
CRAB  CAKES.  With  Cohen's  help,  Ashe 
reported  this  month  to  the  Morgantown 
(W.  Va.)  facility,  which  not  only  offers 
those  programs  but  also  steak  and  crab- 
cake  dinners,  a  nutritionist, 
and  a  playroom  for  Ashe's 
visits  with  his  son.  Ashe  says 
Cohen  also  helped  him  pre- 
pare psychologically,  adjust- 
ing to  a  life  without  his 
sapphire-blue  Jaguar  S  and 


►  Prison  personnel  are  not 
your  "staff."  Don't  argue 
with  them. 


►  Don't  flaunt  your  mil- 
lions— leave  the  swagger  at 
the  door. 

►  Prepare  to  receive  a  Dear 
John  letter  from  your 
spouse/partner. 

►  Don't  make  any  deep, 
long-lasting  friendships, 
don't  join  cliques,  but  be 
cordial  to  everyone. 

►  Your  platinum  cards  are 
not  welcome  here.  Bring 
money  orders.  Lawyers  conference  at 

►  Stay  busy  (even  if  it  Atlanta's  Four  Seasons 
means  arts  &  crafts).  The 
mental  torture  is  the  worst. 


sighting  of  the  Dallas 
legend.  But  after  Cohen 
had  some  success  with 
his  first  few  felons,  word 
spread  through  the  le- 
gal community,  where 
Cohen  circulated  mar- 
keting materials,  includ- 
ing a  resume  that  lists 
"10-plus  years  as  an  in- 
mate" and  "served  time 
in  five  different  federal 
institutions." 

Cohen's  big  break 
came  last  October  when 
he  was  invited  to  speak 
at  the  tony  American 
Board      of      Criminal 


Hotel.  Since  then,  he 
has  gotten  referrals 
from  100  different 
lawyers  and  has  coached  50  clients.  "This 
is  jail,  not  Yale!"  he  bellows  in  his 
Baretta-style  tough  talk.  So  far,  Cohen's 
clients  seem  pleased.  "I  think  it's  some- 
thing that's  really  needed  in  our  profes- 
sion," says  New  Orleans  defense  attorney 
Michael  H.  Ellis.  Not  everyone  is  buying 
Cohen's  straight-world  makeover,  though, 
and  there  are  predictions  that  hell  strike 
again.  To  this,  Cohen  thunders:  "You 
think  I'm  crazy?!"  One  more  misstep, 
and  the  colorful  con  man  knows  he'd  be 
heeding  his  own  advice — for  life. 

By  Michelle  Conlin  in  New  York 
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STOCKS 


A  DEFINITE  SELL? 
GIMME  100  SHARES 

Brokerage  calls  keep  missing  the  mark-and  then  some 


pc 


Who  says  you  can't  make 
money  by  following  a  Wall 
Street  analyst's  recommen- 
dations? Just  do  exactly 
the  opposite  of  what  they  say,  and 
you'll  make  out  like  a  bandit. 


ail 
on.  Lj 


THEY  WENT  THE  WRONG  WAY 

Credit  Suisse  First  Boston's  Current  Sell  Recommendations 


DATE  OF 
RECOMMENDATION 

PRICE 

CURRENT 
PRICE* 

PERCENT 
GAIN/LOSS 

PACIFICCARE  HEALTH  SYSTEMS 

10/13/00 

$11.16 

$26.25 

135.0% 

WINN-DIXIE  STORES 

10/13/00 

16.31 

26.86 

64.7 

MEDITRUST 

10/13/00 

2.56 

3.31 

29.2 

ALBERTSON'S 

12/4/00 

24.06 

28.55 

18.7 

CAMPBELL  SOUP 

4/18/00 

28.37 

30.52 

7.6 

AIRBORNE 

9/29/00 

10.18 

10.19 

0.0 

JDN  REALTY 

10/13/00 

11.25 

10.80 

-4.0 

GREAT  LAKES  CHEMICAL 

1/25/01 

33.68 

31.76 

-5.7 

J.  B.HUNT  TRANSPORT 

2/27/01 

16.81 

14.14 

-15.9 

SIERRA  HEALTHSERVICES 

10/13/00 

4.94 

3.81 

-21.2 

OMEGA  HEALTHCARE 

10/13/00 

5.31 

2.05 

-65.5 

Average  Price  Gain:  +1 3.0% 


•Only  U.S.  stocks  as  of  3/20/01;  stocks  under  $2  not  listed 
Data:  Bloomberg  Financial  Markets;  Zacks  Investment  Research;  Credit  Suisse  First  Boston;  Marketperforni.com 


ESDI 

And  we're  not  talking  about  the  stock    . 
these    analysts    are    plugging,    eithe 
Granted,  the  Street  has  a  tough  timlr 
telling  investors  to  sell  stocks  anywa  L 
but  when  they  do,  you'd  think  it  woul 
be  a  no-brainer  to  pick  a  loser  in  th 
bear  market.  Instead,  these  cal 
are  defying  gravity. 

Take  a  look  at  how  Cred 
Suisse    First    Boston    hi 
fared  with  its  sell  recon 
mendations    so    far    th 
year  (table).  First 
11  U.S.  stocks  of  l,3l<  . 
stocks  Credit  Suisse  co   y, 
ers  are  on  the  sell  lis  L9 
S$   according  to  Zacks  I   ^w 
vestment  Research.  Tl    ,i„ 
irony   is   that   many      ,eil 
those    stocks    have    outpe 
formed  the  company's  buy  recoi  [,Qt 
mendations.    One   of  the   stocl    ipj 
Winn-Dixie  Stores  Inc.,  hit  a  5  (Bm 
week  high  on  Mar.  20,  while  Pa  y^ 
ficCare  Health  Systems  is  up  135    ,,, 
The  company  spokeswoman's  coi 
ment:  "csfb  stands  by  the  independen   L 
of  its  research  and  our  analysts." 

Credit  Suisse  isn't  the  only  one  w   n  „ 
egg  on  its  face.  UBS  Warburg  has  fo 
current  "reduce"  ratings  on  the  1,0   l  , 
U.  S.  stocks  it  covers.  Three  of  those 
KMart,  DaimlerChrysler,  and  New  PI 
Excel  Realty  Trust— are  up  64.2%,  9 
and  17.9%  this  year  through  Mar. 
Even  Yahoo!  Inc.'s  -50.6%  free  fall  is 
enough  to  derail  the  group's  10.2%  av 
age  price  gain. 

"Why  should  I  invest  in  strong  bi 
when  I  can  buy  sells?"  scoffs  Eric  Shk| 
nik,  president  of  Integrated  Data  C 
suiting  Services  Inc.  Shkolnik,  a  com 
er  programmer  and  investor,  launclj 
Marketperform.com  in  January  to  aga 


gate  brokerage  houses'  stock  recomm 
dations  tracked  by  Zacks  and  rank  y 
formance  on  all  stock  calls. 

Marketperform.eom's  research  fi 
that  even  the  gurus  of  Internet  st 
picking — Henry  M.  Blodget  of*  Met 
Lynch  &  Co.  and  Morgan  Stanley  D 
Witter's  Mary  (I.  Meeker — can't  esc 


CJ 

ipj 
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he  mi  called  reverse  rule  of  investing, 
n  the  last  18  months,  the  research  teams 
uider  these  high-profile  analysts  had  two 
neutral"  ratings — a  euphemism  for  sell — 
hat  actually  rose  in  price,  while  their 
■ithora  of  strong  buy  and  buy  recom- 
lendations  tanked,  says  Shkolnik.  For 
istance,  Meeker's  15-month  neutral  rat- 
lg  (stands  for  sell)  on  VeriSign  Inc.  was 
pgraded  last  July  after  it  had  already 
corned  490%.  Since  the  upgrade,  which 
till  stands,  it  has  plunged  83%.  In  Blod- 
et's  case,  his  neutral  rating  on  Inktomi 
orp-  held  in  late  1999  while  the  stock 
fined  40%.  Since  his  upgrade  to  buy  in 
.pril  2000,  the  stock  has  fallen  95%. 
EESAW  BATTLES.  Then  there  are  the 
lalysts  who  are  suffering  whiplash  from 
taring  a  particular  stock.  Prudential 
Icurities  Inc.'s  Todd  B.  Ernst  covers 
king  Co.  When  he  initiated  an  accu- 
lulate  rating  last  Jan.  20,  the  stock  trad- 
1  at  $46.50.  By  August  16,  it  was  down 
slight  0.7%.  Ernst  downgraded  it,  and 
le  stock  gained  39.8%  in  a  month.  Ernst 
ten  turned  bullish  on  the  stock  on  Sept. 
!  and  it  has  lost  15%  since.  That's  three 
ills  in  less  than  a  year,  not  one  of  which 
as  right. 

One  .IP  Morgan  H&q  analyst  initiated 
iverage  on  Micron  Technology  Inc.  last 
jptember  with  a  strong  buy.  The  stock, 
ading  at  $65.25,  then  lost  53.7%  over  a 
onth  until  it  was  downgraded  to  buy. 
le  stock  gained  15%,  but  yet  another 
•wngrade  was  issued  in  December.  The 
ock  has  risen  17%  since  then. 
To  Chuck  Hill,  director  of  research  at 
rst  Call  Corp.,  the  few  sell  recommen- 
itions  made  this  year  have  been  a  case 
'locking  the  barn  door  after  the  horse 
as  out."  Adds  Kevin  P.  Tynan  with  Ar- 
ts Research  Co.:  "The  big  houses  only 
wngrade  when  it's  really  all  over. 
iey'11  ride  them  to  the  bottom  with  'we 
/ed  it  at  $50,  we  really  like  it  at  $30, 
«|  d  it's  a  steal  at  $10,'" he  says.  "Then  at 
,  they  tell  you  to  sell." 
Still,  Tynan  hasn't  had  too  much  luck 
th  assigning  sell  calls  himself.  He's  is- 
ed  two  this  year  on  the  24  stocks  he 
lows  and  one — New  Plan  Excel,  a  real 
tate  investment  trust,  hit  a  52-week 
?h  on  Mar.  20  at  $16.16.  Tynan  says 
/estors  are  chasing  a  high-risk  compa- 
with  slim  potential  for  a  turnaround; 
stands  by  his  call.  His  firm,  Argus, 
esn't  score  too  well,  either:  the  11  non- 
>u  :h  stocks — including  Circuit  City,  up 
\%,  Diageo,  up  24.1%  and  Newell  Rub- 
rmaid,  up  7.1% — with  sell  calls  are  up 
average  5.7%  since  last  April. 
If  the  bear  market  continues,  some 
1  ratings  may  indeed  prove  right.  But 
'estors  should  know  that  just  as  they 
t  burned  on  the  buys,  sells  can  hurt 
it  as  much.  It  puts  a  whole  new  twist 
contrarian  investing. 
o  y  Mara  Der  Hovanesian  in  New  York 
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THE  BEST 
SHAREHOLDERS 

CAN 


The  AG-Prudential  deal 
isn't  sweet,  but  there's  no 
white  knight  in  sight 


Ever  since  American  General  Corp. 
Chairman  and  ceo  Robert  M.  Devlin 
first  announced  a  stock-swap  with 
British  insurer  Prudential  PLC  on  Mar. 
12,  then  valued  at  $26.5  billion,  Wall 
Street  has  thought  that  the  Houston  in- 
surer's shareholders  were  getting  the 
short  end  of  the  stick.  Prudential's  stock 
price  has  tumbled  16%  since,  and  Amer- 
ican General's  about  4%,  thus  crushing 
the  premium  American  General  share- 
holders will  receive  to  5%  from  22%.  And 
that  could  put  the  kibosh  on  the  merger. 
Says  one  industry  analyst:  "I'm  not  con- 
vinced the  deal  will  close." 

Clearly,  this  is  not  what  shareholders 
hoped  for.  The  trouble  started  when  Eu- 
ropean shareholders  balked  at  Pruden- 
tial's decision  to  pour  money  into  an 
American  retail  financial  services  fran- 
chise just  as  the  U.  S.  seems  headed  to- 
wards recession.  "We  are  under- 
whelmed," says  one.  Then,  American 
shareholders  got  the  jit- 
ters    that     their  ->■*!* 


shares  would 
tank  once  U.S. 
domestic  mutu- 
al funds  started 
dumping  what  were 
about  to  become 
British-registered 
Prudential  shares.  "A 
lot  of  people  believe 
there  will  be  an  ex- 
cess supply  of  shares 
on  the  market,"  says 
Tom  Goggins,  who 
manages  the  John 
Hancock  Financial  In- 
dustries Fund  which 
holds  American  Gen- 
eral stock. 

Still,     this     deal 
may    be    the    best 


shareholders  can  get.  Devlin  is  run- 
ning out  of  options.  A  big  believer  in 
consolidation,  he  has  been  racing  to 
build  a  winning  diversified  financial 
services  franchise  since  he  became  CEO 
in  1995.  Until  1998,  the  dealmaker  was 
on  a  roll,  picking  up  four  life  insurers 
and  one  annuity  company,  including  us- 
Life  Corp.  for  $1.8  billion.  Then  he  put 
out  feelers  to  buy  firms  such  as 
TransAmerica,  Liberty  Financial,  and 
Aetna's  financial  services  in  recent 
years,  industry  sources  say.  But  he 
couldn't  compete  with  the  rich  prices 
offered  by  wealthy  European  outfits 
such  as  Aegon  and  axa  that  were  on  a 
shopping  spree  (chart).  And,  with  a 
market  capitalization  of  $19  billion, 
American  General  seemed  difficult  to 
swallow — until  Prudential  showed  up. 
NO  SWOOPING.  When  the  Prudential 
deal  was  first  announced,  Wall  Street 
was  abuzz  with  rumors  that  heavy- 
weights such  as  Sanford  I.  Weill  at  Cit- 
igroup or  Maurice  R.  "Hank"  Green- 
berg  at  American  International  Group 
Inc.  might  swoop  in  with  a  counter- 


Such  a  Bargain 

U.  S.  insurers  look  cheap  to  Europeans 


EUROPEAN  ACQUIRER 

AMERICAN  TARGET 

YEAR 
COMPLETED 

VALUE 
OF  DEAL* 

PREMIUM 

PRUDENTIAL  PLC 

American  General 

2001 

$20.5** 

5%** 

AXA  GROUP 

AXA  Financial 

2000 

11.19 

4.6% 

ING 

Reliastar  Financial 

2000 

5.97 

75% 

AEGON 

TransAmerica 

1999 

10.79 

33% 

*ln  billions      **As  of  3/21/01 

Data:  Thomson  Financial  Services  Corp.,  Salomon  Smith  Barn 

ey,  BusinessWeek 
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bid.  Unlikely,  say  investment  bankers, 
because  American  General  has  had  in- 
formal talks  with  both  in  the  past  two 
years.  Devlin  insists  discussions  were 
never  serious  enough  to  reach  his  board. 
On  its  own,  American  General  was 
going  nowhere  fast.  Its  stock  remained 
stuck  in  neutral  for  years,  trading  in  a 
$35-to-$40  range.  Its  retirement  serv- 
ices business  racked  up  earnings  fast. 
But  their  impact  was  dulled  by  slower 
growing  life  insurance  and  consumer-fi- 
nance businesses.  And  Salomon  Smith 
Barney  estimates  that  without  a  merg- 
er with  Prudential,  American  General 


will  likely  miss  its  12%-to-14%  earnings 
growth  target  in  2001.  "They  are  an 
average  company  that  has  come  to  the 
end  of  a  long  road,"  says  portfolio  man- 
ager R.  Harold  Schroeder  of  Dallas- 
based  Carlson  Capital,  which  owned 
109,000  shares  in  December. 

Devlin  believes  the  Prudential  deal 
is  his  best  chance  to  jump-start  growth 
in  the  U.S.  After  melding  with  Pru- 
dential, he  estimates  the  company  will 
own  roughly  10%  of  America's  $190  bil- 
lion annuities  market,  which  is  expected 
to  rapidly  swell  as  baby  boomers  re- 
tire. Faster  growing  retirement  services 


will  account  for  60%  of  the  combined 
company's  North  American  operating 
earnings,  up  from  30%  at  Americar 
General.  "We  will  have  an  Americar 
General  in  the  U.S.  market  that 
heavily  focused  on  the  higher  growtl 
part  of  the  company,"  says  Devlin. 

He  may  be  right.  But  as  the  compa 
ny's  founder  Gus  Wortham  said  in  1945 
in  insurance,  "you  can  either  acquire,  o 
be  acquired."  And  for  American  Genera 
the  first  option  no  longer  exists. 

By  Emily  Thornton,  with  Pamela 
Moore  in  New  York  arid  Heidi  Dawle 
in  London 


COMMENTARY 


By  Christopher  H.  Schmitt 

THE  SEC  IS  TOO  HUSH-HUSH 


When  the  Securities  & 
Exchange  Commission 
issued  rules  in  January 
to  shore  up  the  independence 
of  outside  directors  who 
oversee  mutual  funds,  some 
sec  watchers  were  caught  by 
surprise.  Why?  One  reason: 
The  commissioners  didn't 
meet  in  public.  Instead, 
after  getting  comments  on 
the  proposal,  they  circulated 
it  privately  for  approval 
among  themselves. 

Other  federal  agencies  do 
the  same.  But  the  sec  isn't 
just  any  agency:  It  has  cru- 
saded to  force  companies, 
markets,  brokers,  and  others 
to  disclose  reams  of  data  to 
investors.  Under  former 
Chairman  Arthur  Levitt  Jr., 
the  sec  went  out  of  its  way  to  shake 
up  the  status  quo  and  avoid  donning 
the  mantle  of  apologist  for  the  indus- 
try it  oversees. 

And  yet  the  sec  hasn't  changed  its 
own  practices  much.  "It's  a  funny  di- 
chotomy— some  pretty  significant  is- 
sues can  be  decided  in  a  process  that 
doesn't  invite  public  participation  at 
all,"  says  Barbara  Roper,  investor 
protection  director  for  the  Consumer 
Federation  of  America. 
SKIRTING  THE  LAW.  There's  more  that 
needs  fixing  than  the  sec's  nonmeet- 
ing  meetings.  In  a  confusing  process 
closed  to  public  view,  the  SEC  grants 
exemptions  from  the  securities  laws. 
A  bank  or  brokerage  might  be  consid- 
a  new  product  or  way  of  han- 


dling investor  funds  that  skirts  or 
crosses  what's  allowed.  So  it  seeks  as- 
surances the  regulators  won't  come 
calling  later.  In  late  February,  the  sec 
allowed  Goldman,  Sachs  &  Co.  to 
trade  municipal  securities  with  mutual 
funds  it  advises.  Normally,  such  trades 
are  banned.  The  sec  gave  no  reason 
why  it  agreed. 

Companies  can  also  seek  interpre- 
tations of  laws  by  telling  the  sec 
what  they  have  in  mind  and  asking 
for  "no-action"  letters,  or  promises 
not  to  launch  enforcement  cases  later. 
Popular  items  this  time  of  year:  com- 
panies seeking  the  SEC's  blessing  on 
decisions  to  stop  discussion  at 
annual  meetings  of  shareholder  pro- 
posals that  management  doesn't  like. 


The  SEC  handles  thousands 
of  exemption  and  guidance  re- 
quests each  year.  It's  supposed 
to  make  them — and  its 
replies — public,  though  it 
doesn't  always  do  so  promptly. 
Thus  often  "the  only  persons 
participating  are  the  commis- 
sion and  the  industry,"  says 
Mercer  Bullard,  a  former  divi- 
sional assistant  chief  counsel  at 
the  sec  who  now  heads  Fund 
Democracy,  an  advocacy  group 
for  mutual-fund  investors. 

Of  course,  there  is  a  need 
for  some  confidentiality — and 
exemptions  and  guidance,  too. 
But  that  doesn't  mean  the  sec 
can't  be  more  forthcoming 
about  its  business. 

Acting  sec  Chairman  Lau- 
ra S.  Unger  didn't  return 
phone  calls  seeking  comment.  An 
agency  spokesman  says  the  sec  "has 
always  been  dedicated  to  operating  asj 
openly  as  possible,"  and  has  plans, 
but  no  timetable,  for  improving  publi 
access  to  information.  Representative 
Richard  H.  Baker  (R-La.),  who  chairs| 
the  capital-markets  subcommittee  of 
the  House  Financial  Services  Commi 
tee,  says  he  may  push  for  more  open 
ness.  But  the  real  power  to  make 
change  lies  with  the  next  chairman. 
President  George  W  Bush  shouldn't 
miss  his  chance  to  let  the  sun  shine 
on  an  agency  that  has  demanded  an 
awful  lot  of  sunlight  from  others. 

Schwilt  carers  securities  re(/nlatio\ 
from  Wash  in  (ft  on . 
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w  FedEx  Extra  Hours  Service!"  Ship  later  and  still  get  it  there  the  next  day. 


Here's  something  to  celebrate.  New  FedEx  Extra  Hours  offers  later  drop-off  times  at  hundreds  of 

FedEx  World  Service  Centers "  in  over  90  cities— and  later  pick-up  times  at  select  business  locations. 

So  now  you  can  ship  your  packages  later  and  still  get  them  there  overnight.  It's  even  available  to 

many  European  destinations.  Visit  fedex.com  or  call  1-800-Go-FedEx  and  let  the  party  begin. 

This  is  a  job  for  FedEx' 
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FUTURES 


DON'T  BET  THE  BANK 

ON  EARLY-HOURS  TRADING 

Conventional  wisdom  aside,  futures  aren't  crystal  balls 

To  some  longtime  traders,  the  lack  of 
predictive  power  in  the  futures  is  not  so 
surprising.  They  say  the  number  of  in- 
vestors playing  the  markets  in  the  big  in- 
dex contracts  is  small.  Overnight  traders 
make  up  just  2%  to  4%  of  the  overall 
market,  according  to  data  from  the  Chica- 


When  stock  markets  in  Europe  take 
a  big  plunge  because  of  late-break- 
ing news,  Todd  E.  Petzel  hops  out 
of  bed  and  rushes  to  his  computer  to 
buy  or  sell  futures  contracts.  As  chief 
investment  officer  at  $26  billion  Com- 
monfund  Asset  Management  Co.  in 
Wilton,  Conn.,  he  can't  afford  to  wait  un- 
til the  U.S.  markets  open.  Says  Petzel: 
"At  certain  times  in  the  night,  the  only 
way  to  reduce  a  position  is  sell  in  the  fu- 
tures markets." 

By  jumping  in  early,  are  managers 
like  Petzel  helping  to  shape  market 
trading  that  day?  Not  really.  The  small 
group  of  big  investors  around  the  world 
who  trade  in  stock  index  futures  prior 
to  the  U.  S.  markets  opening  aren't  even 
setting  the  stage  for  whether  the  equity 
markets  will  rise  or  fall  in  the  first  15 
minutes  of  trading.  Contrary  to  the  con- 
ventional wisdom,  repeated  daily  on 
CNBC,  Bloomberg  Radio,  and  local  TV 
and  radio  stations — that  the  futures  pre- 
dict the  day's  market  perfor- 
mances— an  examination  of  the 
data  by  BusinessWeek  shows 
hardly  any  correlation. 

That  may  come  as  a  big 
surprise  to  market  players 
who've  been  taking  it  as  an 
article  of  faith  that  the  fu- 
tures offer  a  solid  guide  to  the 
day's  trading.  Trading  records 
since  the  beginning  of  this  year 
show  that  even  in  the  first  15 
minutes  after  the  New  York 
Stock  Exchange  and  Nasdaq 
open  at  9:30  a.m.  (Eastern 
time),  the  markets  move  in 
the  same  direction  as  futures 
only  a  little  more  than  half 
the  time  (table).  This  slim 
correlation  is  quite  remark- 
able, considering  that  the  pre- 
market  futures  on  the  s&P  and 
the  Nasdaq  100  trade  until  9:15 
a.m.,  and  the  Dow  premarket  fu- 
tures trade  right  up  to  the  open- 
ing of  the  stock  markets.  As  the 

-  news  moves  the  markets  still 
further,  the  correlation  barely 
changes,  except  for  the  s&p,  where  it 
gets  a  lot  worse. 


How  Good  Are  Futures  At 
Forecasting  the  Market? 


The  frequency  with  which 
premarket  futures  for  the  S&P  500, 

the  Dow,  and  the  Nasdaq  100 

accurately  predict  the  direction  of 

the  indices  that  day 

Jan.  9.  2001-Mar.  21,  2001 


INDEX                         AT  9:45  A.M. 

AT  THE  CLOSE 

S&P  500                        59% 

57% 

DOW  INDUSTRIALS      62 

54 

NASDAQ                   54 

57 

Data:  Chicago  Board  of  Trade,  Chicago  Mercantile  Exchang 
Bloomberg  Financial  Markets,  BusinessWeek 


go  Mercantile  Exchange.  "The  lack 
liquidity  distorts  the  price  movemenl 
by  magnifying  them,"  argues  Georg 
Gero,  senior  vice-president  for  inves 
ments  at  Prudential  Securities  Inc.  Adc 
Michael  A.  Manning,  chief  executive 
Rand  Financial  Services  Inc.,  anoth( 
Chicago  futures  broker:  "Typically, 
doesn't  take  much  to  create  a  wide  swii 
in  the  overnight  markets  because  they": 
so  thinly  traded — which  is  why  they  a 
a  poor  indication  of  where  the  marke 
are  heading  on  the  upcoming  day. 
DIGESTION.  Nonetheless,  some  investo 
swear  by  them.  "Even  if  the  mark 
are  extremely  thin,  the  futures  help 
gest  overnight  information,"  says  Ja 
Bouroudjian,  president  of  Commerz 
tures  Corp.,  a  Chicago  broker.  To  ma 
their  case,  such  believers  can  point 
days  when  the  futures  have  been  aim 
eerily  on  target. 

One  such  banner  day:  Mar.  14.  Wh 
most  Americans  slept,  the  credit-rati: 
firm  Fitch  ibca  placed  19  Japan 
banks  under  review  for  a  possible  do 
grade.  This,  combined  with  profit  w; 
ings  from  Europe,  put  markets  acn 
the  Atlantic  into  a  tizzy.  People  expe 
ed  the  U.S.  stock  markets  to  o 
sharply  lower. 

So  banks  with  proprietary  stock  h 
ings  and  money  managers  turned  to 
stock  index  futures.  That  led  to  fre: 
trading,  and  by  early  morning  the  N 
daq  100  had  traded  down  65  basis  poi 
the  limit  set  by  the  Chicago 
cantile  Exchange  before  it  h 
trading.  Futures  on  the  s&P 
index  had  also  slid  to  their 
point  limit,  and  the  Dow  fut 
lost  as  much  as  330  points, 
what  happened  to  stocks? 
Dow  closed  down  317  poi 
the  Nasdaq  lost  43,  and  the 
ropped  31  points.  "Usually  the 
wags  the  dog  early,  and  then  st| 
markets  take  over — but  on  o< 
sion,  as  we  saw,  the  tail  wags 
dog  all  day,"  says  Commerz 
tures'  Bouroudjian. 

But  such  days  are  more 
exception  than  the  norm, 
needs  to  look  no  further  t 
Mar.  21.  At  9:15  a.m.,  fut 
on  each  of  the  stock  inde 
were  up  slightly.  At  the  en 
the    day,    each    closed    d 
sharply,  with  the  Dow  caving 
points.  Most  of  the  time,  the  c 
of  getting  reliable  guidance   I 
flic  futures  markets  are  as  gooc 
turning  up  heads  while  flippi] 
coin. 

By  Pallavi  Gogoi  hi  Cliiau/o, 
Susan  Zeget  in  New  York 
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generation 


Introducing  Sun  Fire  Systems 


n 

ready 


Dinosaurs  belong 

in  museums. 

Not  in  your  data  center. 

Introducing  a  system  solution  so  dramatic,  it's  not  just  a  new  server,  it's  a 
catalyst  for  an  entirely  new  way  of  thinking  about  your  data  center.  Sun  Fire™ 
midframe  servers,  the  first  in  a  new  line  of  highly  available  servers  from 
Sun  that  deliver  true  mainframe-class  capability  to  your  network  in  a 
midrange  system.  Why  is  that  important?  Because  to  capitalize  fully  on  the 
Net's  opportunities,  you'll  need  the  infrastructure  that  allows  you  to  flexibly 
meet  the  demands  of  massive  information  explosion.  To  that 
end,  we  built  Sun  Fire  midframe  servers  from  the  ground  up  on 
the  award-winning,  next-generation  UltraSPARC1"  III  processor 
and  the  rock-solid  Solaris"  Operating  Environment— the 
platform  that  carries  75%  of  Net  traffic.  These  systems 


■  First  in  their  class 
with  fourth- 
generation  dynamic 
reconfiguration  and 
partitioning. 


Scalable  to  24 
UltraSPARC  III 
processors,  192  GB 
of  memory  and  70 
TB  of  disk  storage. 


1  Sun  Systems  are  designed  to  give  our  leading 
ISV  partners,  including  Oracle.  ATG,  Synopsys,  Inc. 
and  i2.  the  ability  to  easily  extend  their  applica- 
tions to  this  new  platform,  protecting  their 
overall  investment. 


are  capable  of  feats  never  before  seen  outside  the  mainframe  world. 
Fully  redundant  and  virtually  hot-swappable  everything  eliminates  any 
single  point  of  failure.  And  common  components,  flexible  upgrade  programs 
and  seamless  applications  portability  mean  unsurpassed  investment 
protection  for  you.  Engineered  to  deliver,  these  servers  embody  the  kind 
of  innovative  thinking  you've  come  to  expect  from  Sun,  the  leader  in  server 
sales  in  the  U.S.  with  the  strongest  growing  market  share  worldwide. 
Suddenly,  everything  else  out  there  is  looking  positively  prehistoric. 

sun.com/sunfire 


take  it  to  the  n'h    ^gp 


WSun 

microsystems 
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CHARLES  A.  JAMES 


ASSISTANT  ATTORNEY 
GENERAL  FOR  ANTITRUST 

AGE  46  Heads  antitrust 
practice  at  multinational  firrr 
Jones,  Day,  Reavis  &  Pogue. 
Held  same  AAG  post  in  act- 
ing capacity  in  closing  days 
of  the  last  Bush  Administra- 
tion. Political  neophyte  not 
well  known  outside  antitrust 
Takes  laissez-faire  approach 
to  markets.  Critical  of  the 
Microsoft  case. 
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THE  WHITE  HOUSE 


poss 


viii 


A  LONG  WAY 
FROM  TOKENISM' 

Bush  is  appointing  a  surprising  number  of  blacks  to  top  posts 


As  an  antitrust  lawyer,  Charles  A. 
James  chose  a  profession  where 
African  Americans  like  himself  are 
hardly  in  abundance.  So  when  he  re- 
cently caught  a  movie  called  AntiTrust, 
he  took  particular  note  of  a  character 
played  by  Richard  Roundtree.  "I  as- 
sumed," James  says  with  a  wry  smile, 
"he  must  have  been  playing  me." 

Soon  James  will  enter  another  sphere 
not  normally  known  for  its  ethnic  di- 
versity— a  Republican  Administration. 
The  46-year-old  Washington  law  part- 
ner, known  for  his  faith  in  free  markets 
and  his  weakness  for  German  sports 


cars,  has  been  tapped  to  run  the  An- 
titrust Div.  in  President  George  W. 
Bush's  Justice  Dept. 

Surprisingly,  James  will  hardly  be  a 
solo  act.  The  ensemble  that  is  the  Bush 
Administration  is  positively  teeming  with 
African  American  talent.  There  are  the 
highly  visible  choices,  of  course:  Secre- 
tary of  State  Colin  Powell,  National  Se- 
curity Adviser  Condoleezza  Rice,  and 
Education  Secretary  Roderick  Paige. 
But  what's  less  well  known  is  that  Bush 
has  since  appointed  six  more  African 
Americans  to  crucial  posts  just  below 
Cabinet  rank,  making  his  the  only  Re- 


publican Administration  to  ha 
blacks  in  significant  numbers 
Joining  James  will  be  Lar 
D.  Thompson,  who,  as  Depu 
Attorney  General,  will  occuj 
the  No.  2  slot  at  Justice.  Th< 
there's  Ralph  F.  Boyd  Jr.,  noi 
inated  to  be  chief  of  the  Ci 
Rights    Div.    Bush    confida 
Alphonso  R.  Jackson  is  awa 
ing    confirmation    as    Depu  h 
Housing  Secretary.  Colin  Po    add 
ell's  son,  Michael,  is  the  n(  »ner 
chairman  of  the  Federal  Co 
munications  Commission.  Bus 
campaign  adviser  on  budget 
sues,  Albert  Hawkins,  is  Si 
retary     of    Cabinet     Affai 
where  he  will  coordinate  t 
activities  of  government  agi 
cies  and  departments  with  t 
White    House.    And    if  th 
aren't  enough,  there's  a  s: 
army  of  twenty-  and  thirl 
something  aides  getting  pi] 
political    jobs    at    the    Wt 
House    and    agencies.    "W! 
we're  looking  at  here,"  obser 
Lonnie  P.  Taylor,  a  black 
publican  and  lead  lobbyist 
the   U.S.   Chamber  of  Cc 
merce,  "is  a  long  way  fn 
tokenism." 

What    makes    this    all 
more  surprising  is  that  92%  of  bla] 
who  went  to  the  polls  in  November 
ed  against  Bush — the  worst  showingl 
the  GOP  among  African  American^ 
two  decades.  So  why  would  Bush 
such  a  dramatic  gesture  to  a  commuj 
that  snubbed  him? 

One  reason  is  politics.  Getting  <J 
8%  of  the  black  vote  might  seem  lik(f 
unmitigated  disaster.  But  to  Bush,| 
an  opportunity.  When  he  first  ran| 
Texas  governor  in  1994,  lie  took 
12%  of  the  black  vote.  Four  yean  I 
after  Bush  had  installed  blacks  in 
era!  top  jobs  and  his  education  |>lanj 
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•suited  in  a  sharp  spike  in  minority 
■st  scores,  he  won  27%  of  the  black 
jte.  "He  understands  the  importance  of 
ving  people  a  seat  at  the  table,"  says 
klahoma  Representative  J.C.  Watts 
-.,  the  lone  black  Republican  in  Con- 
fess and  an  adviser  to  Bush  on  mi- 
ftity  appointments.  "Is  this  going  to 
Id  up  to  40%  in  2(XM?  I  don't  think  so. 
at  he's  exploiting  an  opportunity  and 
towing  that  his  heart  is  in  the  right 
ace." 

TTINC  ITS  STRIDE.  Another  reason  is 
Biographies.  Aides  say  Bush  is  naming 
lot  of  blacks  to  senior  positions  in 
irt  because  he's  the  first  Republican 
ho  has  a  large  enough  pool  to  pick 
3m.  Bush  became  President  just  as 
e  first  big  wave  of  blacks  to  attend 
e  nation's  elite  colleges  and  law 
fcools  is  hitting  its  stride.  Even  the 
bsct  that  is  Republican  provides  Bush 
th  an  ample  bench. 
The  result:  With  relative  ease,  Bush 
fielding  a  team  of  overachievers.  With 
e  possible  exception  of  Boyd — a  for- 
;r  federal  prosecutor  with  no  back- 
ound  in  civil-rights  litigation — they 
have  killer  resumes.  James  runs  one 
the  largest  antitrust  practices  in  the 
>rld  at  Jones,  Day,  Reavis  &  Pogue. 
chael  K.  Powell  has  been  an  FCC  com- 
ssioner  since  1997,  where  he  has  dis- 
lyed  an  acumen  for  complex  telecom 
ues.  Thompson  is  a  former  U.S.  At- 
Tiey  in  Atlanta.  Jackson  ran  housing 
encies  in  Dallas  and  Washington,  be- 


ECRETARY  OF 
ABINET  AFFAIRS 

GE  48  Financial  whiz  who 
orked  his  way  up  through  Texas 
Dvernment.  Bush  made  him 
:ate's  first  black  budget 
irector.  Left  to  work  for  Bush 
residential  campaign.  Thought 
1  be  potential  riser  in  Bush 
'hite  House. 


LONG  HAUL 


Some  92%  of  African  Americans 
who  went  to  the  polls  in  November  voted 
against  Bush-the  worst  GOP  showing  in  two 
decades.  Bush  sees  that  as  an  opportunity 


fore  becoming  a  wealthy  utility  execu- 
tive. Hawkins  is  a  former  Texas  budget 
chief.  Even  Boyd,  the  least  experienced 
of  the  group,  has  been  an  Assistant 
U.  S.  Attorney  in  Boston. 

Overall,  this  is  a  wonkish  group  that 
is  more  inclined  to  policy  than  politics. 
The  only  black  in  the  entire  Bush  Ad- 
ministration to  hold  substantial 
elective  office  is  Education  Sec- 
retary Paige,  a  former  Hous- 
ton school-board  member.  But 
their  lack  of  interest  in  elec- 
tive politics  doesn't  mean 
they're  not  passionate  about 
their  beliefs.  James  and  the 
younger  Powell,  for  instance, 
feel  strongly  that  Democratic- 
Administrations  often  over- 
reached on  regulatory  issues. 
Boyd  told  anyone  who  would 
listen  that  Bill  Clinton  should 
have  been  criminally  prosecut- 
ed for  his  behavior  in  the  Mon- 
ica Lewinsky  matter. 

None  of  them  would  speak 
explicitly  about  the  controver- 
sial issue  of  affirmative  action. 
But  a  couple  have  staked  out 
positions  that  suggest  they 
disagree  with  the  black  com- 
munity's consensus  that  mi- 
norities should  receive  race- 
based  preferences.  Jackson  left 
the  Democratic  Party  after  the 
1984  convention  when  he  de- 
cided that  it  was  obsessed 
with  compartmentalizing  the 
American  public.  "The  larger 
picture  should  be  what's  best 
for  America,"  he  says,  "not 
what's  best  for  African  Amer- 
icans— one  sector;  what's  best  for 
women — another  sector;  what's  best  for 
Hispanics,  etc." 

Michael  Powell,  too,  has  raised  some 
eyebrows  on  race  issues — setting  him 
apart  from  his  father,  who  has  endorsed 
affirmative  action.  In  his  first  press 
conference  as  Fee  chairman,  the 
younger  Powell  criticized  programs 
promoting  minority  ownership  of  broad- 
cast stations.  In  the  minds  of  some,  he 
also  belittled  the  "digital  divide,"  or 
lack  of  access  minority  and  low-income 
people  have  to  the  Internet  and  other 
technologies.  He  joked  that  he 
saw  a  "Mercedes-Benz  divide"  that 
prevented  government  employees  like 


him  from  affording  their  car  of  choice. 
These  African  Americans  also  wear 
their  Republicanism  as  a  badge  of 
courage,  having  spent  much  of  their  ca- 
reers defending  their  party  choice  to 
fellow  blacks.  "A  lot  of  these  folks  have 
faced  considerable  peer  pressure,"  says 
Paige.  "I  know  I  have." 


DEPUTY  HOUSING  SECRETARY 

AGE  54  Close  friend  of  President  Bush 
and  Supreme  Court  Justice  Clarence  Thomas. 
Former  D.C.  and  Dallas  housing  chief  turned 
wealthy  Texas  utilities  exec.  Had  to  be  cajoled 
by  Bush  to  give  up  the  good  life  in  Austin. 
A  Democrat  until  the  '84  convention.  Social 
conservative  across  the  board.  Very  plugged  in. 


So  has  Ronald  I.  Christie,  a  31-year- 
old  domestic-policy  aide  in  the  White 
House.  He  began  his  career  working 
for  Representative  John  R.  Kasich  (R- 
Ohio).  "When  I  first  started  on  Capitol 
Hill,  people  looked  at  me  and  said,  'How 
can  you  be  a  Republican?'" 

There's  no  common  thread  for  how 
they  came  onto  Bush's  radar  screen.  A 
few — most  notably  Jackson — can  boast 
personal  as  well  as  political  connections 
to  Bush.  He  has  been  a  friend  of  the 
President  for  many  years.  His  wife, 
Marcia,  is  tight  with  the  First  Lady. 
And  daughter  Leslie  pals  around  with 
the  Bush  twins,  Barbara  and  Jenna. 
With  ties  like  these,  muses  one  friend, 
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"he'll  definitely  be  the  most  powerful 
Deputy  hud  Secretary  in  history." 

The  others  didn't  have  that  kind  of 
access.  James  almost  prides  himself  on 
not  being  involved  with  politicians.  A 
Republican  since  his  days  as  a  student 
at  Wesleyan  University,  he 
was  trying  to  get  the  Ad- 
ministration's attention  to 
champion  a  law-firm  col- 
league when  he  was  told 
by  the  White  House  he 
was  the  one  they  were  in- 
terested in.  After  one 
meeting  with  Attorney 
General  John  Ashcroft,  he 
was  offered  the  job. 

Hawkins'  relationship 
with  Bush  and  his  Republicanism  are 
inseparably  intertwined.  He  was  a  Dem- 
ocrat before  then-Governor  Bush 
plucked  him  out  of  semi-obscurity  as  a 
budget  analyst  at  the  nonpartisan 
Austin  (Tex.)  Legislative  Budget  Board 
to  be  his  budget  director.  Hawkins  says 
he  found  himself  in  strong  agreement 
with  Bush's  conservative  fiscal  policies. 
He  also  realized  that  his  views  on  reli- 


If  there's  a  grand  political  scheme  in 
all  of  this,  many  of  the  appointees  say 
they  don't  see  it.  Bill  Clinton,  James 
observes,  made  a  big  deal  out  of  an  Ad- 
ministration that  would  "look  like  Amer- 
ica." But  in  hindsight,  he  says,  "I'm  not 


MICHAEL  K.  POWELL 


LARRY  D.  THOMPSON 

DEPUTY  ATTORNEY  GENERAL 

AGE  55  Former  U.S.  Attorney 
in  Atlanta.  Counsel  to  Justice 
Thomas  during  his  confirmation 
battle.  Investigated  Reagan's 
HUD  as  Independent  Counsel. 
Now  in  private  practice  in  Georgia. 
Relatively  moderate. 

gion  and  family  were  classically  conser- 
vative. "I  believe  you  do  have  responsi- 
bility for  your  personal  behavior  and 
actions,"  he  says.  "You  honor  God  and 
your  family."  Still,  he  says,  his  defec- 
tion was  not  sudden.  "It's  not  like  I  was 
traveling  down  the  road  to  Damascus 
and  there  was  this  blinding  light  and  I 
was  converted,"  he  says. 

Boyd  is  the  blank  slate  in  the 
group — exactly  what  the  Administra- 
tion sought  for  what  is  probably  the 
most  racially  sensitive  post  in  govern- 
ment. In  the  bizarre  calculus  of  confir- 
mation politics,  White  House  officials 
reasoned  that  a  background  in  civil- 
rights  litigation  would  be  more  of  a  lia- 
bility than  an  asset  since  it  would  give 
activists  on  the  far  left  or  the  far  right 
a  record  to  attack.  Thompson,  too,  is 
hard  to  assess.  He's  not  considered  a 
"movement"  conservative,  though  he 
has  friends  who  are.  One  of  them  is 
U.S.  Supreme  Court  Justice  Clarence 
Thomas,  whom  he  represented  during 
his  bitterly  contested  1991  confirmation. 


FCC  CHAIRMAN 

AGE  37  Son  of  Secretary  of  State  Colin  Powell. 
Tank  commander  in  Germany.  Became  lawyer  after 
near-death  experience  on  training  exercise.  Joined 
FCC  as  GOP  appointment  in  1997.  Elevated  to 
chairman  by  Bush.  Critical  of  efforts  to  boost  mi- 
nority ownership  of  broadcast  stations.  Plans  to 
lessen  FCC  involvement  in  merger  reviews. 

sure  there  are  many  people  who  would 

say  that  that  made  much  difference." 

The  same  is  true  now  with  Bush.  "I 

don't  think  black  Americans  will  say, 

'Aha — I  was  wrong,'  just  because  he 

appointed    a   Larry   Thompson   or   a 

Charles  James.  I  just  don't  think  there's 

any  mileage  in  this." 

People  on  the  outside  looking  in  aren't 

so  sure  about  that.  J.  Kenneth  Black- 
well,  Ohio's  Secretary 
of  State  and  a  possible 
addition  to  the  Bush 
fraternity,  says  Bush  is 
trying  to  create  a  new 
set  of  black  leaders  to 
counter  more  tradi- 
tional, liberal-leaning 
civil-rights  leaders. 
"He  understands  that 
many  African  Ameri- 
can leaders  wear  two 

hats,"  says  Blackwell,  "one  as  the  head 

of  their  respective  organizations  and  the 

other  as  Democratic  operatives." 

Along  with  naming  blacks  to  high- 
profile  jobs,  Bush  also  is  courting  black 

religious  leaders.  On  Mar.   19,  he  met 

with    15   heads   of  African   American 

churches,  his  second  such  confab  with 

black  religious  leaders. 

But  if  creating  a  new  leadership  is 

part  of  what  Bush  is  after,  it  won't 

work,  says  William  H.  Gray  III,  a  for- 
mer Democratic  Representative  from 

Philadelphia  and  now  president  of  the 


United  Negro  College  Fund.  "You  can] 
develop  a  leadership  for  a  community] 
says  Gray.  "The  community  chooses  itj 
own  leadership." 

Clearly,  Bush  faces  a  special  burder 
Not  only  was  he  rejected  en  masse  b 
African     America 
voters,  but  in  the  a 
termath  of  Florida 
recount,  most  blacl 
continue   to   believ 
that  voting  irregula 
ities  put  the  wroi 
man  in  office.  By 
76%  to  16%  margi 
blacks    think    Bus 
was  not  legitimate 
elected,  according  j 
a  Mar.  8-12  New  York  Times/CBS  Nevj 
Poll.  "Black  attitudes  toward  Bush,  ail 
Republicans  in  general,  are  going  to  tal 
a  fair  amount  of  time  to  soften,"  sa; 
David  A.  Bositis,  senior  political  analy 
at  the  Joint  Center  for  Political  &  Ec 
nomic  Studies,  a  think  tank  focusing 
African  American  issues. 
NOTHING    PERSONAL.    But   there   is 
bright  side  for  Bush.  Much  of  the  vc 
against  him,  political  experts  say,  w 
the  result  of  animosity  to  the  party 
general — not  him  personally — and  un 
minished  support  for  the  highly  popu 
Clinton-Gore  Administration.  With  be 
Clinton  and  Gore  out  of  the  picture, 
least  for  the  time  being,  Bush  is  jun 
ing  at  the  chance  to  reach  out  to  blac 
"I  think  there's  some  real  opportun 
for  him,"  says  Representative  Mel 
L.  Watt,  a  black  Democrat  from  No 
Carolina. 

The  tricky  part  for  Bush,  black  le 
ers  say,  is  that  he'll  have  to  foil 
through  on  these  appointments  w 
policies  that  impress  African  Ameri 
voters.   The   prevailing   view   am 
blacks  is  that  the  gop  does  not  look 
for  their  best  interests  on  an  arra; 
topics  ranging  from  civil  rights  to 
cation  to  tax  policy.  If  Bush  can't 
vince  African  Americans  that  he's 
the  enemy,  the  diversity  in  his  Ad 
istration  may  not  much  matter. 

By  Dan  Carney,  with  Richar 
Dunham,  hi,  Washington 


RALPH  F.  BOYD  JR. 


ASSISTANT  ATTORNEY  GENERAL  FOR  CIVIL  RIGHlB 

AGE  44  Former  federal  prosecutor  in  Boston,  now  in 
private  practice.  Lack  of  background  in  civil  rights 
seen  as  a  plus  by  the  Bush  crowd,  which  is  fearful  that 
any  track  record  would  be  attacked  from  left  or  right. 
Tough  prosecutor  who  sent  minority  kids  to  jail  but  alsc 
volunteered  as  a  tutor  at  night.  Harbors  abiding  disguslj 
for  Bill  Clinton.  Little  known  in  D.C. 


76  BusinessWeek  /  April  2,  2001 


i 


BBP    Q    R   « 


(vision's  #1 
iness  News  Program. 


• 


<r     /f> 


:'3ff^!9r 


public  television 


Visit  our  website  www.n 


• 


Nightly  Business  Report  is  produced  by 

Nationally  underwritten 
A.G.  Edwards,  Inc.,  Compaq  Computer  Corporation  an 


I 


/ 


•w/j^JJ/j  7jj;jpJ^jj-l;j  j^'jiguix. 


Government 


POWER  BROKERS 


A  FIRST  FRIEND' 
WITH  UNUSUAL  CLOUT 

Commerce  could  get  tough  on  trade  with  Don  Evans  in  charge 


Commerce  Secretary  Donald  L. 
Evans  has  two  jobs  in  Washington. 
The  official  one  comes  with  a  gov- 
ernment limo,  a  spacious  paneled  office, 
a  tropical  fish  tank,  and  a  $3  billion  bud- 
get. The  second  is  a  round-the-clock  role 
as  First  Friend.  So  while  vacationing 
in  Colorado  in  mid-March, 
Evans  wasn't  surprised  to  get 
a  call  from  the  White  House. 
A  crisis?  Hardly.  President 
Bush  had  simply  learned  that 
his  personal  secretary  and 
Evans'  secretary  were  room- 
mates and  decided  to  call  his 
pal,  "Evvie,"  for  a  chat. 

Evans  and  Bush  aren't  just 
close — they're  soul  mates 
joined  by  the  Midland  (Tex.) 
frontier  ethos.  Their  ties  go 
back  nearly  three  decades,  to 
the  duo's  oil  wildcatting  days. 
Although  Bush  made  the  big 
move  to  the  White  House,  "I 
can  pick  up  the  telephone  and 
call  him  and  he  can  call  me," 
Evans  says. 

That  easy  intimacy  makes 
Evans,  54,  potentially  one  of 
the  most  powerful  Commerce 
chiefs  in  many  years.  As 
Bush's  campaign  chairman,  he 
raised  a  record-breaking  $100 
million  for  his  pal,  a  job  that 
put  the  Texan  on  a  first-name 
basis  with  many  corporate 
chieftains.  But  in  his  first  ma- 
jor interview,  the  Commerce 
Secretary  insists  that  he's 
leaving  the  world  of  political  fund-rais- 
ing behind.  His  new  concerns:  helping  to 
sell  the  big  Bush  tax  cut,  battling  unfair 
trade  practices  abroad  aimed  at  indus- 
tries such  as  steel  and  aerospace,  and 
boosting  the  government's  long-range 
research  efforts. 

BATTLING  BARRIERS.  Although  Evans  is 
a  reserved  man  who  comes  across  as 
the  essence  of  politeness,  he's  down- 
right hawkish  when  it  comes  to  bat- 
tling trade  barriers.  "Our  [trade]  focus 
ii.  to  be  on  fundamental  fair  play," 
he  insists.  "Open  competition  and  fair 
play  were  part  of  the  spirit  of  Midland." 


Such  talk  is  likely  to  win  Evans  friends 
among  many  in  Congress  who  have 
been  critical  of  the  Commerce  Dept.'s 
lax  enforcement  of  previous  trade  agree- 
ments and  rulings. 

Evans'  selection  as  Bush's  Commerce 
chief  is  eerily  reminiscent  of  the  first 


1 


ACCESS  U  I  can  pick  up  the  tele- 
phone and  call  [the  President] 
and  he  can  call  me  J  J 


DON  EVANS 


Bush  Administration.  The  elder  Bush 
picked  Robert  A.  Mosbacher  Sr.,  his 
best  friend,  campaign  chairman,  and  a 
fellow  Texas  oilman,  to  head  the  de- 
partment. With  his  White  House  con- 
nections, Mosbacher  seemed  destined  to 
be  a  major  policy  player.  But  he  spent 
much  of  his  time  battling  White  House 
Chief  of  Staff  John  Sununu  over  philo- 
sophical differences  on  industrial  poli- 
cy. Mosbacher's  political  well  ran  dry 
after  he  publicly  proposed  spending  $1 
billion  in  federal  funds  to  develop  a 
high-definition  television  industry. 
Those  who  know  Evans  say  he's  not 


likely  to  meet  the  same  fate.  They  no' 
that  the  Secretary,  for  example,  has  o 
dered  a  review  of  the  Commerce  Dept 
Advanced  Technology  Program — a  r 
search  initiative  begun  during  the  pr 
vious  Bush  Administration — to  purge 
of  any  remnants  of  industry  subsidiz 
tion.  The  goal  is  to  focus  on  basic 
search  and  shift  more  work  to  univers 
ties  and  away  from  favored  companie 
"We're  just  going  to  have  to  redefii 
the  role  that  government  plays  in 
search,"  Evans  says. 
AVOIDING  CONFLICT.  In  fact,  shifting  b 
sic  research  to  universities  is  a  natui 
for  Evans,  who  received  his  ba  in  enj 
neering  from  the  University  of  Tex 
and  became  chairman  of  its  board 
regents  after  then-Governor  Bush 
pointed  him  in  1995. 

One  pitfall  Evans  m 
avoid  is  blurring  the  line 
tween  campaign  fund-raisi 
and  Commerce's  efforts 
promoting  exports.  Like 
former  Secretary  befi 
him — President  Clinton's 
pick,  Ron  Brown — Evans 
be  handling  export  issues 
volving  many  of  the  com 
nies  whose  ceos  kicked 
cash  for  Bush's  campai 
When  Brown  died  in  a  1 
plane  crash,  he  was  facing 
legations  that  he  had  tra 
seats  on  trade-promotion  fa 
for  contributions.  All  pro 
of  Brown  ended  with 
death,  but  successor  Willi 
M.  Daley  was  forced  to  ti 
over  the  process  of  choos 
CEOs  for  the  trade  outings 
the  Commerce  Dept.'s  car 
staff.  Evans  vows  to  contii 
Daley's  efforts  to  insul 
Commerce  decision-mak 
from  political  giving. 

That  isn't  Daley's  c 
legacy.  After  Daley 
picked  to  head  former  V: 
President  Al  Gore's  campa 
in  June,  2000,  Evans  called  Daley  to 
troduce  himself.  Despite  a  sometii 
acrimonious  campaign,  a  friendship 
veloped  between  the  earthy  Chicago 
and  the  deeply  religious  Texas  oiln 
When  Evans  was  contemplating  a  jo 
the  Administration,  Daley  warr 
"Don't  go  near  the  White  House; 
can  be  close  to  the  President  with 
being  in  the  same  building."  Evans  t 
the  advice  and  the  post  at  Comme 
He  reckons  that  if  he  ever  needs 
reach  Bush,  liis  friend  is  jus!  ;i  pli 
call  away. 

By  Paul  Magnuason  in  Washing 
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Vhere  else  would  you  find: 


20  million  potential  consumers. 

A  well-trained  and  educated  work  force. 

The  nation's  largest  international  travel  hub. 

More  than  $2.75  billion  of  venture  funding  in  2000. 

A  highly  developed  business  infrastructure. 

Enacted  tax  reductions  totaling  $2.4  billion  since  1994. 


"Thanks  to  the  Giuliani  administration 's  corporation-friendly 
tax  breaks,  existing  businesses  have  stayed  in  New  York  City 
and  flourished,  and  new  ones  have  crowded  in..." 

—  Fortune  magazine 

Ranked  New  York  City  America's  Best  City 
for  Business  (2000) 

"For  the  third  year  running,  foreign  real  estate  investors 
have  named  New  York  City  the  number  one  choice  for 
their  investment  dollars. " 

—  Association  of  Foreign  Investors  in  Real  Estate 


ie  specialists  at  the  New  York  City  Economic  Development 
Drporation  (EDC)  can  help  you  with  site  selection,  financing 
)tions,  enhanced  tax  incentives  and  energy  discounts. 


New  York  City.  We  Want  Your  Business. 

New  York  City  Economic  Development  Corporation 
Rudolph  W.  Giuliani,  Mayor 
Michael  G.  Carey,  President 


Contact  EDC  for  more  information:  (212)  312-3600  •  (888)  NYC-0100 
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Airbus'  A380  will  hold  up  to  80 
Boeing  will  offer  a  stretched  mod 


STRATEGIES 


RUMBLE  OVER  TOKYO 

As  Airbus  aggressively  pitches  its  superjumbo,  Boeing  moves  to  protect  its  tu 


id 


lit  A 


Back  in  1990,  when  All  Nippon  Air- 
ways and  flagship  carrier  Japan 
Airlines  Co.  ordered  the  first  Boe- 
ing 777  jetcraft,  Boeing  Co.  pulled 
out  all  the  stops  to  celebrate  the  sale. 
The  aircraft  giant  brought  together  hun- 
dreds of  guests,  including  government 
officials,  top  executives  from  both  com- 
panies, and  their  wives,  for  a  bash  at 
Tokyo's  Imperial  Ho- 
tel. The  assembled 
partygoers       were 
wowed  by  the  cen- 
terpiece of  the  gala. 
For  the  affair,  Boe- 
ing    had     built     a 
three-quarter  scale 
model  of  the  first 
plane   it   had   ever 
made,  the  wood-and- 

cloth  B&w.  It's  the   BOEING'S  MULALLY:  He  says  small  jets 
type  of  gesture — a   are  the  future.  Many  analysts  agree 
bow  to  history — that   ~ 


impresses  the  Japanese.  Now  Boeing 
hopes  it  can  impress  them  again,  this 
time  with  a  real  plane — a  superjumbo 
jet — that  will  serve  to  protect  its  long- 
standing dominance  of  the  country's  corn- 
el-aircraft sales. 
For  nearly  50  years,  Boeing  and 
Japanese  airlines  JAL,  All  Nippon,  and 
Japan  Air  System  have  had  a  fruitful 
business  relationship,  thanks  in  part  to 
the  aircraft  maker's  deference  to  Japan- 
ese customs.  Boeing's  planes  now  account 


for  84%  of  Japan's  commercial  fleets,  the 
world's  third-largest  national  air  market 
after  the  U.  S.  and  China.  From  1970  to 
1998,  jal  alone  spent  $14.4  billion  on 
those  planes.  But  that  lead  is  now  under 
fierce  attack  from  Boeing's  archrival,  Air- 
bus Industrie.  Japan  has  become  the  key 
battleground  as  the  European  aircraft 
consortium  seeks  to  launch  its  superjum- 
bo A380  jet,  which 
can  hold  555  to  800 
passengers.  The  Air- 
bus offensive  will 
force  Boeing,  which 
recently  announced 
it  will  move  its 
headquarters  out  of 
Seattle  as  part  of  a 
major  corporate 
overhaul,  to  fight 
like  never  before. 
Airbus  isn't  wait- 
~  ing.  It's  expanding 
its  small  Japanese  office  and  making  allies 
at  Japanese  businesses.  The  company  has 
already  shown  that  it's  willing  to  offer 
steep  discounts.  Some  early  buyers  paid 
40%  off  the  A380's  $220  million  list  price. 
Quality  planes  and  aggressive  business 
practices  like  that  have  lifted  Airbus' 
worldwide  market  share  over  the  past 
five  years  from  21%  to  almost  50%.  Air- 
bus already  has  A380  orders  from  Sin- 
gapore Airlines  and  Qantas  Airways,  two 
other  Pacific  Rim  carriers.  If  the  Japan- 


ese buy  the  A380,  Airbus  will  becoi    .;> 
the  regional  and  likely  worldwide  lea 
in  the  market  for  big  jets.  It  would 
make  Airbus,  not  Boeing,  the  worl 
undisputed  No.  1  commercial  jetmake: 
So  far,  Boeing  seems  to  be  hold 
Airbus  at  bay.  Airbus  has  sold  only 
jets  in  Japan — and  none  to  flagship 
rier  jal.  Still,  over  the  next  20  ye 
Airbus  says  Japan  will  need  600  n 
planes,  180  of  them  with  400  seats 
more.  The  European  company  arg    u 
that  superjumbos  will  be  indispens: 
for  carriers  that  serve  congested  airp( 
such  as  Tokyo's  Narita.  And  while 
A380  is  considered  a  tough  sell  beca 
of  Boeing's  decades-long  dominance 
the  country's  faltering  economy,  S' 
Japanese  carriers  say  they  are  serioi 
considering  it.  Airbus  Sales  Director  J 
Leahy  insists  that  "this  aircraft  is  a 
ural  for  Japan." 

HIGH-STAKES  PLEA.   Boeing's  coun 
offensive  moved  into  high  gear  in  Mai 
when  Alan  Mulally,  recently  named 
of  Boeing's  Commercial  Airplanes,  U  ■ 
team  of  executives  to  Japan  to  persi  h 
longtime  customers  to  stick  with  I 
ing.   It  was  an  unusual  trip  bee; 
Mulally,  widely  considered  a  candi<  » 
to  be  Boeing's  next  chief  executive,  r 
makes  sales  calls.  Hut  these  stakes 
high.  Not  only  was  Boeing's  market  i 
at  risk,  but  it  had  a  self-imposed  <lea< 
to  meet.  Unlike  Airbus,  it   could 
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ssening  landing  jams  in  airports, 
the  747,  carrying  520  passengers 


id 


snd  $10.7  billion  to  develop  a  new 
jerjumbo.  Wall  Street  was  eyeing  its  fi- 
nces  closely  after  costly  production 
ifus  three  years  ago.  So  Boeing  opted 
a  stretched,  520-seat  version  of  its 
J  jumbo — the  747X — that  would  cost 
billion  to  develop  and  sell  for  about 
K)  million.  Boeing  promises  to  deliver 
i  747X  by  2005,  a  year  earlier  than 
i  first  A380s  are  expected  to  ship.  But 
make  that  date,  Boeing  says  it  must 
re  its  first  sale  by  August.  As  Mulally 
ssed  the  Pacific,  Boeing  had  yet  to 
i  a  single  buyer. 
Hie  battle  goes  be- 
ld  jumbo  jets.  Boe- 
also     fears     its 

I  >anese     customers 

a  y  be  tempted  to 
'  more  small  Airbus 
3  if  they  like  the 
BO.  And  smaller 
ij-haul  jets,  Boeing 
«s  believe,  are  the 
:  to  future  sales. 
i  300-seat  Boeing 
,  for  instance,  can 
10,200  miles  non- 
p,  eliminating  the 
d  for  the  hub-and- 
ke  system  that 
lgs  jets  into  crowd- 
airports  such  as  Narita.  This  alterna- 
i — "fragmentation"  in  airline  jargon — 
Jready  common  across  the  Atlantic. 
;hts  between,  say,  Detroit  and  London 
dn't  stop  in  crowded  New  York.  Last 
r,  Mulally  says,  Boeing  sold  a  record 
of  its  777s  worldwide,  confirming  the 
ndness  of  its  strategy.  "We  think  the 
ter  of  the  market  will  be  777-  and 
-size  airplanes,"  he  says, 
lulally  concedes  that  some  carriers 
■  use  superjumbos,  but  he  thinks  few- 
■han  500  are  needed  worldwide.  Air- 
Leahy  pegs  the  number  at  twice 


SKY  KING 


Boeing  has  a  commanding 

lead  supplying  Japan's 

commercial  airliners 


McDonnell  >     67% 


'BOEING  ACQUIRED  McDONNELL  DOUGLAS  IN  1997 
Data:  Company  reports 


that.  Airbus  already  has  orders  for  66 
of  its  A380s.  Mulally  says  the  surging 
orders  for  Airbus'  A380  reflect  the  com- 
pany's price-cutting,  not  real  demand.  It's 
another  reason  Boeing  didn't  rush  into 
the  superjumbo  race — though  it  has  been 
forced  to  play  catch-up. 

Still,  Boeing  may  be  right  about  the 
long-term  market  for  superjumbos.  Air- 
lines "won't  pay  for  capacity  they  don't 
need,"  says  Richard  L.  Aboulafia,  an  an- 
alyst at  Teal  Group  in  Fairfax,  Va.  "Fly- 
ing deadweight  through  the  air  is  a 
pricey  proposition." 
Some  analysts  also 
back  Boeing.  "The  500- 
seater  is  a  niche,"  says 
Byron  Callan,  Merrill, 
Lynch  &  Co.  aerospace 
analyst.  "I'm  more 
comfortable  with  the 
way  Boeing  looks  at 
how  air  travel  will 
evolve  over  the  next 
10  to  15  years." 

Now  that  the  super- 
jumbo battle  has  been 
joined,  Boeing  is  going 
all  out  to  get  Japanese 
orders  for  its  747X.  A 
week  before  Mulally's 
trip  to  Tokyo,  other 
Boeing  execs  were  already  there,  lining 
up  local  contractors  for  the  unbuilt  plane. 
They  reached  a  tentative  agreement  with 
Mitsubishi  Heavy  Industries  to  build  the 
747X  wing  in  Japan.  Boeing  is  also  lob- 
bying the  Japanese  government  to  name 
the  747X  a  "national  project,"  the  desig- 
nation it  got  for  the  767  and  the  777, 
parts  of  which  were  also  made  in  Japan. 
That  could  slash  $1  billion  from  747X  de- 
velopment costs. 

Airbus'  could  also  be  slowed  by  the 
sour  Japanese  economy.  Airlines  are  cau- 
tious about  buying — JAL  probably  won't 


have  a  major  fleet  expansion  until  2003. 
But  the  Japanese  are  keeping  their  op- 
tions open.  "We  don't  need  that  size  of  a 
plane  right  away,  but  there's  a  chance 
we  will  need  it  in  the  future,"  says 
Masaru  Onishi,  jal's  senior  director  for 
corporate  planning.  He  says  growing  con- 
gestion at  Japanese  airports  could  force 
JAL  to  reconsider  the  A380.  "Boeing  tells 
us  there'll  be  no  demand  for  superjumbo 
aircraft,  but  we're  not  so  sure." 
WEAK  TIES.  That's  good  news  for  Airbus, 
which  is  still  learning  Japanese  ways.  In 
a  country  that  values  personal  relation- 
ships in  business,  Airbus  had  only  a  tiny 
office  in  Japan  until  April.  Onishi,  the 
JAL  executive,  says  of  Airbus'  Leahy: 
"He  doesn't  seem  to  understand  our  par- 
ticular needs  very  well If  he  were  to 

pay  us  a  visit  more  often,  perhaps  that 
wouldn't  be  the  case."  Leahy  vows  to 
do  better.  In  a  bid  to  gain  entree  to 
Japan's  business  community,  Airbus  has 
signed  an  agreement  with  trading  com- 
pany Mitsui  &  Co.,  which  brokered  jets 
for  McDonnell  Douglas  until  Boeing 
bought  it  in  1997. 

But  Boeing  has  been  nurturing  its  re- 
lationship with  the  Japanese  since  1953. 
After  a  jal  Boeing  747  crashed  in  Japan 
and  killed  520  people  in  1985,  the  com- 
pany admitted  partial  responsibility  and 
for  years  sent  executives  to  Buddhist 
memorial  rites  for  the  victims  on  the  dis- 
aster's anniversary.  And  it  helps  that 
both  Boeing  and  McDonnell  Douglas  are 
longtime  Japanese  defense  contractors. 
"It's  probably  the  most  important  bilat- 
eral relationship  we  have  in  the  world," 
says  Boeing's  Larry  Dickenson,  senior 
vice-president  for  Asia  sales.  In  the  bat- 
tle of  the  superjumbos,  that  may  be  Boe- 
ing's ace  in  the  hole. 

By  Stanley  Holmes  in  Seattle,  with 
Chester  Dawson  in  Tokyo  and  Carol 
Matlock  in  Paris 
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The  new  CFO  pledges 
bigger  earnings,  but  much 
depends  on  building  sales 
in  a  slowing  economy 

Only  someone  as  confident  as  John 
Devine,  the  new  vice-chairman 
and  chief  financial  officer  of  Gen- 
eral Motors  Corp.,  would  promise 
that  America's  largest  auto  maker  will 
earn  $2.3  billion  this  year,  about  a  third 
more  than  some  analysts  predict.  And 
only  someone  as  respected  as  Devine 
would  be  taken  seriously. 

GM  is  struggling  to  break  even  in  the 
first  quarter,  and  as  the  economy  weak- 
ens, car  sales  may  well  fall  later 
this  year.  Normally,  investors 
and   analysts   would 

such  a 
claim  as  another 
example  of  how  out 
of  touch  cm  is.  But  the 
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56-year-old  Devine  is  a  straight  talk- 
er—during his  days  as  cro  at  Ford  Mo- 
tor Co.  he  was  known  for  never  promis- 
ing more  than  he  could  deliver— so  some 
analysts  are  trying  to  see  gm  his  way. 
"Their  gut  tells  them  no,  but  they  have 
a  lot  of  respect  for  Devine,"  says  Pru- 
dential Securities  auto  analyst  Michael 
Bruynesteyn. 

CRITICAL  EYE.  That's  one  reason  GM 
hired  Devine  in  December,  gm's  credi- 
bility with  investors  has  been  stretched 
thin  in  recent  years  as  executives  made 
excuses  for  slim  margins  and  missed 
market-share  predictions.  During  his  32- 
year  career  at  Ford,  Devine  was  one  of 
the  few  executives  regularly  to  point 
out  flaws  in  the  company's  strategy.  And 
he  drove  Ford's  efforts  to  sell  off  non- 
core  businesses — for  a  nice 
profit.  One  high-lev- 
.  el  insider  at  GM 
says  Devine  de- 


manded the  vice-chairman's  title  bee 
"he  wants  to  be  taken  seriously." 
management,  including  Chief  Execu 
G.  Richard  Wagoner  Jr.,  a  23-year 
veteran,  expects  Devine  to  cast  a  cri 
eye  over  a  company  known  for  its  < 
placent,  inward-looking  culture  anc 
overly  cost-conscious  ways.  "We're  \ 
open  to  letting  him  give  input  on  o 
parts  of  the  business,"  says  Wage 
Indeed,  he  broke  with  tradition  by  h 
Devine— rarely  has  cm  gone  outsit! 
fill  a  senior  job.  Devine  could  even 
come  chief  operating  officer  in  the 
few  years,  according  to  gm  insiders- 
one  board  member  puts  it:  "You 
bring  in  a  guy  like  John  Devine  ancj 
pect  it  to  be  business  as  usual." 

Good  thing  for  gm.  The  company 
once  was  regarded  as  the  country's 
innovative  carmaker  has  been  in  d« 
for  three  decades.  Its  U.S.  market  A 
has  fallen  from  33%  in  1995  to  289f 


. 


The  Olds  (left)  is  histoi? 


I 


ear.  "A  lot  of  people  have  gained  mar- 
M   share  at   our  expense,"  says  Wag- 
ner. GM  has  been  squeezed  on  the  low 
nd  by  Toyota  Motor  Corp.  and  Honda 
lot  in-  Co.  and  has  been  losing  luxury 
Dyers  to  Mercedes-Benz  and  BMW.  Its 
rofits  don't  hold  up  well  to  U.S.  rivals', 
ither.  Ford,  for  example,  made  $5.4  bil- 
on  last  year,  vs.  GM's  $4.5  billion,  while 
■lling  1.2  million  fewer  vehicles,  cm  has 
.  least  15%  more  production  capacity 
lan  it  needs.  Meanwhile,  and  perhaps 
iost  damning,  many  of  its  cars  have 
Hed  dull  and  unrefined — particu- 
lose  sold  by  the  Buick  and  the 
!w  dropped  Oldsmobile  divisions. 
lot  i,      i  o  go  right  at  GM — and 
the   economy — for   Devine's 
edictions  to  come  true. 
Still,  Devine's  impact  has  been 
lmediate.  He  helped  persuade 
'agoner  to  cut  production  in 
orth  America  by  21%  in  the 
■st  quarter  and  17%  in  the  sec- 
id  to  bring  costs  in  line  with 
owing  sales.  He's  urging  closer 
'ersight     of    gm's     minority- 
vned  Isuzu  Motors  Ltd.  And 
i's  leading  negotiations  to  sell 
I's  once-prized  Hughes  Elec- 
onics  Corp.  satellite  business, 
ivs  GM  Chairman  John  F.  Smith 
,:  "He  was  up  and  running  the 
y  he  hit  the  place." 
That  combination  of  financial 
jcipline  and  vision  is  crucial  for 
I  right  now.  Wagoner,  who  was 
^pointed    in  June,   2000,   has 
■wed  to  return  gm  to  the  glory 
ys  of  the  1950s  and  '60s,  when 
set  the  tone  for  the  auto  in- 
stry.  Devine  is  convinced  that 
get  there  gm  has  to  worry  less 
out  pinching  pennies  and  more 
out  generating  revenue.  "We 
ve  to  perform  better,"  says 


gets,  he  doesn't  want  them  to  skimp  on 
quality.  "John  will  not  give  you  a  Cadil- 
lac Cimarron  just  because  it's  the  finan- 
cially feasible  thing  to  do,"  says  Peter  J. 
Pestillo,  former  Ford  vice-chairman,  re- 
ferring to  the  brand's  disastrous  '80s- 
era  model.  Devine — always  soft-spoken 
but  direct — has  also  asked  specifically 
how  gm  can  use  rebates  to  maximize 
revenue  and  profits  rather  than  to  just 
go  after  broad  market-share  gains. 
"These  are  questions  a  lot  of  people 
haven't  been  asking,"  says  Lovejoy,  who 
describes  Devine's  presence  as  that  of  a 
doctor.  "I  think  by  asking  the  right 
questions,  he'll  bring  change." 


JOHN  M.  DEVINE 

BORN  May  13,  1944,  in  Pittsburgh. 

EDUCATION  BS,  finance,  Duquesne  University 
1967;  MBA,  University  of  Michigan,  in 
1972. 

CURRENT  JOB  Vice-chairman  and  chief 
financial  officer,  General  Motors. 

FIRST  JOB  At  age  11,  bagged  groceries  in 
a  local  store. 

CAREER  TWIST  In  1974,  after  two  years 
in  Ford's  finance  department,  Devine  want- 
ed to  resign  to  drive  across  the  country  in 
a  motor  home  with  his  wife.  Instead,  Ford 
granted  Devine  (at  right)  a  one-year 
sabbatical. 

BEHIND  THE  WHEEL  Owns  a  pair  of  Porsches; 
wants  to  buy  a  1954  GMC  Pickup  and  a  1967 
Corvette. 

AFTER  HOURS  Listens  to  rock  'n'  roil;  still  follows 
the  Pittsburgh  Pirates  and  Pittsburgh  Steelers. 

BUSINESS  PHILOSOPHY  "Get  things  done.  We 
spend  a  lot  of  time  planning  strategy.  But  we  get  paid 
for  results." 


Later,  in  the  1990s,  Devine  encouraged 
then-CEO  Alex  Trotman  to  get  rid  of 
First  Nationwide  Bank  and  spin  off  As- 
sociates Corp.,  a  specialty  lending  com- 
pany, in  a  hugely  profitable  deal  in  1998. 
"THIS  SPARK."  Helping  to  fix  another 
auto  company  was  hardly  what  Devine 
had  in  mind  when  he  left  Ford  in  Octo- 
ber, 1999.  He  had  just  lost  the  race  for 
the  CEO  job  to  Jacques  A.  Nasser  and 
was  ready  to  turn  his  back  on  Detroit 
altogether,  gm  made  an  overture  to  him 
then,  but  he  and  his  wife,  Pat,  were 
planning  to  move  to  their  vacation 
house  in  Huntington  Beach,  Calif.  In 
fact,  Devine  spent  much  of  2000  com- 
muting to  San  Francisco  to  run  a 
tech  venture-capital  firm,  Fluid 
Ventures  LLC. 

Devine,  an  intense  man  who 
seems   most  comfortable  in   a 
dark  suit,  began  going  to  the  of- 
fice in  a  T-shirt  and  jeans. 
"I  couldn't  believe  it  was 
him,"  says  Rick  Leweke,  a 
colleague  of  Devine's  in  the 
early  1990s.    His  wife  says 
that  when  Devine  left  Ford, 
"a  huge  weight  came  off  his 
shoulders."  But  when  GM's 
headhunter  called  again  in 
October,  she  says,  "I  saw 
this  spark  in  his  eye  and 
thought:  'Oh  no,  we're  not 
going  anywhere.'"  Indeed. 
As  Devine  says:  "You  don't 
get  too  many  opportunities 
to  be  part  of  significant  changes 
at  one  of  the  world's  largest 
companies." 

Last  year  wasn't  the  first  time 
Devine  took  a  break  from  De- 
troit. In  1974,  after  he  earned 
his  MBA  (paid  for  by  Ford)  and 
was  moving  up  quickly  in  the  fi- 
nance department,  he  took  to  the 


vine.  "I  feel  very  passionate       ._....;  road.  He  and  his  wife  had  seen  a 


out  getting  the  products  right." 
So  how  does  he  plan  to  do 
it?  Wagoner  and  Devine  are  counting 
gm's  five  new  sport-utility  vehicles, 
lich  are  as  popular  and  profitable  as 
01  er,  to  boost  the  bottom  line  this  year. 
er  the  next  four  years,  they  want  to 
ise  after  more  first-time  buyers  with 
ineup  of  new  small  cars  and  trucks, 
ile  reclaiming  the  luxury  market  with 
einvigorated  Cadillac. 
FT-SPOKEN.  In  GM  executive  meet- 
;s,  Devine  has  been  vocal  about  the 
id  to  expand  the  business,  not  just 
leeze  costs,  says  William  J.  Lovejoy, 
)up  vice-president  of  North  Ameri- 
i  vehicle  sales,  service,  and  market- 
'.  While  Devine  will  certainly  push 
nagers  to  meet  tough  financial  tar- 


FAMILY  Wife,  Pat;  one  daughter,  one  son. 

Devine  also  wants  to  take  a  firmer 
stance  with  Isuzu,  the  struggling  Japan- 
ese auto  maker  of  which  GM  owns  49%. 
gm  handed  Isuzu  a  tough  recovery  plan, 
but  Devine  has  told  analysts  he  doesn't 
want  to  leave  the  restructuring  solely  to 
the  Japanese  executives.  And  at  a  press 
conference  in  January,  he  questioned 
whether  Isuzu  should  be  in  the  sport- 
utility  business  at  all. 

Devine  has  a  knack  for  finding  the 
weak  spots  in  a  business.  At  Ford,  he 
"was  one  of  the  rare  guys  who  was  crit- 
ical of  the  way  the  company  was  run," 
says  Robert  A.  Lutz,  the  former  Daim- 
lerChrysler  vice-chairman  who  worked 
with  Devine  at  Ford  Europe  in  the  1980s. 


John  Denver  television  special 
and  decided  they  wanted  to 
drive  across  the  country  in  a  motor 
home.  When  Devine  tried  to  resign,  his 
boss  gave  him  a  one-year  sabbatical.  A 
self-assured,  long-haired  30-year-old, 
Devine  said  he  would  have  left  anyway. 
"I  had  enough  confidence  that  I'd  wind 
up  somewhere  else,"  says  Devine,  the 
son  of  a  cookie  salesman  in  working- 
class  Pittsburgh. 

Now  that  Devine  is  somewhere  else, 
he'll  probably  stay  for  a  while.  Or  at 
least  until  he  has  done  what  he  can  to 
restore  Wall  Street's  confidence  in  Gen- 
eral Motors.  So  his  two  Porsches  stay  in 
the  garage,  and  the  vacation  home  in 
California  remains  just  that. 

By  David  Welch  in  Detroit 


ine  is  passionate  about  getting  new  models  right 
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I  iterprise  software  from  Microsoft  helps  you  implement 
s  fast.  Though  the  logic  is  clearly  faulty,  the 
hrase  "it  has  to  happen  yesterday"  is  understood  by  most 
usinesspeople.  That's  why  Microsoft  gives  you  a  complete 
9t  of  software  building  blocks  that  can  be  rapidly 
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)ur  situation.  From  mission-critical  operating  system 
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i  powerful  business  software  such  as  the  Microsoft  .NET 
iterprise  Server  family,  all  Microsoft  software  is  designed 
|  be  flexible  enough  to  help  you  quickly  meet  whatever 
e  "do  it  yesterday"  world  of  business  sends  your  way.  To 
id  out  how  you  can  make  your  business  more  agile,  visit 
icrosoft.com/business  Software  for  the  Agile  Business. 
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A  GUIDE  TO 
JAZZ  CLUBS  IN 
CHICAGO,  L.A., 
AND  NEW  YORK 


=|j  Round  Midnight 


The  soul  of  jazz  is  improvisation,  and  no  recording  can  capture  the  excitement 
listening  as  an  artist  creates  a  melody  that  has  never  been  heard  before  and  will  r 
er  be  heard  again.  Here  is  BusinessWeek's  guide  to  some  of  the  places  in  Chicago, 
Angeles,  and  New  York  where  you  can  hear  the  real  thing. 


BY  DARNELL  LITTLE 

When  Louis  Armstrong  arrived  in 
Chicago  in  1922,  he  was  entering  the 
most  exciting  metropolitan  jazz  scene 
on  the  planet.  New  York  has  long 
since  claimed  that  title.  But  while  the 
great  Chicago  clubs  of  the  '20s  are  no  more, 
the  city  can  still  boast  of  a  wide  and  vibrant 
jazz  community  whose  offerings  range  from 
Dixieland  to  the  most  avant  avant-garde. 

Ground  zero  for  any  jazz  traveler  in  the 
Windy  City  should  be  the  Jazz  Showcase, 
just  north  of  the  Chicago  Loop.  For  more 
than  50  years,  owner  Joe  Segal  has  been 
presenting  most  of  the  top  acts  the  music  has 
to  offer.  If  nationally  known  musicians  such 
as  McCoy  Tyner,  Ray  Brown,  or  Joe  Lovano 
are  in  town,  odds  are  they  are  playing  at 
the  Showcase.  In  his  spacious,  smoke-free 
club,  Segal  offers  mainly  traditional  acoustic- 
jazz.  Occasionally,  the  Showcase  will  feature 
some  Latin  or  big  band  acts,  but  few  vocal- 


p 


ists  grace  the  stage — and  forget  about 
sion  or  avant-garde.  Part  of  Segal's  Sav 
Children  program  includes  a  4  p.m.  Sur 
matinee  free  to  kids  12  and  under. 

A  few  blocks  away  is  Andy's  Jazz 
&  Restaurant,  where  the  music  starts  pla 
weekdays  at  noon.  Originally  a  drinking 
favored  by  the  city's  newspapermen,  A 
now  features  live  acoustic  jazz  daily, 
heavy  dose  of  the  local  talent  such  as  t| 
sax  legends  Franz  Jackson  and  Von  F| 
man.  With  live  jazz  accompanying  a  mi 
ately  priced  lunch  and  dinner  menu,  A 
sports  a  casual  atmosphere,  a  well-st<: 
bar,  and  a  decent  Buffalo  chicken  sandvi 
hard  bop.  North  in  Chicago's  Lincoln 
neighborhood,  you'll  find  Pops  for  Champ 
an  elegant,  candlelit  club  with  a  wood  bi 
fireplace,  sunken  bar,  and  a  catalog  of 
than  130  champagnes.  There's  also  a  linj 

lection  of  wines,  cognacs,  and  scutches 
sounds  at   Pops  arc  small  combo  piano 
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played  seven  nights  a  week. 
Also  in  Lincoln  Park  is 
Green  Dolphin  Street  (773 
395-0066),  a  spacious  club 
and  dinner  spot  on  the 
northern  branch  of  the 
Chicago  River.  Dolphin  fea- 
tures traditional  acoustic 
jazz,  Afro-Cuban,  and  fu- 
sion. Sometimes,  though, 
the  groups  may  lean  more 
toward  R&B  and  funk,  so 
check  the  listings  first. 

A  trek  farther  north  to 
the  grittier  Uptown  neigh- 
borhood will  yield  the 
Green  Mill,  a  funky  dive 
that  puts  on  some  of  the 
best  jazz  in  the  city.  If 
Chicago  still  had  hipsters 
and  beatniks,  this  is  where 
they  would  hang  out.  You 
can  find  everything  from 
the  avant-garde  and  big 
band  to  hard  bop  and  poet- 
ry slams.  Vocalist  Kurt 
Elling  and  pianist  and  vo- 


st  Patricia  Barber,  both  major  jazz  recording 

ists,  call  the  Green  Mill  home.  The  club  is  a 

cramped,  and  the  location  is  far  from  the 

I  )p,  but  true  jazz  fans  won't  mind  the  trip. 

fyee-jazz  and  avant-garde  lovers  have  a  few 

er  options.  One  is  the  HotHouse,  a  roomy 

i  comfortable  spot  in  the  South  Loop.  In  ad- 

on  to  showcasing  major  avant-garde  talent 

Matthew  Shipp  and  Tatsu  Aoki,  the  Hot- 

ise  is  a  nonprofit  performing  arts  center  with 

shows  and  cultural  seminars.  A  few  miles 

th  is  the  Velvet  Lounge,  run  by  local  legend 

d  Anderson,  a  co-founder  of  the  Association 

J")  the  Advancement  of  Creative  Musicians.  Five 

fit  its  a  week,  the  Velvet  Lounge  features  top- 

:h  music  in  a  dark,  intimate,  grungy  setting. 

Ihicago  boasts  several  other  clubs,  with  music 

ging  from  light  piano  to  cutting-edge  free 


to  .  The  local  papers  and  the  alternative  week- 
rhe  Chicago  Reader,  provide  a  good  listing  of 
»'s  playing  where  in  this  energetic  jazz  hub. 


BY  STEVEN  V.  BRULL 

y  day,  they  play  lucrative  studio 
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Andy's 

11  £  Hubbard 
312  642-6805 
Cover  Around 
$10 


HotHouse 

31  E.  Balbo  St. 
312362-9707 
Cover  Around 
$10 


HBgigs,  recording  incidental  music 

■C  for  TV  and  the  movies.  By  night, 

■  ■these  same  musicians  hit  the  clubs 

H^and  make  Los  Angeles  a  great 

place  to  hear  jazz.  Here  you  can  also 

catch  a  soon-to-be-gone  generation  of 

West  Coast  stars  who  helped  define  bop  and 

cool  jazz  in  the  1950s.  Like  anything  in  L.A., 

you'll  burn  a  lot  of  fuel  hitting  the  far-flung 

clubs,  but  it's  worth  it. 

Over  the  past  year,  Charlie  O's  in  the  San 
Fernando  Valley  has  become  a  locus  for  old- 
timers  and  studio  cats.  On  Friday  and  Satur- 
day nights,  ex-Count  Basie  and  Oscar  Peterson 
bassist  John  Heard  leads  a  trio  that  includes 
different  hornmen  each  week,  including  ex- 
Tonight  Show  band  tenor  Pete  Christlieb.  On 
Tuesday  and  Thursday  nights,  Earl  Palmer,  one 
of  the  world's  most  recorded  drummers,  leads 
sessions  popular  with  studio  players  who  have 
played  on  one  too  many  Coke  and  Toyota  ads. 
NO  SMOKING.  Across  the  Hollywood  Hills  in  Los 
Feliz,  10  minutes  northwest  of  downtown  L.A., 
the  year-old  Jazz  Spot  has  become  one  of  the 
city's  classiest  clubs.  Because  it's  in  an  upscale 
residential  neighborhood,  owner  Rick  Clemente 
completely  soundproofed  the  room.  The  result 
is  a  60-seat  space  whose  acoustics  rival  those  of 
the  best  concert  halls.  With  odd-angled  walls 
dotted  with  egg-crate  foam,  the  room  is  so  quiet 
that  bands  play  without  amplification.  There's 
no  cash-register  ka-ching,  no  blender  noise,  and, 
like  all  bars  and  restaurants  in  California,  no 
smoking.  The  Jazz 
Spot  has  hosted  such 
L.A.  tenor  sax  leg- 
ends as  Teddy  Ed- 
wards and  more  con- 
temporary players, 
including  hard-driving 
tenorman  Ernie 

Watts  and  pianist 
Alan  Broadbent.  If 
you  want  to  combine 
a  meal  with  music, 
the  Jazz  Spot  also 
serves  superb,  if 
pricey,  French  Cali- 
fornia cuisine  in  a 
separate  room. 

For  the  past  15  years,  L.A.'s  most  famous 
venue  has  been  the  Catalina  Bar  &  Grill,  a  cozy 
room  with  a  low  ceiling  and  tables.  The  music 
ranges  from  more  commercial  fare  to  the  fringes 
of  the  avant-garde.  Meals — seafood  is  best — are 
served  before  and  between  sets.  Catalina  is  close 
to  the  Sunset  Strip  in  Hollywood. 

The  Jazz  Bakery,  located  in  a  converted  bak- 
ery, attracts  a  casual  yet  respectful  crowd,  which, 
along  with  a  welcome  lack  of  cash-register  clatter, 


L.  A.  Clubs 

Catalina  Bar  &  Grill 

1640N.Cahuenga 
Blvd.,  Los  Angeles 
323466-2210 
Cover  $10-$25 

Charlie  O's 

13725  Victory  Blvd., 
Van  Nuys 
818989-3110 
Cover  $0-$10 

L.A.  County  Museum 
of  Art 

5905  Wilshire  Blvd., 
Los  Angeles 
323857-6010 
Free  Friday  evening 
outdoor  concerts 

The  Jazz  Bakery 

3233  Helms  Ave., 
Culver  City,  LA. 
310271-9039 
Cover $10-$30 

The  Jazz  Spot 

2138  Hillhurst  Ave., 
Los  Angeles 
323666-8666 
Cover  $5-$20 


COOKIN':  Tenor  saxo- 
phone player  Robert 
Elfman  and  bassist 
Frank  Abraham  play 
at  the  Jazz  Bakery,  a 
converted  bakery  that 
features  top  local 
and  national  artists 


Jazz  Showcase 

59  W.  Grand  Ave. 
312  670-2473 
Cover  $15-$20 


Pops  for 
Champagne 

2934  N.  Sheffield 
773  472-1000 
Cover  $5-$10 


The  Green  Mill 

4802  N.  Broadway 
773  878-5552 
Cover  Around 
$10 


The  Velvet 
Lounge 

2128'/S.  Indiana 
312  791-9050 
Cover  $4-$10 
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New  York 
Spots 

Birdland 

315  W.  44th  St. 
212  581-3080 
Cover  $10-$40; 
minimum  $10 

Blue  Note 

131  W.  3rd  St. 
212  475-8592 
Cover  $10-$55; 

minimum  $5 

Cajun 

129  8th  Ave. 
212  691-6174 
No  cover  at  bar;  dinner 
served  at  tables 

Sweet  Basil 

88  7th  Ave.  South 
212242-1785 
Cover  $17.50-$20; 
minimum  $10 

The  Village  Vanguard 

178  7th  Ave.  South 
212255-4037 
Cover  $15-$20; 
minimum  $10 


has  encouraged  top-tier  musicians  such 
as  Joe  Henderson,  Dave  Holland,  and 
Ralph  Towner  to  stretch  out.  Coffee, 
beer,  wine,  and  snacks  are  sold  in  the 
lobby.  The  Bakery,  in  Culver  City,  is 
close  to  two  freeways  that  bisect  the 
Westside  and  Downtown.  A  big  plus:  It 
has  plenty  of  free  parking. 

BY  PAUL  RAEBURN 

The  West  Coast  has  its  cool 
school  and  Chicago  has  its 
blues,  but  musicians  will 
tell  you  that  no  place 
swings  as  hard  as  New 
York.  On  any  given  night  in  | 
HW/I  Manhattan,  it's   a  fair  guess 

I  k  m  that  half  of  the  very  best  ^azz 

musicians  in  the  entire  world 
are  playing  there.  Many  of  the 
city's  clubs  have  become 
shrines  among  aficionados,  and 
visiting  them  is  part  of  the  fun 

il  of  listening  to  music  in  the 
I  world's  jazz  capital. 
The  Village  Van- 
guard, a  bedrock  of 
the  jazz  world,  has 
survived  for  more 
than  65  years  at  the 
bottom  of  a  slender 
stairway  on  Seventh 
Avenue  South  in  Greenwich 
Village.  Tables  are  packed 
into  a  dark,  narrow  space 
with  a  low  ceiling  and  near- 
perfect  acoustics.  This  is  jazz 
at  its  most  intimate— you  can 
hear  the  musicians  breathe. 
The  Vanguard  draws  top  tal- 
ent and  promising  newcom- 
ers. In  coming  weeks,  the 
club  will  host  guitarist  Jim 
Hall,  vibist  Bobby  Hutcherson,  and  tenor  sax 
master  Joe  Lovano. 

Just  down  the  street  is  Sweet  Basil,  an  airy, 
street-level  venue  that  features  pretty  good  club 
cuisine— ribs,  chicken,  and  the  like— and  its  own 
roster  of  first-rate  talents,  such  as  Andy  Bey, 
Marc  Cary,  and  Kenny  Garrett.  Upcoming  per- 
formers include  drummer  Will  Calhoun  (who 
played  on  the  Rolling  Stones'  Steel  Wheels  tour) 
and  tenor  saxophonist  Sam  Rivers  and  his  trio. 
BROADWAY  ALTERNATIVE.  The  third  of  the  trio  of 
big-name  clubs  in  the  Village  is  the  Blue  Note.  It 
doesn't  have  the  Vanguard's  history,  but  it  draws 
top-drawer  performers  who  otherwise  only  play 
concert  halls.  This  spring,  the  club  will  feature 
trumpeter  Maynard  Ferguson  and  his  big  band, 
singer  Nancy  Wilson,  and  bassist  Ron  Carter. 
The  Blue  Note  will  sting  you  with  some  of  the 
city's  highest  cover  charges— often  reaching  $50 
a  person  or  more.  But  as  an  alternative  to  a 
Broadway  show — where  you  can  pay  the  same 
price  for  a  seat  in  the  first  mezzanine— the  Blue 
Note  offers  an  unparalleled  opportunity  to  see 


some 

Further  uptown  is  Caj 
a  hideaway  in  Chelsea. 
Mondays  and  Thursdays  u 
11  p.m.,  you'll  find  the  Ni 
hawks,  the  big  band  of  Vi 
Giordano.  His  mission  is 
keep  alive  the  music  of 
1920s  and  '30s  big  bands 
such  legends  as  Paul  Wh 
man,  Fletcher  Henderson, 
Duke  Ellington. 

To  find  Birdland,  n 
Times  Square,  just  follow 
theatergoers  down  West 
Street  and  keep  walking 
til  you  cross  Eighth  Avei 
Here  you  can  catch  the  Duke  Ellington 
Tito  Puente  big  bands,  carrying  on  the  musi 
their  departed  leaders;  the  young  piano 
Brad  Mehldau;  and  many  other  top  names.  . 
here's  a  secret:  The  view  from  the  bar  i; 
good  or  better  than  the  view  from  the  tablJ 
making  it  a  great  place  to  stop  in  for  a 
drink. 

These  are  just  a  few  of  the  possibilities. 
Friday  New  York  Times  and  the  Daily  N 
along  with  the  Village  Voice,  which  comes  ou 
Wednesdays,  will  give  you  other  ideas.  Ar 
you're  marooned  in  the  city  on  a  Monday  n 
when  much  of  Broadway  is  dark,  don't  des 
That's  big-band  night  in  New  York.  You  can 
some  of  the  best  of  the  new  crop  of  musi< 
playing  in  Toshiko  Akiyoshi's  Jazz  Orchesti 
Birdland  or  the  Vanguard  Jazz  Orchestra  a 
Village  Vanguard.  Just  remember, 
Ellington  used  to  say,  if  you  waul  to  be 
snap  those  lingers  on  the  upbeat.  If. veil  don' 
derstand  what  that  means,  ask  the  guy  witl 
beret  at   the  bar.  He'll  know. 
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And  investors 
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Durs  did,  anyway. 


Lord  Abbett  Affiliated,  Research-Large-Cap,  Mid-Cap  Value  and  Research- 
nall-Cap  funds  are  forged  by  a  disciplined  process,  one  that  remains  dedicated  to  unfashionable  practices  like 
ligence  and  smart  thinking.  So  these  funds  continued  to  perform,  even  when  most  of  the  market  didn't.  For  more 
formation  about  these,  or  any  of  our  other  investment  products,  please  contact  your  investment  professional,  or  call 
i  at  1-800-800-3635.  Or,  visit  us  at  www.LordAbbett.com. 

Returns  for  Class  A  Shares  as  of  1 2/3  I  /OO 


NAV  Returns 

SEC  Returns 

1  Year 

3  Years 

5  Years 

1  Year 

3  Years    5  Years 

10  Years 

Lord  Abbett  Affiliated  Fund 

15.24% 

15.51% 

18.29% 

8.60% 

13.24%     16.89% 

16.59% 

Lord  Abbett  Research  Fund  -  Large-Cap  Series 

15.82% 

16.48% 

18.58% 

9.10% 

14.19%      17.19% 

17.88%* 

Lord  Abbett  Mid-Cap  Value  Fund 

53.30% 

16.73% 

20.46% 

44.50% 

14.45%     19.05% 

16.99% 

Lord  Abbett  Research  Fund  -  Small-Cap  Series 

33.46% 

10.19% 

19.01% 

25.70% 

8.04%      17.61% 

17.48%* 

S&P  500  Stock  Index 

-9.10% 

12.26% 

18.33% 

Because  of  market  volatility,  returns  shown  may  be  higher  or  lower  than  current  returns.  All  returns  include  the 
reinvestment  of  all  distributions.  The  SEC  Returns  reflect  performance  at  the  maximum  5.75%  sales  charge.   *Reflects  performance  since  inception: 
Large-Cap  Series  (6/3192);  Small-Cap  Series  (12/13195). 


ROCESS    MAKES     PERFECT 


LORD  ABBETT 

A  TRADITION  OF  PERFORMANCE  THROUGH  DISCIPLINED  INVESTING 


I  fluctuate,  so  that  shares,  on  any  given  day  or  when  redeemed,  may 


>erformance  is  no  guarantee  of  future  results.  The  investment  return  and  principal  value  of  an  investment  in  the  Funds  i 

rth  more  or  less  than  their  original  cost. 

e  about  risk:  The  Lord  Abbett  Mid-Cap  Value  Fund  and  the  Lord  Abbett  Research  Fund  -  Small-Cap  Series  invest  primarily  in  mid-cap  company  stocks  and  small-cap  company  stocks,  respectively. 

tend  to  be  more  volatile  and  can  be  less  liquid  than  large-cap  company  stocks.  Mid-cap  and  small-cap  companies  typically  experience  a  higher  risk  of  failure  than  large-cap  companies.  Small-cap 

nies  may  have  more  limited  product  lines,  markets  or  financial  resources. 

IP  500  Stock  Index  is  an  unmanaged  index  of  the  prices  of  500  widely  held  U.S.  stocks  that  includes  reinvestment  of  dividends  and  capital  gains,  and  is  a  common  measure  of  the  performance  of 

'rail  U.S.  stock  market.  An  investor  cannot  invest  directly  in  an  index, 

ment  Products  Offered:  are  not  FDIC  insured,  may  lose  value,  and  are  not  bank  guaranteed. 

3re  complete  information  about  these  Lord  Abbett  Funds,  including  risks,  charges  and  ongoing  expenses,  please  call  your  investment  professional  or  Lord  Abbett  Distributor  LLC  at  800-800-3635 

rospectus.  An  investor  should  read  the  prospectus  carefully  before  investing. 
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All  revolutions  devour  their  young, 
e.biz  is  no  different. 

By  now,  nearly  everyone  has  used  the  Web  to  connect  with  employ- 
ees, customers,  and  suppliers.  Getting  "Web  Smart"  for  the  next 
phase  of  the  e.biz  revolution  requires  converting  those  connections 
into  relationships  that  drive  new  revenue  streams,  provide  innovative 
services,  and  create  greater  efficiencies. 

On  7-8  June,  BusinessWeek  will  bring  to  life  its  acclaimed  e.biz 
supplement,  published  within  the  pages  of  the  magazine  every 
month.  Last  year,  sold  out  crowds  flocked  to  e.biz  Live  to  meet 
the  innovators  and  thinkers  driving  the  New  Economy.  In  2001, 
e.biz  Live:  Europe  will  take  it  to  the  next  level.... 

"Web  Smart?  Better  Ideas,  Measurable  Results"  will  feature  the 
smart  companies  recently  honored  by  BusinessWeek  as  the  Web 
Smart  50.  These  are  the  companies  that  are  a  step  ahead  —  who 
have  the  technology  and  the  imagination  to  exploit  it. 

Registration  and  Info 

www.conferences.businessweek.com/2001/ebizeu 
or  call  +44  (0)  207  251  2030 

Register  NOW  to  qualify  for  the  Early  Registration  Fee  (£595)  and 
a  FREE  year's  subscription  to  BusinessWeek.  After  30  April,  the 
Regular  Fee  (£795)  will  apply. 

Sponsorship  Opportunities 

For  sponsorship  opportunites,  contact  Michael  A.  Wolf  by  phone  at 
+44  (0)  207  330  9055  or  by  e-mail  at  michael_wolf@businessweek.com. 
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TALK  NOW,  RETIRE 
HAPPILY  LATER 


BY  TODDI  GUTNER 

Many  people 
mistakenly  assume 
that  their  mate 
wants  the  same 
future  they  do. 
A  new  book  helps 
couples  plan 
and  achieve 
a  retirement  that 
satisfies  both 


Two  people  married  for  more  than  30  years 
walk  into  a  financial  planner's  office  to  talk 
about  what  they  intend  to  do  when  they  re- 
tire in  two  months.  The  husband  explains  excit- 
edly that  they  are  moving  to  South  Carolina, 
where  they  own  some  land;  they're  building  a 
small  house;  and  they're  going  fishing  every  day. 
The  wife  looks  at  him  and  says:  "And  who  are 
you  planning  to  move  to  South  Carolina  with?" 
He  reminds  her  they  had  bought  the  land  to 
build  their  dream  house  when  they  retired.  "That 
was  20  years  ago,"  she  says.  "I  was  hoping  you 
had  forgotten  about  it." 

Such  lack  of  communication  is  exactly  the 
kind  of  problem  that  bedevils  many  couples, 
says  David  Bach  in  his  new  book,  Smart  Cou- 
ples Finish  Rich  (Broadway  Books,  $25).  Bach, 
a  senior  vice-president  and  investment  adviser 
at  Morgan  Stanley  Dean  Witter,  offers  a  pre- 
scription both  to  avoid  money  conflicts  and  to 
plan  a  harmonious  future  together.  While  much 
of  the  financial  information  is  basic — and  similar 
to  the  advice  in  his 
best-selling  Smart 
Women  Finish  Rich — 
Bach's  new  book  offers 
some  valuable  new 
nuggets. 

The  problem,  says 
Bach,  is  not  just  mon- 
ey. Many  couples  have 
money.  What  they 
don't  have  is  a  plan. 
"They  go  through  life 
without  making  any 
real  plans  for  their  fu- 
ture together.  In  many 
cases,  they've  never 
even  discussed  the 
subject.  Each  assumes 
that  somehow  the  oth- 
er knows  (and  agrees 
with)  what  he  or  she 
happens  to  want,"  he  writes. 
DEFINE  VALUES.  To  initiate  this  conversation  and 
then  create  a  plan,  Bach  has  a  couple  start  by 
thinking  about  and  writing  down  what's  most 
important  to  each  of  them — their  top  five  values, 
what  the  purpose  of  money  is.  "Smart  financial 
planning  is  more  than  a  matter  of  numbers,"  he 
says.  "It  involves  values  first  and  stuff  second." 

Say,  for  instance,  two  of  your  top  values  are 
providing  financial  security  for  your  kids  and 
spending  time  with  your  family.  But  you  don't 
have  a  will,  didn't  set  up  a  trust,  or  didn't  buy 
enough  life  insurance,  and  you  work  so  hard  to 
pay  your  mortgage  you  never  see  your  family. 


Bach  says  that  when  you  don't  live  accordin  uiir 
to  your  values,  you're  miserable — and  ripe  fc 
conflict  with  your  partner.  So  he  recommenc 
looking  at  whether  your  financial  behavior 
consistent  with  what  you  say  is  most  importar 
to  you.  If  not,  write  down  five  actions  you  nee 
to  take  to  put  your  life  in  sync  with  your  value 
In  this  case,  you  might  want  to  draw  up  a  wi 
increase  your  life-insurance  coverage,  and  co: 
sider  ways  in  which  you  can  reduce  your  livir 
expenses  to  spend  more  time  with  your  famil 
Perhaps  you  can  downsize  into  a  smaller  home  i 
move  to  a  city  that  has  less  expensive  housir 
options. 

TAKE  ACTION.  Bach  uses  this  exercise  as  tl 
foundation  of  a  financial  plan,  which  is  real 
just  a  list  of  goals.  To  define  your  goals,  he  offe 
some  rules.  Among  them,  he  recommends  th 
you  "make  your  goals  specific,  detailed,  and  wi  U. 
a  finish  line."  So  rather  than  just  saying:  "I  wa 
to  own  a  second  home,"  you  need  to  identi 
where  it  would  be,  how  much  it  would  co; 
when  you  would  buy  f 
and  how  long  it  woi 
take  to  save  for  it. 


HELPING  HAND 

Morgan  Stanley 
Dean  Witter's  Bach 
says  specific,  shared 
goals  are  essential 

warn 


He    also     suggea 
that  you  start  takij 
action  toward  each  g\ 
within   48   hours, 
you  don't  get  movi| 
immediately,    even  [ 
only  in  a  small  wj 
chances  are  you'll  m 
er  get  moving  at  a] 
he  writes.  Take  tl 
vacation  home.  Get  I 
the  Internet  and  stj 
reading  about  the  a^ 
that  interests  you. 
a  few  local  real  estj 
agents  and  ask  ther 
send  you  informatil 
Rent  in  the  area  fol 
few   weeks   to   see| 
you'll  like  it  there. 

Finally,  Bach  si 
gests  discussing  yJ 
goals  with  others.  "  ] 
never  know — the 
son  you're  sitting 
to  at  a  lecture  may  be  in  the  perfect  positior 
help  you  make  your  dream  a  reality,"  he  wri| 
The  bottom  line  is  action,  and  Bach's  chs 
writing  style  helps  motivate  you  to  that 
The  key  is  to  get  you  and  your  spouse  moving 
the  same  direction.  Otherwise,  one  of  you  ma 
head  for  retirement  in  South  Carolina  while  | 
other  waves  good-bye. 
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A  landmark  conference  with 

The  Honorable  Vicente  Fox  Quesada, 

President  of  The  Republic  of 

MEXICO 

and  members  of  his  cabinet 
Mexico  City,  April  23,  24,  and  25,  2001 

"The  new  Mexican  Government, 
from  shattered  molds  to  millennium  paradigms" 


To  register,  or  for  more  information,  contact: 

Alfonso  Cortina  in  Mexico  City  at: 

phones:     52  5  661  3509 

52  5  661  6109 

52  5  663  2253 
fax:  52  5  661  3504 

e-mails:     acortina®  mail. internet.com. mx 

pinnacle  ©pinnacle.com.mx 
website:     www.pinnacle.com.mx 

For  U.S.  sponsor  information  contact: 
Jim  Richardson  in  New  York  City 

phone:       212  512  4435 

fax:  212  512  3695 

e-mail:       jim_richardson@businessweek.com 

website:     www.conferences.businessweek.com 


Mexico's  transition  to  a  freely  elected  government  demands  far  reaching 

changes  of  course  with  enormous  implications.  The  country  and  its 
business  community  have  high  expectations  regarding  imminent  policy 
;hanges.  This  conference  will  allow  you  to  hear  and  dialog  directly  with 
esident  Fox  and  his  senior  team,  to  anticipate  the  actions  and  reactions 
o  the  administration's  initiatives  and  to  exchange  views  with  corporate 
leaders  on  Mexico's  future, 


Ient  Vicente  Fox  Quesada 
ary  of  Labor,  Carlos  Abascal  Carranza 
iry  of  Communications  and  Transport,  Pedro  Cerisola  y  Weber 
ary  of  Interior,  Santiago  Creel  Miranda 
ary  of  the  Economy  Ministry,  Luis  Ernesto  Derbez 
ary  of  Health,  Julio  Frenk  Mora 
ary  of  Security,  Alejandro  Gertz  Manero 
(ary  of  Finance,  Francisco  Gil  Diaz 
»r  General  of  Nacional  Financiera,  Mario  Laborfn  Gomez 
or  General  of  Social  Security,  Santiago  Levi  Algazi 
Wary  of  Environment  and  Natural  Resources,  Victor  Lichtinger 
py  General,  General  Rafael  Macedo  de  la  Concha 
Itary  of  Energy,  Ernesto  Martens  Rebolledo 
j  )r  General  of  PEMEX,  Raul  Munoz  Leos 
j    or  of  the  Central  Bank,  Guillermo  Ortiz  Martinez 
I  ary  of  Education,  Reyes  Tamez  Guerra 
ibf  Public  Policies,  Office  of  the  Presidency,  Eduardo  Sojo 
I  unication  Coordinator,  Office  of  the  Presidency,  Marta  Sahagun  Jimenez 
I  ary  of  Agriculture,  Javier  B.  Usabiaga 
1  ary  of  Development,  Josef ina  Vazquez  Mota 
|  ary  of  Defense,  Division  General,  Gerardo  Vega  Garcia 
Itenels  with  corporate  leaders 


Sponsored  by: 


adquira 

Spencer  Stuart 

A  EXECUTIVE    SEAHCH    CONSULTANTS 


DIGITAL* 


unisource 


I0TEL  INFORMATION 


a  special  service  to  participants,  rooms  have  been  reserved  at  the  Cammc 

preferential  rate  of  $120  U.S.  plus  applicable  tax.  We  kindly  request  tha 

make  their  own  reservations  by  contacting  the  hotel  directly.  Ana  Eugenia  Rosales,  phone 

63  8888.  etx  8724,  fax:  52  5  531  0839,  e-mail:  arosales@crmexico.com. mx   Please  refer  I 

innacle. 
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The  Barker  Portfolio 

GOOD  FOOD, 
POOR  JUDGMENT 


'rresistible.'  That  was  the  unfortunate  word  I 
chose  to  explain  to  Mends  why  I  featured 
.Chart  House  Enterprises  in  this  column  a 
year  ago.  The  little  restaurant  company  had  all  the 
right  ingredients.  Fine  food.  Good  service.  Shares 
below  book  value.  A  smart,  motivated  insider  in 
Chicago  real  estate  mogul  Sam  Zell,  whose  own 
stake  was  under  water.  Profits,  impressive  growth 
plans,  and,  best  of  all  to  me,  no  one  on  Wall  Street 
paying  attention.  Chart  House,  I  wrote,  was  "a 
stock  on  the  ground  floor,  ready  to  rise." 

Except,  that  is,  for  a  stop  first  in  the  base- 
ment. The  stock,  at  $5  a  year 
ago,  now  trades  near  $2.75 
(chart).  If  I  want  to  humor  my- 
self, I  can  recall  its  high  ($6.38) 
or  focus  on  how  it  has  outper- 
formed the  Nasdaq.  But  that's 
just  foolery.  Truth  is,  I  mis- 
judged its  ability  to  expand 
profitably,  and  I  missed  a  clear 
financial  warning  sign. 

From  its  depths,  you  might 
not  believe  that  Chart  House 
is  turning  40  this  year  and 
trades  on  the  New  York  Stock 
Exchange.  Known  for  serving 
beef  and  fish  at  choice  spots 
near  marinas  and  ski  slopes, 
the  chain  fell  into  Zell's  fold 
in  1996.  As  chairman,  he  re- 
capitalized and  hired  new 
managers.  By  last  year,  Zell 
said  Chart  House  was  "firm- 
ly in  the  black." 

Wrong.  It  recently  re- 
ported a  $10.4  million  loss 
for  2000,  on  revenue  of  near- 
ly $142  million.  Even  before 
asset  writedowns  and  re- 
structuring charges,  the  bot- 
tom line  for  last  year  shows 
$6.6  million  in  red  ink,  vs.  a  $1.4  million  profit  in 
1999.  Cash  flow  dwindled  to  $552,000,  from  $3.2 
million,  as  the  operating  margin  shrank  to  6.3%, 
from  7.4%. 

What  happened?  Thomas  Walters,  the  CEO 
who  joined  in  1998  from  Morton's  Restaurant 
Group,  blames  cost  overruns  and  construction 
delays.  Even  as  he  was  remodeling  some  older 
locations,  Walters  was  opening  several  new  ones 
in  Atlanta,  Phoenix,  and  elsewhere  for  a  second 
chain  he  has  set  out  to  develop,  Angelo  and 
Maxie's  Steakhouse.  It  all  proved  too  much,  too 
fast.  "Where  we  didn't  do  a  good  job,"  Walters 
told  me,  "was  in  financial  controls." 

By  fall,  Chart  House  was  paying  the  price. 


BY  ROBERT  BARKER 

Chart  House 
looked  tasty  to 
me,  but  I  misread 
the  restaurant 
chain's  ability  to 
expand  profitably 
-and  missed  a 
clear  financial 
warning 


Lenders  clamped  down  on  credit,  and  Walte 
soon  was  scouting  for  cash  to  finish  half-bu 
restaurants.  Here's  where  I  got  X-ray  hindsigl 
recalling  in  vain  this  warning  from  company 
nancials:  "The  Company  may  require  alternati 
sources  of  long-term  financing.  However,  no 
surance  can  be  given  that  such  financing  will 
available  or  available  on  terms  satisfactory  to  t 
Company." 

FINE  PRINT.  Such  boilerplate  weighs  down  every 
nancial  statement.  It's  easily  ignored.  Yet  son 
times  it's  prophetic,  and — given  Chart  Hous 
heavy  capital-spending  plan — I  should  have  : 
roed  in.  It  now  has  had  to  tap  Zell  for  $13  mill 
in  credit  on  the  sort  of  terms  you  see  in  ti 
print  on  the  back  of  your  Visa  statement:  21.6% 
current  interest  on  borrowings,  plus  a  12%  fee 
unused  credit.  Zell  isn't  talking,  but  Willi; 
Diefenderfer,  a  Washington  attorney  who  chah 


▲  DOLLARS 

Data:  Bloomberg  Financial  Markets 


the  panel  of  outside  directors  that  appn 
the  deal,  told  me  those  were  the  best 
sible  terms.  He  also  said  the  board  is 
behind  Walters:  "The  guy  is  aces." 

I  wonder.  As  for  Zell,  who  holds  35 
the  company,  he's  now  set  to  act  as  bil 
of  last  resort  in  a  new  deal.  Chart  H< 
is  offering  shareholders  the  right  to 
up  to  an  estimated  $9  million  in  new 
vertible  preferred  stock.  However  man 
the  shares  others  don't  buy,  Zell  will.  C 
House  aims  to  use  the  cash  to  limit  the  lev 
higher-cost  credit  it  draws  from  Zell.  Yet 
likely  result  for  most  investors  is  heavy 
tion,  while  Zell  is  guaranteed  a  $400,000  fee 
With  lots  of  capital  improvements  behin 
strong  sales  growth,  and  the  stock  still  it 
near  book  value,  Chart  House  looks  temj: 
again.  Yet  as  I  sit  here  in  my  dunce's  cap,  p 
excuse  me  if  this  time  I  resist. 
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HZZLING  SMITHFIELD 


GENE  G.  MARCIAL 

foot-and-mouth 
its  Smithfield's 
e  U.S.  pork. 
put  could  lie 
ad  for  John 
acock  Financial. 
GM's  parts  are 
th  way  more 
i  the  stock 


THIS  LITTLE  PIG 
WENT  TO  MARKET 


SMITHFIELD 
FOODS 
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There  is  a  stock  play  for  almost  any  event — 
even  the  dreaded  foot-and-mouth  outbreak 
in  Europe.  The  disease  has  sent  hog  prices 
soaring,  and  that's  good  news  for  Smithfield 
Foods  (SFD),  says  Dennison  Veru,  president  of 
Palisades  Capital  Management,  who  has  been 
buying  shares.  Smithfield  is  the  world's  largest 
hog  producer  and  pork  packer,  and  in  the  U.  S.,  it 
is  the  top  pork  processor.  Smithfield's  stock,  trad- 
ing at  23  in  October,  has  since  kicked  up  to  32. 
"Foot-and-mouth  could  lead  to  huge  increases  in 
demand  for  U.  S.  jxirk  in  countries  normally  supplied 
by  Europe,"  says  John  McMillin  of  Prudential  Se- 
curities. He  says  hog  prices 
jumped  from  an  average  of 
$40  a  hundredweight  in  Feb- 
ruary to  $47  in  March. 

Denmark,  where  Japan 
buys  31%  of  its  supplies, 
could  get  hit  next,  warns 
McMillin.  If  Danish  pork 
gets  banned,  "it  would  cre- 
ate a  huge  opportunity  for 
Smithfield."  Japanese  de- 
mand could  push  prices  of 
pork  from  the  U.  S.  up  to  $60  per  hundredweight. 
In  addition,  says  David  Nelson  of  cs  First  Boston, 
"the  Dutch  government  believes  it  has  found  evi- 
dence of  the  disease."  That  means  there's  risk  of 
further  spread  on  the  Continent,  he  says. 

All  this  suggests  that  Smithfield,  which  raises 
3  million  hogs  per  quarter,  will  see  "mighty  big 
numbers,"  says  McMillin.  So  he  has  raised  Smith- 
field's  fourth-quarter  earnings  estimate  from  60<2 
a  share  to  750,  upped  his  2001  number  from 
$2.89  to  $3.04,  and,  for  2002,  from  $3.10  to  $3.25. 

JOHN  HANCOCK'S 
NAME  LOOMS  LARGE 

Unbelievable  but  true:  A  stock  that  went 
public  at  17  last  year  is  now  at  35.  That's 
John  Hancock  Financial  Services  (JHF),  a  di- 
versified insurer  that  also  manages  mutual  funds, 
with  assets  of  $12  billion.  "The  stock  has  the 
best  technical  credentials  in  its  sector,"  says  An- 
drew Addison  of  Addison  Investment  Manage- 
ment. Hancock  has  been  hitting  new  highs  almost 
fTTfTi^B  every  month. 

What's  driving  it  up?  Two  things: 
Hancock  is  a  leading  candidate  to  re- 
place American  General,  which  is  be- 
ing acquired  by  Prudential,  in  the  Stan- 
dard &  Poor's  500-stock  index.  This 
means  that  more  institutions  may  have 
to  buy  the  stock.  And  there's  takeover 
talk.  Addison  thinks  Hancock  is  ripe 
for  a  buyout  by  the  likes  of  FleetBoston 
Financial.  One  thing  FleetBoston  lacks 
is  an  insurance  arm.  "FleetBoston  and 


JOHN  HANCOCK 

FINANCIAL 

SERVICES 


Hancock  have  good  synergies,  and  a  merger  would 
make  strategic  sense,"  he  says. 

Hancock's  stock  has  outperformed  both  its 
peer  group  and  the  market.  Still,  the  stock  re- 
mains cheap,  notes  Addison,  trading  at  13  times 
estimated  2001  earnings  of  $2.65  a  share,  and 
12  times  2002's  estimated  $2.95.  Vanessa  Wilson 
of  Deutsche  Banc  Alex.  Brown  says  Hancock's 
"valuable  brand  name  and  established  financial 
service  franchise"  should  be  worth  55  to  60  in  18 
to  24  months.  She  sees  Hancock  beating  the  S&P 
500  and  other  insurers  over  the  next  12  months. 

HIDDEN  POWER 
UNDER  GM'S  HOOD 

You  don't  have  to  look  beyond  the  30  com- 
panies in  the  Dow  Jones  industrial  average 
to  find  solid  buys:  With  the  market  sinking 
nearly  every  stock  in  sight,  the  Dow  is  full  of  un- 
derpriced  stocks  brimming  with  long-term  value, 
argue  some  market  strategists. 

One  Dow  stock  they  find  irresistibly  cheap: 
General  Motors  (gm),  which  tumbled  from  93  in 
April  to  50  in  December,  before  edging  up  to  53 
on  Mar.  21.  "The  world's  largest  car  and  truck 
producer  is  one  of  the  biggest  bargains  around," 
says  Charles  Lemonides,  who  is  buying. 

The  Street,  fearful  that  economic  woes  will 
further  slow  auto  sales,  is  not  thrilled  by  gm. 
The  consensus  rating  of  20  analysts:  Hold.  They 
see  it  earning  $3.21  a  share  in  2001  and  $4.56  in 
2002,  down  from  $8.43  in  2000  (page  82). 

But  to  Lemonides,  chief  investment  officer  at 
Value Works@M&R  Capital  Management,  gm  has 
become  a  "sum-of-the-parts"  play.  With  550  mil- 
lion shares,  gm's  market  cap  of  $30  billion  is  too 
low,  he  says.  He  figures  gm  deserves  a  value  of 
$62  billion,  or  $113  a  share. 

Here's  how  Lemonides  breaks  up  gm:  Based 
on  a  multiple  of  four  times  cash  flow,  he  puts  the 
auto  business  at  $40  billion, 
or  70  a  share;  at  10  times 
its  operating  income,  he 
puts  General  Motors  Ac- 
ceptance Corp.  (gmac)  at 
$15  billion,  or  27;  gm's  30% 
stake  in  Hughes  Electron- 
ics, at  $6  billion,  or  11;  and 
cash  and  equivalents,  at 
$10  billion,  or  18.  Adjusted 
for  gm's  debt  of  $13  billion, 
or  13  a  share,  total  value 
comes  to  $62  billion,  or  113  a  share. 

"Management  under  John  F.  Smith  Jr.  has 
been  unlocking  part  of  the  value  in  some  of  gm's 
assets,"  notes  Lemonides.  gm  is  in  the  midst  of 
either  selling  or  restructuring  Hughes.  The  next 
target,  he  says,  is  its  financing  unit,  gmac. 
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COMMENTARY 

Another  week  in  the  market  and  an- 
other hole  in  the  portfolio.  The  Dow 
Jones  industrials  fell  4.9%  and  the  Nas- 
daq another  7.2%.  Losses  were  every- 
where, hitting  27  of  30  Dow  issues.  In- 
tel, American  Express,  and  Philip  Morris 
each  fell  more  than  7%.  Blame  it  on  the 
U.S.  economy  and  on  the  Fed,  which 
dashed  investors'  hopes  when  it  cut  the 
Fed  funds  rate  only  a  half-point. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 
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S&P  Euro  Plus  (U.S.  Dollar)        1 157.8      -3.7 
London  (FT-SE  100)  5540.7      -1.5 

Paris  (CAC  40)  5023.8      -1.8 

Frankfurt  (DAX)  5622.1      -3.0 

Tokyo  (NIKKEI  225)  13,103.9      10.9 

Hong  Kong  (Hang  Seng)  13,154.4      -1.3 

Toronto  (TSE  300)  7665.5      -1.8 

Mexico  City  (IPC)  5769.7      -3.7 

FUNDAMENTALS Mar.  20       Wk.  ag 

S&P  500  Dividend  Yield  1.38%       1.32 

S&P  500  P/E  Ratio  (Trailing  12  mos.)    23.7  24.5 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*       19.7  20.5 

First  Call  Earnings  Revision*  -4.05%     -4.84°/ 

•First  Call  Corp. 
TECHNICAL  INDICATORS       Mar  20      Wk   agq 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1390.4  1397.1 

60.0%  64.0 

0.75  0.77 

2.89  2.65 
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17.4 
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Pollution  Control 
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Savings  &  Loans 
Homebuilding 


112.9 
96.3 
88.1 
73.5 
71.4 
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Instrumentation 


-34 
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-21 
-20 
-19 
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I  Mutual  Funds 

Week  ending  Mar.  20 
■  S&P  500  «  U.S.  Diversified  *  All  Equity 
4-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return % 

Leaders 

Precious  Metals  1.4 

Real  Estate  -0.3 

Natural  Resources  -1.5 

International  Hybrid  -2.5 

Laggards 

Technology  -21.4 

Communications  -18.1 

Small-cap  Growth  -15.5 

Health  -15.1 


52-week  total  return 


Leaders 

Natural  Resources 
Real  Estate 
Financial 
Mid-cap  Value 
Laggards 
Technology 
Communications 
Japan 
Small-cap  Growth 


23.2 
22.9 
21.0 
16.7 

-58.1 
-56.1 
-45.2 
-38.2 


Week  ending  Mar.  20 
■  S&P  500  •  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


%     -24     -18    -12     -6 
Data:  Standard  &  Poor's 


Leaders 

Potomac  Internet  Short  41.1 

Potomac  OTC  Short  26.4 

Rydex  Arktos  Inv.  25.8 

ProFunds  OltraBear  Inv.  24.4 
Laggards 

Jacob  Internet  -41.0 

Van  Wagoner  Emerging  Gr.  -40.9 

Van  Wagoner  Mid-Cap  Gr.  -40.9 

Van  Wagoner  Post  Venture  -39.6 


Leaders 

Potomac  Internet  Short  187.6 

Rydex  Arktos  Inv.  104.0 

Potomac  OTC  Short  94.5 

Schroder  Cap.  Micro  Cap  91.0 
Laggards 

Potomac  Internet  Plus  -88.8 

Jacob  Internet  -88.1 

ING  Internet  A  -84.7 

Amerindo  Technology  D  -83.0 


I  Interest  Rates 

KEY  RATES 


Mar.  21    Week  ago 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 


1-YEAR  TREASURY  BILLS 
10-YEAR  TREASURY  NOTES 
30-YEAR  TREASURY  BONDS 


5.12%  5.22% 

4.34  4.54 

4.15  4.29 

4.78  4.84 

5.28  5.28 


30-YEAR  FIXED  MORTGAGEt        6.83 


6.98 


Ml 

id 


tBanxQuote,  Inc. 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt   ; 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 


GENERAL  OBLIGATIONS 


4.30% 


TAXABLE  EQUIVALENT 


6.23 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


4.39 
6.36 
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I  THE  WEEK  AHEAD 


HOME  SALES  Monday,  Mar.  26,  10  a.m.  est 
►  In  a  rare  event,  the  new  single-family 
home  and  existing-home  sales  reports 
will  be  released  simultaneously.  New- 
home  sales  for  February  are  expected  to 
have  fallen  to  an  annual  rate  of 
915,000,  from  921,000  in  January. 
That's  according  to  the  median  forecast 
of  economists  surveyed  by  Standard  & 
Poor's  mms,  a  unit  of  The  McGraw-Hill 
Companies.  Existing-home  sales  for  Feb- 
ruary likely  rose  to  an  annual  rate  of  5 
million,  from  4.65  million  in  January. 


DURABLE  GOODS  ORDERS  Tuesday,  Mar.  27, 
8:30  a.m.  est*  New  orders  taken  by 
durable-goods  makers  likely  rose  by 
0.3%  in  February,  barely  recouping  the 
6%  drop  posted  in  January.  That  decline 
was  due  primarily  to  decreases  in  new 
aircraft  and  automobile  orders. 

CONSUMER  CONFIDENCE  Tuesday,  Mar.  27, 
10  a.m.  est*  The  Conference  Board's 
March  index  of  consumer  confidence 
likely  fell  for  the  sixth  month  in  a  row,  to 
105,  since  hitting  142.5  in  September. 


PERSONAL  INCOME  Friday,  Mar.  30, 
a.m.  est*  In  February,  personal 
likely  rose  0.3%,  after  jumping  < 
January.  Consumer  spending  pro 
creased  by  0.2%,  after  a  0.7%  ( 
January. 


J 


CONSUMER  SENTIMENT  Friday,  Mar. 
a.m.  esi  *  The  University  of  Mic 
index  of  consumer  sentiment  foi 
likely  rose  to  91.5.  That  would 
from  February's  90.6,  but  far  fr 
January,  2000,  record  high  of  1 
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or  the  growth  stocks.  The  BW  50  fell  4.6%  last  week  after  dropping  10.1%  the  week  before.  The 
er  was  Applied  Biosystems,  down  29.7%  on  worries  biotech  orders  are  slipping.  Contract  electronics 
-er  Solectron  lost  18.8%  as  analysts  cut  estimates  for  its  sector.  One  big  winner:  software  publisher 
ems,  up  24.6%,  but  still  down  44%  year-to-date. 


COMPANY 

%  change 


mpany 

Week 

Since 
3/1/00 

■ft 

ne  Warner 
Systems 

-7.3 
-5.5 
-4.6 
-8.2 

-44.9 
-33.6 
-70.7 
-58.7 

PERFORMANCE 


Rank      Company 


%  change 

Since 
Week     3/1/00 


26 

Intel 

-12.0 

-55.9 

27 

Tribune 

-7.1 

-4.7 

28 

Xilinx 

-7.0 

-44.3 

29 

Enron 

-10.9 

-19.0 

Systems 

i  n  Stanley  Dean  Witter 

Technologies 
rse  Technology 
crosystems 


-0.8 

2.2 

-4.1 

-1.7 

3.4 


-40.3 
-83.0 
-27.4 
-51.9 
-82.3 


30  Lexmark  International  -6.4  -61.3 

31  Omnicom  Group  0.9  -12.9 

32  America  Online  -5.5  -33.6 

33  Guidant  -7.2  -33.3 

34  MBNA  -4.8  27.4 


35  Pfizer 

36  Solectron 

37  Gateway 

38  Wells  Fargo 

39  General  Dynamics 


-7.7 
-18.8 
-3.0 
-2.4 
-5.6 


12.9 

-46.3 

-77.7 

30.9 

54.6 


40  Texas  Instruments  8.0  -58.6 

41  Capital  One  Financial  -8.0  30.5 

42  General  Electric  -4.9  -11.0 

43  Kansas  City  Southern  Industries    0.2  165.6 

44  Wal-Mart  Stores  2.4  -1.4 

45  Paccar  -3.9  3.2 

46  Applied  Biosystems  Group  -29.7  -67.5 

47  Merck  -5.5  13.3 

48  Adobe  Systems  24.6  -35.1 

49  Reliant  Energy  -2.0  101.9 

50  Citigroup  -5.9  9.1 


9n  index  rose  in  the  week  ended  Mar.  10. 
ation  of  the  four-week  moving  average, 
slightly  to  177.3,  from  177.5  in  the  week 
.  After  seasonal  adjustments,  auto  pro- 
e  way  as  demand  remained  stronger  than 
I  electric  power,  and  rail-freight  traffic 
her,  while  coal  was  basically  flat.  After  a 
b  >ast  week,  truck  assemblies  fell.  Crude-oil 

umber  were  also  down  from  last  week. 
i  j1  ich  of  the  index  components  is  at  www.business- 
4 -eduction  index  Copyright  2000  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real-time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 


"PERHAPS  THE 
MOST  ADMIRED 
CEO  OF  HIS 
GENERATION." 

-FORTUNE 
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Get 


or.Get  & 

BEAT-EN! 

29  Leadership  Secrets 

r  Jack  Welch 

NEW    &     UPDATED     EDITION 

Robert  Slater 


The  business  bestseller,  Get  Better  or 
Get  Beaten  has  shown  over  100,000 
executives  how  to  understand  the 
secrets — and  emulate  the  successes — of 
GE's  legendary  Jack  Welch.  Now  com- 
pletely revised  and  updated  with  over  a 
dozen  new  chapters  on  everything  from 
Work-Out  to  Six  Sigma,  this  fast-paced 
classic  provides  proven  leadership 
imperatives  for  every  industry. 

From  Secret  #1  ("Harness  the  power  of 

change")  to  Secret  #29  ("Use  e-Business 

to  put  the  final  nail  in  bureaucracy"), 

Get  Better  or  Get  Beaten  is  today's 
most  straightforward,  easy-to-follow 
blueprint  for  real-world  success. 
Read  it;  learn  from  it,  and  use  it  to 
follow  in  the  footsteps  of  corporate- 
history's  most  honored  CEO. 


Available  Everywhere  Books 
and  Books  Are  Sold 

Visit  us  at 
www.books.mcgraw-hill.com 
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Dell  Computer  (DELL) 
40,46 

Delta  Airlines  (DAL)  14 
Deutsche  Bank  (DBK) 
66,95 
Diageo  (DEO)  46 

E 


Eckard  14 
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General  Electric  (GE) 
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Editorials 


UNKNOWN  TERRITORY-EVEN  FOR  THE  FED 


No  one  has  better  understood  the  New  Economy  busi- 
ness cycle  than  Federal  Reserve  Chairman  Alan 
Greenspan.  He  realized  before  most  the  importance  of  new 
information  technologies  in  generating  higher  productivity. 
He  went  against  conventional  economic  wisdom  in  deftly  us- 
ing monetary  policy  to  promote  strong,  noninflationary 
growth  throughout  most  the  '90s,  zigging  and  zagging — 
perhaps  too  much  at  times — but  always  managing  to  keep 
the  economy  pointing  straight  ahead.  Greenspan  was  lauded 
by  millions  who  credited  him  for  much  of  their  good-paying 
jobs  and  newfound  wealth.  Today,  Greenspan  is  feeling  the 
heat  from  many  of  these  same  people  as  the  stock  market 
turns  bearish,  young  dot-comers  get  fired,  and  corporate 
layoffs  sweep  the  country.  Greenspan  had  the  smarts  and 
the  policy  tools  to  maneuver  on  the  upside  of  a  high-tech 
business  cycle.  But  does  he  have  them  for  the  downside, 
as  well? 

On  the  issue  of  smarts,  the  answer  is  "yes."  Greenspan 
has  the  right  take  on  what  ails  the  U.S.  at  this  moment  in 
time.  He  understands  that  there  are  two  contractionary 
forces  at  work  pulling  the  economy  down — a  traditional 
inventory  cycle  and  a  much  rarer  boom-bust  investment  cy- 
cle. Most  20th  century  business  cycles  were  driven  by  the 
former,  as  demand  and  supply  got  out  of  whack,  generating 
inflation.  But  a  credit-driven  investment  cycle  that  leads  to 
overcapacity  and  deflation  was  seen  only  twice — in  the 
U.  S.  in  the  '20s  and  in  Japan  during  the  '80s.  There  is  a  lot 
known  about  inventory  cycles  and  how  to  get  out  of  them. 
They  aren't  that  scary.  A  lot  less  is  known  about  invest- 
ment cycles,  and  as  history  shows,  we  should  be  afraid, 
very  afraid. 

GREENSPAN  BELIEVES  that  the  U.S.  is  well  on  its  way 
toward  working  through  its  inventory  cycle  problem.  With 
employment  still  strong,  people  are  buying  cars  and  houses 
at  a  substantial  rate.  Consumer  demand  is  lower  than  last 
year,  but  remains  relatively  strong.  Detroit  and  manufac- 
turers in  general  are  slashing  production,  and  the  invento- 
ry bulge  is  disappearing.  Greenspan's  take  is  that  sometime 
in  the  second  half  of  2001,  the  factories  will  have  to  rev  up 
again  and  growth  will  recover. 

The  real  problem  is  with  a  high-tech  investment  cycle 
that  sits  on  top  of  the  inventory  cycle.  It  is  far  less  familiar 
territory  for  economists,  and  even  Greenspan  doesn't  know 
how  bad  it  will  get.  Corporations  currently  are  cutting  back 
on  their  high-tech  spending  in  order  to  restore  shrinking 
profits.  This  exacerbates  the  problem  of  high-tech  overcapacity 
and  prolongs  the  workout.  After  years  of  a  capital  spending 
spree,  there  is  huge  overcapacity  in  chips,  optical  fiber,  per- 
omputers,  and  other  high-tech  products  that  will  take 
time  to  work  down. 

ntually,  companies  will  realize  that  spending  on  high 
tech  increases  their  productivity  and  profitability.  At  some 


point,  they  will  begin  investing  again.  But  when?  Greens] 
doesn't  know.  No  one  does,  really.  For  the  moment,  corpc 
tions,  especially  high-tech  companies,  continue  to  slash  tl 
earnings  projections.  Indeed,  many  use  the  term  "recessi 
easily  and  describe  the  near-term  outlook  as  lacking  "vis: 
ity."  Translation?  They  don't  see  the  bottom.  Until  they 
companies  in  general  won't  commit  to  new  capital  spend 
and  high-tech  overcapacity  will  continue.  This  will  keep 
economy  from  taking  off  even  if  the  manufacturing  invent 
problem  gets  solved  soon.  The  Fed  recognized  this  probl 
citing  "excessive  productive  capacity,"  when  it  recently 
rates  by  half  a  percentage  point. 

WHAT  TO  DO?  Greenspan  appears  to  be  successf 
using  traditional  monetary  policy  to  deal  with  the  inven 
problem.  The  150  basis-point  cut  in  interest  rates  is  k 
ing  consumer  spending  up,  working  off  the  inventory  bi 
Greenspan  recognizes  that  further  reductions  may  be 
quired,  especially  if  consumer  confidence  begins  to  cr 
The  malaise  in  the  stock  market  and  the  strong  reve 
wealth  effect  may  curb  spending  sharply  in  the  mo 
ahead.  If  housing  prices  begin  to  tank,  deflating  asset  p: 
and  household  wealth  even  further,  consumer  spen 
may  grind  to  a  halt.  Rates  may  have  to  go  much  low 
the  near  future. 

But  it  is  unclear  whether  interest  rate  reductions 
deal    adequately    with    a    high-tech    investment    c 
Greenspan  himself  recognizes  that  monetary  policy 
have  limited  influence  in  this  sphere.  Lower  rates  may 
up  consumer  spending  but  do  little  to  get  chief  executj 
worried  about  plummeting  earnings,  to  focus  on  the 
term  productivity  benefits  of  spending  on  information 
nology.  They  would  rather  make  better  use  of  the 
amount  of  technology  bought  in  recent  years  and  sav 
cash  for  the  bottom  line. 

Lowering  rates,  in  this  scenario,  is  akin  to  pushin 
string.  In  the  end,  markets  may  have  to  do  the  work  of 
ing  out  the  excess  capacity  by  themselves  without  hel] 
anyone.  The  dot-com  debacle  came  fast  and  furious 
capacity  in  chips  and  personal  computers  is  being  W. 
away  quickly,  as  well.  Unlike  Japan,  companies  aren't 
protected,  and  the  markets  appear  to  be  working 
Schumpeterian  magic. 

Greenspan  has  as  good  an  understanding  of  the  twin 
lems  of  excess  inventory  and  excess  high-tech  capacity  a) 
one  around.  He  admits  that  monetary  policy  alone  may 
able  to  combat  this  kind  of  Janus-faced  business  eye 
could  use  some  help  from  the  fiscal  side.  A  countercycli 
cut  that  puts  money  into  American  pockets  by  spring 
at  least,  bolster  consumer  confidence. 

We  are  living  through  a  rare  economic  event  that  cod 
soon  or  continue  for  years  to  come.  For  the  econoij 
well  as  Greenspan's  legacy,  the  outcome  is  uncertain. 
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We've  developed  innovative  pharmaceuticals  for  the  treatment  of  allergies. 


So  that  everyone  can  have  pleasant  feel  it 


For  most  of  us,  enjoying  nature  is  wonderful.  But  millions  of  people  around  the  world 
experience  nature  very  differently.  They  suffer  from  allergies.  At  Aventis,  one  of  the  world's  leading  pharma- 
ceutical companies,  we  already  offer  doctors  highly  effective  treatments  for  patients  with  allergies.  We  also 
are  developing  other  new,  innovative  pharmaceuticals  in  a  number  of  therapeutic  areas  by  utilizing  our 
in-depth  know-how,  and  the  possibilities  offered  by  new  technologies. 

Aventis,  Strasbourg  (France),  is  listed  on  the  stock  exchanges  in  Paris,  Frankfurt  and  New  York,    www.aventis.com 
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Microsoft' 

» Windows  2000 

Server  Family 


THE  LEGENDARY  FIVE  NINES.  99.999%  RELIABI 

For  a  server  operating  system,  the  five  nines  are  a  measure  of  reliability  that  translates 
over  five  minutes  of  server  downtime  per  year*  For  your  business,  that  means  servers 
and  running  when  people  need  them.  Of  course,  rumors  of  this  99.999%  uptime  usue 
under  ideal  lab  conditions.  But  where  are  these  five  nines  when  your  business  needs 
If  you're  using  Microsoft*  Windows*  2000  Server-based  solutions,  they  may  be  closer  t 
think.  Today  Starbucks,  FreeMarkets  and  MortgageRamp,  an  affiliate  of  GMAC  Com 


•This  I...I  of  ...liability  I.  dependant  on  many  factors  outside  of  the  operating  .y.t.m,  Including  other  hardware  and  software  MhmlOIlM,  "^^^^^^^J^'^ 

0  2001  Microsoft  Corporation.  All  rights  reserved.  Microsoft.  Windows,  and  the  Windows  logo  are  either  registered  trademarks  or  trademark,  of  Mlcroaoft  Corporation  In  the  United  States  and/or  other  countrl...  Tn.  ni] 
companies  and  products  mentioned  herein  may  be  the  trademarks  of  their  respective  owners. 
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LONGER  A  MERE  URBAN  LEGEND. 

ge,  are  using  Windows  2000  Server-based  systems  designed  to  deliver  99.999%  server 
.  Of  course,  not  all  installations  require  this  level  of  reliability,  but  one  thing  is  for  sure:  The 
vs  2000  Server  family  can  help  you  get  to  the  level  of  reliability  you  need.  In  fact,  industry 
such  as  Compaq,  Dell,  Hewlett-Packard,  IBM,  Unisys,  Stratus  and  Motorola  Computer  Group 
•k  with  you  to  deliver  solutions  with  up  to  five  nines  uptime.  To  learn  more  about  server  solutions 
1  count  on,  visit  microsoft.com/windows2000/servers  Software  for  the  Agile  Business. 
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ready  to  handle  more  than  a  terabit  (trillion  bits)  of  data.  Listen  to  Lanssa  Herda, 

their  President  and  CEO:  "We  need  a  next-generation  optical  network  to  keep  up  with 

the  strong  demand  for  our  broadband  services.  Lucent  gets  it.  And  they're  delivering." 

Visit  www.lucent.com  to  see  how  Lucent  is  building  the  all-optical  future  today. 


Lucent  Technologies 

Bell  Labs  Innovations 


©2001  Lucent  Technologies 


WILLPOWER 

Now  you  can 
protect  your 
IRAs  for  your 
heirs  page  104 


SOUR  NOTES 

Will  MP3.com's 
new  plan  solve  its 
many  woes? 


page  89 


BusinessWeek 


APRIL     9,     2001 


Cover  Story 

58    EXXON  UNLEASHED 

Steadiness  of  vision,  ruthless 
efficiency,  and  sheer  indomitability 
have  made  this  oil  giant  the  world's 
biggest,  most  profitable,  and  most 
powerful  corporation.  Its  oil  and 
gas  output  already  exceeds  that  of 
most  opec  nations — and  it's  aiming 
higher.  But  between  regional 
violence  and  hostile  terrain,  Exxon 
is  facing  its  biggest  challenges  yet. 
Here's  how  it  plans  to  dominate  the 
new  age  of  oil  exploration 

70    WHEN  BIG  OIL  GETS  TOO  SLICK 

Exxon's  scorched-earth  legal  tactics 
may  be  less  than  cost-effective 

72    COMMENTARY:  ENERGY 

High  oil  and  electricity  costs  hurt 
profits  in  other  industries 

News:  Analysis  &  Commentary 

TOO  MUCH  OF  EVERYTHING 

Many  sectors — especially  tech — are 
hamstrung  by  excess  capacity, 
possibly  jeopardizing  a  recovery 
COMMENTARY:  TECH  COMPANIES 

»ra  just  don't  get  how  bad 
the  fourth  quarter  may  be 


28 


M 


32    COMMENTARY:  INFLATION 

Prices  aren't  supposed  to  rise 
during  a  slowdown.  Tell  that  to 
the  shoppers 

34    WHY  BUSH  IS  TORN  ABOUT  TAXES 
The  President  is  caught  in  the 
crossfire  between  conservatives 
and  Democrats 

36    STOCKS  MAY  HAVE  HIT  BOTTOM 
Technical  analysts  say  the  market 
won't  fall  much  further — but  that 
doesn't  mean  it  will  go  up 

38    WILL  TABLETS  SELL  NOW? 

These  PCs  flopped  years  ago.  But 
Microsoft  and  others  are  betting 
you'll  want  one  this  time 

40    IN  BUSINESS  THIS  WEEK 

International  Business 

42    AUTOS:  JAPAN 

In  its  cost-cutting  war  with  Nissan, 
Toyota  is  taking  a  sledge  hammer 
to  parts  costs 
44    CHINA:  WHAT  DOWNTURN? 

Beijing  is  determined  to  sustain 
economic  growth  even  if  the  rest  of 
Ajsia  hits  the  skids 

46    EUROPE:  INVESTMENT  BANKING 

With  M&A  down,  investment 
bankers  turn  to  debt  issues 


49    INTERNATIONAL  OUTLOOK 

The  road  to  detente  in  Kore 
get  a  lot  steeper 

Economic  Analysis 

20    ECONOMIC  VIEWPOINT 

Barro:  There's  a  strong  cor 
between  sats  and  grades  inl 
college — as  well  as  wages  all 

24  ECONOMIC  TRENDS 
Housing's  surprising  solidity  m 
death  taxes,  live  longer;  noi  x^ 
real  gdp 

25  BUSINESS  OUTLOOK 
Stock  market  psychology  cc 
turn,  but  business  continues  |f 
confidence  in  the  future 

Marketing 

50  LAST  CHANCE  FOR  KMART? 

Bringing  back  the  famous  ' 
Light"  may  not  be  enough 
Target  and  Wal-Mart  at  ba 

The  Corporation 

53    MATTEL:  UP  THE  HILL  MINU^ 

Robert  Eckerd,  the  onti  Bi 
running  the  toymaker,  is  I'ofc 
on  a  back  to  basics  game  pi 


4  BusinessWeek  /  April  9,  2001 


1 


TOO  MUCH 

Excess  capacity 
hamstrings 
many  industries 


page  28 


BRIGHT  IDEA? 

Kmart  revives  the 
Blue  Light 
Special  page  50 


TAX-CUT 
TIZZY 

The  President 
is  in  a  tough 

Spot  page  34 


MUTUAL  FUNDS 


SAFETY  FIRST 

Post-traumatic 
stress  disorder 
sends  investors 
scurrying  to 
shelter  page  82 


rnment 


OMMENTARY:  THE  PRESIDENCY 

ush's  quirky  management 

.ructure  is  to  blame  for  policy 

dscues 

OWER  SHORTAGE  AT  ENERGY 

ush's  surprise  pick  as  Energy 
ecretary  is  letting  the  White 
ouse  set  the  agenda 

ice  &  Technology 


EVELOPMENTS  TO  WATCH 

ighlights  from  the  annual  meeting 
'the  American  Association  of 
ancer  Research 
USH'S  ABOUT-FACE 

is  dismissal  of  global  warming  has 
dustry,  foreign  leaders — and  even 
ime  Republicans — steaming 

dice 


UTUAL  FUNDS:  WHERE  TO  RUN 

'ith  even  stalwart  value  stocks 
;tting  hit,  the  smart  move  may  be 
bear  and  bond  funds 
3MMENTARY:  INVESTING 

likely  increase  in  debt  defaults 
eans  money  market  funds  could 
■on  lose  their  rock-solid  reputation 


88  SECRETS  FOR  SALE 

Now  there's  a  way  for  customers  to 
curb  trading  of  their  private  data 
by  financial  institutions 

Information  Technology 

18    WILDSTROM:  TECHNOLOGY  &  YOU 

A  couple  of  Palm-based  handhelds 
take  a  half-step  up  the  evolutionary 
ladder 

89  MP3.COM  FACES  THE  MUSIC 

It  has  a  new  survival  strategy.  Is  it 
enough  to  fend  off  deep-pocketed 
rivals  and  legal  challenges? 

Media 

92    PLAY  BALL,  MLB.COM 

Will  fans  line  up  for  baseball's 
improved  Web  site — and  pay  for 
premium  goodies? 

Social  Issues 

94    COMMENTARY:  IMMIGRATION 

The  latest  census  numbers  show 
that  U.  S.  borders  are  a  lot  more 
porous  than  you  think 


BusinessWeek  Investor 

102  DEATH  TAX  ON  DEATH  WATCH 

Don't  wait  for  Congress  to  kill  it 
before  making  estate  plans 

104  PASSING  ON  YOUR  IRA 

How  to  protect  those  accounts 

105  STRINGS  ATTACHED 

Getting  what  you  want  when  you 
make  a  charitable  donation 

106  STOCK  PLAYS  FOR  CHICKENS 
mitts  give  investors  upside 
potential  with  no  downside  risk 

108    THE  BARKER  PORTFOLIO 

If  you  trade,  these  Web  sites  can 
help  you  tame  taxes 

110    MARCIAL:  INSIDE  WALL  STREET 

Features 

8  UPFRONT 

12  READERS  REPORT 

16  CORRECTIONS  &  CLARIFICATIONS 

17  BOOKS 

Perlstein:  Before  the  Storm 

112  FIGURES  OF  THE  WEEK 

114  INDEX  TO  COMPANIES 

116  EDITORIALS 


BusinessWeek  online 


www.businessweek.com 
America  Online  Keyword:  BW 


BusinessWeek  /  April  9.  2001  5 


BusinessWeek  online 


Free  to  Subscribers 

Go  to  www.businessweek.com, 
and  follow  the  instructions  to 
register.  Be  sure  to  have  the 
account  number  that  appears  o 
your  BusinessWeek  mailing  lab< 


Updated  every  business  day  at  www.businessweek.com 


Winner  of  the  2000  National 
Magazine  Award  for  General 
Excellence  in  New  Media 


VIDEO  VIEWS 


Original  streaming  video  featuring  industry 


D 


experts  and  BW  editors 

■  CHECK-UP  TIME: 

Oppenheimer  Funds' 
Marci  Rossell  called  the 
downturn  last  year.  Here's  what 
she  sees  coming  now 

■  CONNECTED: 

Intellispace  ceo  Marc 
Josephson  says  he's  stick- 
ing with  data  services  and 
eschewing  voice 


TOOLS 


■  YOUR  PORTFOLIO: 

Check  on  the  health  of 
your  investments 

■  CAPITAL-GAINS  CALCULATOR: 

Here's  how  to  figure  if 
you  should  hold — or  sell 
and  reinvest 

■  MBA  SEARCH:  Which  is  _ 
the  right  business  school 
for  you  and  your  needs? 

■  SALARY  SURVEYS:  How 

much  money  should  you 
be  paying  your  staff? 


ft 


\% 


INTERACTIVE  FORUMS 


■  Join  ongoing  discussions  on 
business  schools,  info  tech, 
assistive  technology,  and  more 


Visit  the  new 
BusinessWeek 
50  area  of  our 
Web  site,  where 
you'll  find  score- 

Is,  invest- 
ing tools,  news, 

and  more  at 
www.t)ii.si;iessweek.com/bw50/ 


The  BusinessWeek 


m 


Find  quick  links  to  everything  on  this  page  at  the  April  9,  2001,  issue's  table  of 
contents  online,  or  go  directly  to  www.businessweek.com/2001/01  _  15/online.htm 

Amazon's  Options        amazon  con 

How  can  the  e-tailer  become  profitable? 
Here  are  some  ideas,  from  partnering  with 
Barnes  &  Noble  to  hiring  Jack  Welch 


■  OPTION  2   OPTION 


DAILY  I  Business  and  investing  news, 

BRIEFING         i  commentary,  and  analysis 


www.businessweek.com/bwdail 


NEWS:  Sensing  big  potential  in  talk  'n'  toss 
cell  phones,  two  companies  are  hoping  to  add 
a  new  kind  of  disposable  to  your  shopping  list 


INVESTING 


i  partnership  with 
tandard  &  Poor's 


www.businessweek.com/investo 


MUTUAL-FUND  MAVEN:  The  Leuthold  Core  Fund  has  a  focus  that's 
hard  to  pin  down — with  returns  that  are  hard  to  match 


SMALL 
BUSINESS 


A  resource  tor 
entrepreneurs 


smallbiz.businessweek.col 


MANAGEMENT:  With  the  toy  industry's 
titans  dominating  shelf  space,  a  maverick 
tries  to  get  his  brainchild  into  stores 

I  State-of-the-art 
TECHNOLOGY      coverage  of  info  tech 


^^m  |  BusinessWeek   _  —  1^^^  m 

SmaUBi 


www.businessweek.com/technoloi 


COMPANY  CLOSEUP:  Lightspan's  online 
test-prep  programs  are  selling  well.  But 
old-line  text  publishers  could  catch  up  fast 


B-SCHOOLS 


isinessWeek's  exclusive 
nkings  and  profiles 


www.businessweek.com/bschool 


NEWS:  More  B-schools  are  sponsoring  overseas  case  study,  enabling 
students  to  get  a  hands-on  sense  of  the  global  market 


GLOBAL 
BUSINESS 


In-depth  coverage  of  Asia, 
Europe,  and  Latin  America 


www.businessweek.com/globalbi 


EYE  ON  JAPAN:  The  dot-com  meltdown  isn't  cooling  off  Softbank's 
Masayoshi  Son,  who's  pushing  ahead  with  $3  billion  worth  of 
investments  in  Asia's  promising  tech  and  wireless  startups 


CAREERS 


Advice  and  tools  for 
upper-management  job  seekers 


www.businessweek.com/caieei 


ANALYSIS:  The  Men's  Apparel  Alliance 
declares  war  on  the  "business  casual" 
trend.  Is  it  just  a  rearguard  action? 


L  LeadersOnline 

\  in  ini.'li  K  &  slum... I  l  s  i  OMPAN1 
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©Agilent  Technologies,  Inc.  2000 


r&at^s  made  real. 


Notice  the  way  the  bubbles  catch  the 
light?  We  did.  Photonic  switching  from 
Agilent  can  deliver  the  wide-open  speed 
of  an  all-optical  network  by  bending  light 
with  bubbles.  Bottlenecks  are  broken. 
Fiber  is  uncorked.  Data  flows  like,  well, 
you  know.  Cheers. 


Agilent  Technologies 

Innovating  the  HP  Way 


Agilent  Technologies  is  a  new  company 
composed  of  the  former  Hewlett-Packard 
test  and  measurement,  chemical  analysis, 
semiconductor  components  and  medical 
products  businesses,  www.agilent.com 


Up  Front 


EDITED  BY  SHERIDAN  PI 
BIZ  SPEAK 

A  NEW  WORD 
FOR'IDUNNO' 

WANT    THE    LATEST 

buzzword  on  the 
business  circuit?  Just 
say  "visibility."  Or  rather, 
lack  of  it.  In  recent 
months,  the  gyrations  of 
the  economy  have 
caused  corporate  prog- 
nosticators,  who  once 
thought  they  could  project 
far  ahead  on  their  earnings, 
to  have  a  bit  of  trou 
ble.  Yahoo!?  "Visibility  is  re- 
ally poor  for  the  back  end  of 
the  year,"  said  outgoing  ceo 
Tim  Koogle  on  Mar.  8.  Cisco 
Systems?  "The  visibility  is  the 
tightest  I  have  ever  seen," 
ceo  John  Chambers  told  The 
Boston  Globe  on  Mar.  15. 
It's   not   clear   when   the 


word     picked     up 
this  currency,  but 
the  Dictionary  of 
Finance  and  In- 
vestment Terms 
published  in  1995 
doesn't      list      it 
among  its  5,000  en- 
tries.    An    unscientific 
scan  of  references  found 
"visibility"    used    with 
earnings     about     300 
times    a    month    late 
last     year.     But     in 
March,    even    before 
the  month  ended,  the 
same    scan    found 
871  and  counting. 

Why?  "Look  at  how  bad 
the  earnings  estimates  have 
been,"  explains  Wharton 
School  finance  guru  Jeremy 
Siegel.  "Trying  to  look  into 
the  future,  I  don't  know  of  a 
time  that  has  been  more  dif- 
ficult than  now."  □ 


LABOR  NOTES 

CARPENTERS: 

A  SPLINTER  GROUP? 

IT  WOULD  BE  A  SLAP  IN  THE 
face  to  John  J.  Sweeney,  but 
the  500,000-member  United 
Brotherhood  of  Carpenters  is 
on  the  verge  of  pulling  out 
of  the  apl-cio.  Why?  The 
carpenters  feel  that  Sweeney 
isn't  doing  enough  to  revital- 
ize labor  and  that  they  can 
spend  their  dues  money  bet- 
ter on  their  own.  The 
last  time  such  a  split 
happened  was  1968, 
when  the  United 
Auto  Workers 
stomped  out  over 
the  afl-cio's  sup- 
port of  the  Viet- 
nam War.  While 
carpenters'  dues 
amount  to  just  $3  million  a 
the  AFL-CIO  needs  every 
penny  for  its  $100  million-plus 
budget.  It  has  even  drawn 
clown  its  reserves. 

Carpenters  President  Doug 
McCarron,  who  like  Sweeney 
took  over  in  late  1995,  has 


moved  more  aggressively 
than  any  other  labor  leader. 
He  has  shoved  out  hundreds 
of  deadbeat  officials,  merged 
overlapping  locals,  and  dras- 
tically stepped  up  recruit- 
ment. In  February,  Sweeney 
sent  McCarron  a  blistering 
letter  that  culminated  two 
years   of  discord.    In   it, 


SPLIT:  McCarron 
thinks  Sweeney  is 
%$     wasting  money 


Sweeney  asked  to  address 
the  carpenters'  executive 
council  in  a  last-ditch  effort 
to  halt  a  breakup  vote.  He 
did  so  Mar.  27,  but  insiders 
say  McCarron  had  already 
made  up  his  mind.  He  wants 
out.  Aaron  Bernstein 


NEWS  FLASH  Now  that  French  media  mogul  Jean-Marie 
Messier  will  be  spending  half  his  time  in  the  U.  S.,  Vivendi 
Universal  has  bought  him  a  $17.5  million  Park  Avenue  duple 

— The  New  York  Observer 


WHAT'S  HOT 

TAKE  FIVE, 
ELSIE 


rket    last 

fat 

1  ^ 


MAD  COWS?  GROWTH  HORMONES? 

Health  craze?  Whatever  the 
reason,  milk  is  out,  soy  milk 
is  in.  Sales  of  pasteurized  soy 
milk  more  than  doubled  their 
share  of  the  refrigerated 
milk-products  market  last 
year,  from  0.3% 
1999  to  0.7%,  at 
milk's  expense, 
says  Susan  Ruland 
of  the  International 
Dairy  Foods  Assn.  In 
fact,  the  leading  brand, 
Silk,  is  flying  off  the 
shelves  so  fast  that 
some  cities  are  re- 
porting shortages. 

Why?  Fresh  soy 
milk  is  low-fat,  low- 
cholesterol,  bovine- 
hormone  free,  full 
of  protein — and  it 
tastes  like  milk.  Silk 
has  had  sales  almost 
triple  over  the  pa 
year,  from  $30  mi 
lion  to  $81  million, 
after  its  privately  held 
producer,  White  Wave  of 
Boulder,  Colo.,  put  it  in  milk- 
like cartons  in  27,000  dairy 
sections  nationwide.  That's 


despite  the  fact  that  Si 
costs  more  than  double  wh 
milk  does.  Randy  Rose,  ma 
ager  at  Dehofs  Key  Mark 
in  Redwood  City,  Calif.,  se 
10  cases  a  week.  "That's  r 
ally  high  for  a  milk  subs 
tute,"  he  says.  "Everyone 
drinking  it." 

Adherents  of  the  growii 

Not  Milk  campaign  (ww 

notmilk.com),  who  blame 

for    everythi 

Pft//  /^     fr°m  a" 
•N  /  /  //     J     &es  to  Ci 

■J  U  Y    r     cer  to  ear 

/  *  onset  puber 
are  ecstatic. 
But  the  Natio: 
Milk  Produce 
Federation  is; 
It  is  awaiting 
sponse  to  a  F 
ruary,  2000,  lett 
to  the  Food 
Drug  Administ] 
tion  in  which 
asserted  that  s 
milk  is  mislabel 
"The  law  sa 
you  don't  got 
if  it  doesn't  co 
from  a  cow,"  ss 
a  milk  produce 
spokesman.  For  the  time 
ing,  though,  consumers 
moo-ning  over  the  alter 
tive.       Ann  Therese  Pal 


THE  LIST  DOES  SEATTLE  REALLY  NEED  BOEING 


Boeing  caused  a  second  earthquake  in  Seattle 
recently  by  announcing  that  it  planned  to  move  it 
headquarters  to  either  Chicago,  Dallas,  or  Denver. 
A  look  at  the  data  shows  why  the  move  won't 
make  much  difference  to  Seattle's  economy: 


JOB  GAINS 
FROM  TECH 


10,800  in  past 
12  months; 
Microsoft  to  add 
2,100  more  this 
year 


JOB  LOSSES  FROM 
BOEING'S  MOVE 

500  (out  of  1.7 
million  in  the 
Puget  Sound  area) 


BOEING'S  SHARE  0 
STATE'S  W0RKF0RC 


2.5%,  down  from 
more  than  10% 
in  1968 
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SINGAPORE    AIRLINES, 
ALL    AROUND    THE    WORLD. 

SQ    TO    TOKYO.    DAILY. 


D  MILEAGE  PLUS    MEMBERS  CAN  NOW  HAVE  ACTUAL  FLIGHT  MILES  EARNED  ON  SINGAPORE  AIRLINES  QUALIFY  TOWARDS  PREMIER  STATUS    WWW  SINGAPOREAIR  COM/AMERICAS 


SinGAPORE  AIRLinES 


A  STAR  ALUAN(  :|    MEM  *    ' 


G    KONG 


AMSTERDAM 


SEOUL 


FRANKFURT 


AND    OVER    60    MAJOR    CITIES 


Up  Front 


TELECOM  WARS 

CHEAPER  BY 
THE  MINUTE 


$mm 


THE  PRICE  BATTLE  IN  LONG- 
distance  rates  is  getting  so 
bloody  that  telecom  compa- 
nies are  barely  covering 
costs.  As  most  consumers 
know,  5(2  a  minute  is  the  best 
rate  they  can  get.  But  the 
federal  government  has  that 
beat — with  an  offer  from 
AT&T  for  just  2<2  a  minute, 
says  Susan  Kalla,  a  telecom 
analyst  at  BlueStone  Capital 


Securities.  Since  AT&T  has  to 
pay  local  carriers  to  originate 
and  end  the  calls,  it's  proba- 
bly only  just  breaking  even, 
she  says.  (Neither  AT&T  nor 
the  government  will 
comment.) 

Fed  Chairman  Alan 
Greenspan,  intrigued 
with  Kalla's  study  of 
falling  prices,  is  asking 
officials  to  look  into 
their  economic  impact. 
Why?  A  current  glut  of 
optical  fiber  could 
cause  long-term  chaos. 
Companies  began  build- 
ing up  capacity  in  1996, 
and  things  really  picked  up 
with  the  dot-com  craze.  But 
by  1999,  supply  shot  ahead  of 
demand  and  prices  started 
dropping  30%  to  40%  a  year. 
Kalla  says  each  carrier  thinks 
it  will  survive  by  picking  up 
the  customers  of  its  dying  ri- 
vals: "It's  a  kamikaze  market- 
share  game."  In  the  end, 
though,  they  may  just  end  up 
killing  each  other.   Peter  Coy 


GREENWATCH 

A  FROG  IN  THE  THROAT 
OF  DEVELOPMENT 

HARD      TO      BELIEVE      THAT 

California  hasn't  been  able  to 
build  a  major  power  plant  for 
a  decade?  Not  when  you  con- 
sider the  case  of  Ahmanson 
Land  Co.,  which 
has  been  try- 


RARE  FROG:  About  to  croak? 


ing  for    15   years   to   build 

homes  in  Ventura  County, 

Mi  of  L.A.,  to  alleviate 

rnia's  housing  crisis. 

is  battled  15  lawsuits 

I  85%  of  its  13,000 

he  state  for  park 


space.  In  1999,  two  endan- 
gered species  were  discov- 
ered there:  the  San  Fernando 
Valley  Spineflower  and  the 
California  red-legged  frog.  So 
prevalent  in  the  1800s  that 
the  frogs  were  common  for 
dinner,  fewer  than  50  remain 
in  Southern  California. 

Ahmanson  President  Guy 
Gniadek  says  that  he  plans 
to  build  around  the  spine- 
flowers  and  frogs  and — just 
in  case — plant  and  breed 
more  of  them  on  the  nearby 
park  acreage.  But  environ- 
mentalists don't  buy  it.  "This 
is  a  unique  ecology,"  says 
Paul  Nicholson  of  Save  Open 
Space.  "If  we  develop  it,  the 
frog  and  the  flower  won't 
survive." 

A  new  environmental 
study  is  due  in  April.  After 
that,  the  county,  the  state 
Fish  &  Wildlife  Dept.,  the 
Environmental  Protection 
Agency,  and  the  U.S.  Army 
Corps  of  Engineers  all  have 
to  approve,  too.  Rough 
timetable?  About  two  more 
years.     Christopher  Palmeri 


LEISURED  CLASS 


ROOM  SERVICE,  SEND  UP  A  TECHIE' 


NOT  EVERYONE  HAS  WRITTEN 

off  the  fortunes  of  dot-coms. 
In  fact,  Ritz-Carlton  Hotels 
is  counting  on  them  being 
around  for  a  good  long  time. 
Its  newest  hotel,  set 
to  open  Mar.  30 
in   Half  Moon 
Bay,   just    30 
miles    from 
the  epicenter 
of  Silicon  Val- 
ley,   is    up    to 
its   sheets   in 

techie  games   SILICON  INN:  Wired 
and    gadgets 
for  the  New  Economy  set. 

Six  months  ago,  Ritz-Carl- 
ton held  a  focus  group  with 
Silicon  Valley  entrepreneurs, 
executives,  and  venture  capi- 
talists to  find  out  what  would 
really  appeal  to  them.  The 
result:  Each  of  the  Rite's  261 


rooms  is  equipped  with 
Nintendo  64  system  (as 
quested)  as  well  as  standa 
high-speed  Internet  acce 
and  a  safe  that  fits  a  laptc 
What's  more,  the  1 
i  ,*.      tel  has  satell 


capability,  c< 
phone  renta 
and  a  24-ho 
"tech  butle 
And   the  s] 
built  in  consul 
tion    with 
feng       sh 
expert,  boa: 
a    co-ed    mineral    bath- 
spokeswoman  says  the  $ll 
million  resort  shows  no  inl 
cation  of  a  tech  downtua 
Bookings    are    21%    higm 
than  expected,  "more  thl 
any  other  hotel  at  opening 
she  says.    Linda  Himelst 


FOOTNOTES  U.S.  online  consumers  "comfortable"  providing  credit-card  information:  via  the  Internet,  57%;  by  phone,  43.5  ^ 
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IMI.i  M.iih'i  I  .ii  I'.  Inli'i 


Put  your  portfolio  of  mutual  funds  on  autopilot. 

11    inp  and  objectives.  So  now  if  you  don't 

■  i      *  have  the>  timp  or  thp  H^ire*  to  invPSt 


If  managing  your  investments 
has  become  a  full-time  job, 
Fidelity  offers  a  solution:  the 
Fidelity  FundsManager  Program^ 
Basically,  our  team  of  experts 
will  manage  a  model  portfolio 
of  mutual  funds  for  you,  making 
the  necessary  investment  deci- 
sions to  help  you  pursue  your  goals 


Fidelity 


have  the  time  or  the  desire  to  invest 
on  your  own,  you  can  leave  all  the 
work  to  us.  And  if  you're  going  to 
trust  anyone  with  your  portfolio 
of  funds,  who  better  than  Fidelity? 
To  enroll,  call  1-800-FIDELITY. 
Find  out  how  we  can  help  you 
see  yourself  succeeding. 


Consider  the  Fidelity  FundsManager  Program  for  your  retirement  savings 


Fidelity 


Investments' 


FundsManager 
Program^ 

Let  the  professionals  at  Fidelity  manage  your  portfolio. 

•  Tell  us  your  goals  and  objectives 

•  We  actively  manage  a  portfolio  of  mutual  funds  for  you 

•  Funds  from  Fidelity  and  other  families  of  funds 


"  '  ■      '■ 


1-800-FIDELITY    Fidelity.com/pas 


alio  Advisory  ServicesSM  Fidelity  FundsManager  Program  is  a  service  of  Strategic  Advisers,  Inc .,  a  registered  investment  adviser  and 
tlity  Investments  company.  Strategic  Advisers  identifies  a  model  portfolio  for  each  customer  based  on  his/her  goals,  risk  tolerance 
ne  horizon.  Results  may  vary.  Certain  restrictions  apply.  This  service  provides  discretionary  money  management  for  a  fee.  129768 
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LOTS  OF  PEOPLE  RAISED  THEIR  HANDS 


"How  to  fix  America's  schools,"  the  Mar. 
19  Cover  Story,  resulted  in  an  unusual 
outpouring  of  mail.  To  our  "7  ideas  that 
work,"  readers  provided  a  wealth  of  sug- 
gestions for  idea  No.  8.  Parental  in- 
volvement tops  the  list. 

■  SOME  PARENTAL  GUIDANCE 

We  are  a  family  of  educators  [with] 
70  years  of  hands-on  experience.  You, 
like  most  others,  treat  education  as  if  it 
existed  in  a  vacuum.  The  best  sugges- 
tion and  the  most  money 
any  school  could  request 
and  be  granted  will  not 
solve  the  problem  of  edu- 
cating our  children  unless 
the  families  of  these  stu- 
dents are  involved  and 
take  responsibility  along 
with  the  schools. 

Elliott  Brody 
Wellington,  Fla. 


E-BIZ  BOKUS  LESSONS  FROM  « 


Make  sure  homework  gets  done,  th; 
parent-teacher  conferences  get  attende 
that  disciplinary  problems  identified  \ 
the  schools  get  responded  to  (by  tl 
parents,  not  by  their  lawyers),  and  th 
kids  get  enough  sleep. 

John  P.  Eysenba< 
Brooksville,  M 

More  than  half  of  all  education  takj 
place  in  the  home.  Successful  studen 
have  parents  who  teach  them  readin 
writing,  arithmetic,  geography,  scienc 
and  other  "school"  su 
jects  throughout  the 
lives — as  well  as  disc 
pline,  the  work  ethic,  ar 
the  love  of  learning. 
Joseph  C.  Huber,  * 
Cuyahoga  Falls,  Oh 


HOW  TO  FIX 
AMERICA'S 
SCHOQIS 


It  is  quite  clear  that 
there  is  need  for  educa- 
tion reform  in  this  coun- 
try. However,  it  seems  - 
that  parent  reform  has  been  left  off  the 
agenda!  As  an  elementary  teacher  in  a 
public  school,  I  find  that  parent  support 
is  imperative  for  student  success  in 
school. 

Molly  W.  Reed 
Beverly  Hills,  Mich. 

There  needs  to  be  a  "social  contract" 
between  schools  and  parents.  Parents 
should  have  high,  measurable  expecta- 
tions of  their  schools.  In  return,  par- 
ents have  an  obligation  to  the  schools: 


The  attendance  of  pa 
ents  at  pta  meetings 
the  school  has  a  pta— 
pitiful.  Contrast  this  s;| 
fact  with  the  number 
parents  at  school  spor 
events. 

Ed  Vett 
Dall 


THE  INCENTIVE  TO  TEACH 


When  the  issue  of  money  enters  inl 
the  public  education  debate,  the  geneif 
response  is  "money  doesn't  solve  pro 
lems."  This  response  has  generated 
debate  that  circles  the  core  issue  wi 
peripheral  ideas.  A  person  interested 
education    can    earn    four    times 
teacher's  salary  by  joining  the  educ 
tion/training  disciplines  at  manageme 
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consulting  firms  and  train  em- 
ployees at  Intel  Corp.  or 
Dupont  Co. 

Obviously,  the  big  consult- 
ing firms  and  other  successful 
companies  understand  the  val- 
ue of  paying  top  dollar  for 
good  educators. 

Ron  Gonen 

Deloitte  Consulting 

San  Francisco 

You  seem  to  equate  students 
with  manufactured  products. 
But  what  happens  if  your  work- 
ers do  not  have  the  right  re- 
sources (funds,  textbooks,  or  comput- 
ers) at  their  disposal  to  make  these 
products  the  best  they  can  be?  What 
happens  if  the  products  that  you  are  to 
manufacture  are  particularly  difficult  to 
put  together — since  your  job  is  depen- 
dent upon  how  someone  else  did  their 
job  before  you  (parents,  previous  teach- 
ers)? Or  what  happens  when  you  are 
required  to  fix  the  products  that  come 
in  defective  and  when  your  best  hope  is 
to  change  a  nut  or  a  bolt  (students  that 
are  classified  in  some  way)?  You  have  to 
treat  kids  and  education  as  a  resource, 
not  as  some  type  of  product  to  be 
cranked  out. 

Chris  Lafferty 

Science  teacher 

Elwood  High  School 

East  Northport,  N.Y. 

I  am  a  classroom  teacher  with  18 
years  of  experience.  Beyond  earning  a 
Master's  degree,  there  is  no  incentive 
left  other  than  becoming  an  administra- 
tor, and  then  that  teacher  is  lost  to  the 
classroom.  I've  been  telling  people  for 
years,  what  kind  of  NFL  would  we  have 
if  every  player  were  paid  the  same? 

Todd  Mildfelt 
Richmond,  Kan. 

Let's  develop,  promote,  and  reward 
principals  like  Lucy  McVey  who  will 
get  results  by  paying  attention  to  the 
concerns  of  the  people  closest  to  the 
action — the  classroom  teachers — and  not 
"blame  the  victim"  with  more  "account- 
ability," which  is  just  a  code  word  for 
more  paperwork,  negative  feedback,  and 
time  away  from  the  students. 

Alan  J.  Wentz 
Upland,  Calif. 

the  teachers  from  the  best  high 
m  any  district,  switch  them  with 
the  teachers  at  the  lowest-performing 
school — and  see  what  the  result  is. 
Teachers  will  tell  you  that  little  will 
change.  Teachers  do  matter  tremen- 
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dously,  but  trying  to  overcome  poverty 
and  other  social  ills  in  the  classroom  is  a 
daunting  task,  not  easily  achieved 
through  any  seven-step  plan. 

Most  parents  today  are  happy  with 
their  local  school,  and  we  are  working  to 
close  the  gap  between  minority  and  ma- 
jority students.  Nowadays,  more  par- 
ents can  choose  schools  within  their  dis- 
trict, and  charter  schools  are  flourishing 
in  many  areas.  Choice  is  the  word  of  the 
day  in  education. 

Mark  Heinze 

San  Diego 

Editor's  note:  The  writer  is  1996  San 

Diego  County  Teacher  of  the  Year  and  a 

local  1997  Wal-Mart  Teaclier  of  the  Year. 

Teachers  are  nowhere  near  as  poorly 
paid  as  you  let  on.  The  National  Edu- 
cation Assn.  and  the  American  Federa- 
tion of  Teachers  don't  like  to  advertise 
that  teachers  work  only  part-time  and 
have  benefits  that  are  vastly  superior  to 
those  of  their  counterparts  in  private 
industry. 

Rick  Cunnington 
Oro  Valley,  Ariz. 

■  WHO  HOLDS  THE  PURSE  STRINGS 

Boards  of  education  have  probably 
the  worst  governance  record  possible. 
Many  such  boards  are  dominated  by  su- 
perintendents who  stack  the  board  with 
employees  and  "school  groupies"  and 
who  make  sure  no  one  gets  on  the 
board  who  would  ask  the  tough  ques- 
tions. Sorry — but  until  we  fix  that,  I'm 
hanging  on  to  my  money.  Giving  public 
schools  more  money  is  like  putting  out  a 
fire  with  more  gas. 

Vince  Robinson 
Rochester  Hills,  Mich. 

I've  followed  the  school  debates  for 
many  years  and  have  been  dismayed 
by  the  failure  of  all  parties  to  identify 
the  real  culprit:  local  control.  If  the  fed- 
eral government  had  been  running  the 


schools  for  the  past  200  years,  ever 
body  would  be  screaming  for  a  trar 
fer  of  power.  It  is  absurd  to  conder 
part  of  the  population  to  educatior 
failure  just  because  they  live  in  t 
wrong  place. 

D.  Danie 
Berkeley,  Ca 

■  KNOWING  WHAT  YOU  TEACI 

Departments  of  education  at  o 
universities  and  colleges  should 
abolished  and  replaced  by  a  curri( 
lum  based  upon  courses  that  tes 
the  subjects  prospective  teache 
will  eventually  teach. 

John  A.  Parment 
Great  Falls, 

■  THE  POINT  OF  TECHNOLOGY 

You  may  be  overemphasizing  expi 
sive  elements  such  as  computers 
networks.  Some  countries  may  int 
duce  ruler-and-compass  constructions* 
fourth  grade.  The  equipment  isn't  | 
expensive  as  computers,  but  the  cc 
passes  may  be  considered  dangerous' 
some  places  in  the  U.S.  That's  finj 
projective  geometry  just  uses  rulers 

Don  01 
Las  Cruces,  N\ 

■  LOST  IN  THE  SHUFFLE 

Although  a  test  may  be  reliable 
valid  when  used  to  measure  the  edij 
tional  progress  of  a  large  group  of  i 
dren,  such  tests  are  hardly  ever  si 
ciently  reliable  or  valid  for  determir 
the  progress  of  an  individual  child, 
too  often  these  scores  are  used  to 
important  educational  decisions  for| 
dividual  children. 

Gerald  SmucJ 
Certified  School  Psycholo| 
Forest  Hills, 

As  soon  as  a  child  begins  school 
individualized  education  plan  shoul 
formulated  by  the  school  after  cons 
tion  with  the  child's  parents.  The 
should  be  updated  each  year  and 
low  the  student  throughout  his/her  fj 
schooling.  Goals  specified  in  the 
must  meet  minimal  standards  which 
be  measured.  With  plans  in  plac 
each  student,  resources  (specially  tr 
teachers,  counselors,  computers,  fi 
ing)  can  be  more  efficiently  allocate 
Joseph  Oppen 
Rancho  Bernardo, 

I   have  been  teaching  in  the 
York  City  public  school  system  fol 
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years.  I  teach  fourth  grade  and  average 
between  33  and  36  students.  The  cur- 
riculum is  now  geared  toward  the  ELA 
(English  Language  Assessment). 

The  skills  that  a  student  needs  to 
pass  this  exam  are  extremely  sophisti- 
cated, but  still  the  class  registers  re- 
main about  the  same.  If  the  politicians 
want  to  see  an  improvement  in  the  in- 
ner-city schools,  they  have  to  lower 
class  size. 

Nina  Ishmael 
Brooklyn,  N.Y. 

■  COPING  WITH  CHANGE 

Most  schools  were  built  with  the  19th 
century  mandate  to  train  a  class  of 
workers  to  power  the  Industrial  Revo- 
lution. Oddly  enough,  as  we  strive  to- 
ward smaller  "neighborhood"  school 
communities,  classrooms  may  need  to 
become  larger  to  support  a  number  of 
peer-to-peer  learning  areas,  preparing 
students  for  the  team  rooms  and  non- 
hierarchical  environments  of  the  21st 
century  workplace. 

Stephen  P.  Aluotto 

Nadasky  Kopelson  Architects 

Newark,  N.J. 

A  situation  that  drives  teachers  to 
distraction  is  the  fact  that  most  school 
districts  do  not  enforce,  or  even  have,  a 


compulsory  attendance  policy — perhaps 
for  fear  of  violating  religious  freedoms. 
Various  court  decisions  have  invalidated 
mandatory  attendance  policies. 

Mitchell  Okun 
East  Meadow,  N.Y. 

■  TUTORING  AND  TAXATION 

Perhaps  one  of  the  most  effective 
ways  to  improve  educational  results  in 
the  U.S.  would  be  to  implement  gov- 
ernmental policies  that  would  be  more 
supportive  of  people  who  wish  to  home- 
school  their  children.  This  would  seem 
to  tie  in  with  a  number  of  the  reforms 
that  you  recommend,  such  as  making 
schools  smaller,  holding  educators  ac- 
countable, offering  more  variety,  and  in- 
creasing time  in  school. 

Errol  C.  Isenberg 
Atlantic  Highlands,  N.J. 

As  a  retired  English  teacher,  I  think 

your  "7  ideas  that  work"  sound  rather 

lame — when  predicated  on  tax  proposals 

which  threaten  to  become  confiscatory. 

William  C.  Clayton 

Garden  City,  N.Y. 

Your  good  article  failed  to  mention 
one  important  resource  for  troubled 
schools:  volunteers.  I  am  retired  and 
one  of  about  20  literacy  tutors  in  an  el- 


ementary school.  In  the  first  year  < 
the  [volunteer]  program,  80%  of  th 
children  moved  up  at  least  one  grad 
level.  Most  of  the  tutors  returned  th 
next  year,  demonstrating  that  volui 
teering  is  truly  win-win. 

Tom  Pot 
Houst 

■  A  SCHOOL  LIKE  NO  OTHER 


The  statement  that  Manhattan 
Hunter  College  High  School  is  "too  cor 
petitive  and  impersonal"  is  the  person 
opinion  of  just  one  former  student, 
feel  that  another  viewpoint  needs  to 
represented. 

Among  my  fellow  seniors  in  the  Cla 
of  2001  are  approximately  150  studen 
most  of  whom  passed  an  exam  to  ent 
the  seventh  grade.  No  students  ent 
the  school  in  later  grades.  Few  class 
exceed  30  students;  teachers  are  for  t 
most  part  experienced  and  well  coi 
pensated;  and  Hunter  students  ha 
many  opportunities  to  engage  in  e 
tracurricular  activities. 

Hunter  is  the  epitome  of  the  sm 
public  school  [except  for]  its  selectivi 
I  have  talked  with  some  Hunter  s' 
dents  who  transferred  out,  and  they 
miss  Hunter. 

Wushuang 
Forest  Hills,  N. 
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CORRECTIONS  &  CLARIFICATIONS 

"The  artificial  sweetener  in  CEO  pay"  (Man- 
agement, Mar.  26)  gave  an  incorrect  pay 
comparison  for  Russell  Corp.  Chief  Executive 
Officer  John  F.  Ward.  The  article  should  have 
noted  that  Ward's  salary  and  bonus  in  1999 
was  for  a  full  year,  while  his  1998  pay  cov- 
ered nine  months.  On  an  annualized  basis, 
the  year-to-year  increase  was  2%. 

"Reading,  writing — and  winning"  (Sports 
Business,  Apr.  2)  on  IMG  Academies  erred  in 
saying  Nomar  Garciaparra  is  represented 
by  International  Management  Group.  In  fact, 
he  is  represented  by  SFX. 


THE  BULLY 

IN  THE  NEXT  CUBICLE 

Organizations  whose  managers  bully, 

intimidate,  or  harass  employees  create 

an  environment  where  a  psychologically 

employee  will  either  burn  out  or 

t(    violent  ("After  the  shooting 

stops,"  The  Workplace,  Mar.  12). 

Edward  C.  Runte 
Charlotte,  N.C. 


Child  psychologists  finally  recognize 
the  role  bullying  plays  in  school  vio- 
lence. These  mini-tyrants  don't  just  dis- 
appear or  experience  a  miraculous  con- 
version upon  getting  older  and  entering 
the  workplace.  Bullying  is  the  working 
world's  dirty  little  secret.  In  the  world 
of  work,  as  in  school,  everyone  who  is 
not  a  target  is  almost  without  exception 
either  a  bully  or  a  silent  witness,  an 
"enabler,"  including  employee  assistance 
programs  and  personnel  staff. 

J.  K.  Williams 
Brooklyn,  N.Y. 

OF  MANAGERS 

AND  THE  BLUE-COLLAR  CASTE' 

"Revenge  of  the  'managers' "  (Legal 
Affairs,  Mar.  12)  fails  to  show  that  most 
U-Haul  International  Inc.  store  man- 
agers opted  out  of  this  suit  [for  over- 
time pay].  A  human  view  of  the  enter- 
prise recognizes  that  managers  by 
experience,  not  education,  should  have 
the  opportunity  to  break  out  of  the 
blue-collar  caste  system. 

Joe  Shoen, 

CEO 

U-Haul  International  Inc. 
Phoenix 
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Books 


JEFORE  THE  STORM 

Jarry  Goldwater  and  the  Unmaking  of  the  American  Consensus 

ty  Rick  Perlstein 

Hill  &  Wang  .671pp.  $30 

THE  REAL  FATHER  OF  THE 
REAGAN  REVOLUTION 


In  the  final  years  of  Barry  Goldwa- 
ter's life,  liberals  battled  conserva- 
tives for  ownership  of  his  political 
sgacy.  Some  on  the  left  embraced  the 
urmudgeonly  Arizonan's  strong  sup- 
ort  for  gay  rights  and  legal  abortion,  as 
/ell  as  his  colorful  execrations  of  Reli- 
ious  Right  leaders — with  specific  ref- 
rence  to  the  parts  of  his  anatomy  they 
/ere  welcome  to  kiss.  According  to  this 
evisionist  view  of  the  Goldwater  legacy, 
He  L964  Republican  Presidential  nomi- 
ee  was  an  enemy  of  government  in- 
herence— whether  in  the  boardroom 
r  the  bedroom. 

But  conservatives  who  had  been  gal- 
anized  by  Goldwater's  unapologetic  ex- 
remism,  venomous  government-bash- 
lg,  and  anticommunist  ardor  weren't 
ailing  to  let  their  hero  become  an  icon 
!  f  the  enemy.  They  insisted  that  Gold- 
rater  was  the  creator  of  the  rightist 
lovement  that,  despite  his  1964  debacle, 
ventually  seized  the  White  House  un- 
er  a  smoother  and  more  optimistic  con- 
jrvative,  Ronald  Reagan. 

Rick  Perlstein's  comprehensive  and 
impelling  new  book  makes  the  answer 
ovious:  Goldwater's  true  legacy  is  as  an 
ttcompromismg  conservative.  As  chron- 
led  in  Before  the  Storm,  the  scion  of  a 
hoenix  department-store  magnate  took 

Republican  Party  that  was  a  captive 
?  the  Eastern  Establishment  and  made 

into  an  instrument  run  by  and  for 
le  archconservatives  of  the  burgeoning 
unbelt.  And  this  grandson  of  a  tran- 
ent,  Yiddish-speaking  immigrant  made 
istory  by  reaching  out  to  Southern  seg- 
Jgationists.  His  strategy  ultimately 
•ansformed  the  Democrats'  "solid 
outh"  into  a  Republican  bastion.  "Here 

one  time,  at  least,  in  which  history 
as  written  by  the  losers,"  concludes 
erlstein.  Although  the  author  has  writ- 
!n  for  liberal  publications  such  as  The 
'ation,  Before  the  Storm  maintains  a 
ilanced  perspective. 


While  Goldwater  was  the  front  man 
for  the  movement,  he  was  hardly  its 
catalyst.  The  heart  of  Perlstein's  lengthy 
book  is  his  colorful  account  of  the  intel- 
lectual giants,  the  canny  political  opera- 
tives, and  the  far-out  fellow  travelers 
in  the  conservative  cause.  Among  the 
most  compelling:  William  F.  Buckley  Jr., 
the  muckraking  son  of  a  Texas  oilman 
kicked  out  of  Mexico  for  allegedly  plot- 
ting a  coup;  L.  Brent  Bozell,  Buckley's 
Yale  College  classmate,  whose  skill  as  a 
ghostwriter  helped  make  Goldwater's 
Conscience  of  a  Conservative  a 
national  phenomenon;  and  far- 
right  commentator  Clarence 
"Pat"  Manion,  a  former  Notre 
Dame  Law  School  dean  who 
mobilized  big  donors  behind  a 
draft-Goldwater  movement. 
There  are  cameo  appearances 
by  everyone  from  Warren 
Burger  and  Phyllis  Schlafiy  to 
Robert  Bork,  Caspar  Wein- 
berger, and  William  Rehnquist. 

This  was  the  original  Vast 
Right- Wing  Conspiracy.  They 
saw  Franklin  D.  Roosevelt  as 
the  first  socialist  President. 
They  thought  Republican 
President  Dwight  D.  Eisenhower 
was  a  weak  foil  for  the  international 
communist  cabal.  They  saw  John  F 
Kennedy  as  a  tool  of  gangsters  and 
reds.  And  they  saw  Nelson  A.  Rocke- 
feller and  his  fellow  corpocrats  as  "One 
World"  appeasers. 

In  Goldwater,  they  found  a  rugged, 
handsome  spokesman.  With  the  help  of 
Wisconsin  Senator  Joseph  R.  McCarthy, 
Goldwater  rocketed  to  national  promi- 
nence in  1952  by  upsetting  Senate  Mi- 
nority Leader  Ernest  McFarland,  au- 
thor of  the  wildly  popular  G.  I.  Bill. 

The  outspoken  Arizonan  offered  the 
far  right  a  respectable  vehicle  after  the 
death  of  the  discredited  McCarthy.  Perl- 
stein plumbs  the  historical  archives  for 


choice  Goldwaterisms.  In  the  world  ac- 
cording to  Barry,  even  Eisenhower  em- 
braced "the  siren  song  of  socialism." 
And  the  poor  deserved  their  station. 
"The  fact  is  that  most  people  have  no 
skills,  have  no  education,  for  the  same 
reason — low  intelligence  and  low  ambi- 
tion," said  Goldwater. 

The  Goldwater  of  Perlstein's  book  is 
not  a  natural  politician.  He's  rude,  crude, 
surly,  and  moody — with  hints  of  alcohol 
abuse  and  depression.  Indeed,  he  was  a 
reluctant  leader  of  the  movement.  Man- 
ion  and  other  conservative  conspirators 
plotted  to  draft  Goldwater  as  Republi- 
can Vice-Presidential  nominee  in  1960 
to  no  avail,  as  Richard  M.  Nixon  opted 
for  Establishment  blue  blood  Henry 
Cabot  Lodge.  After  Nixon's  self-imposed 
exile  beginning  in  1962  ("You  won't  have 
Dick  Nixon  to  kick  around  anymore"), 
Goldwater  was  persuaded  to  take  on 
another  man  he  hated:  President  John 
F  Kennedy.  But  Kennedy's  assassina- 
tion left  the  man  who  declared  that  "ex- 
tremism in  the  defense  of  lib- 
erty is  no  vice"  facing 
Lyndon  B.  Johnson,  lbj,  who 
considered  Goldwater  "nutty 
as  a  fruitcake,"  won  in  a  rout. 
Nutty  or  not,  Goldwater 
concocted  a  recipe  that  would 
lead  the  right  to  power  in 
1980  and  then  to  control  of 
the  levers  of  power  two 
decades  later — for  the  first 
time  since  the  1920s.  Among 
the  innovations  identified  by 
Perlstein:  the  importance  for 
a  Republican  to  appeal  to  "the 
vast  uncommitted  middle"  without 
compromising  conservative  principles; 
the  need  to  split  workers  from  their 
union  bosses;  and  the  conclusion  that 
racially  polarized  balloting— with  most 
whites  voting  Republican  and  blacks 
voting  Democratic — was  a  formula  for 
GOP  victory. 

Where  does  that  leave  the  left's  claim 
to  Goldwater's  legacy?  Liberals  can  take 
solace  in  Goldwater's  hatred  of  Nixon 
(whom  he  considered  a  pathological  liar 
and  an  unprincipled  opportunist)  and 
his  loathing  of  fundamentalist  Protes- 
tant preacher-politicians.  But  on  bal- 
ance, the  Arizonan's  legacy  is  clear.  Perl- 
stein's Goldwater  is  fiery,  flawed,  and 
unmistakably  conservative. 

BY  RICHARD  S.DUNHAM 
Dunham  covers  the  White  House. 


LBJ  CALLED  HIM  "NUTTY  AS  A  FRUITCAKE,"  BUT 
GOLDWATER  TURNED  THE  SOUTH  INTO  GOP  TURF 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

tec  h&you@b  usinessweek.com 

HANDHELDS  THAT  ARE 
LESS  OF  A  HANDFUL 


A  handheld  computer,  apologies  to  the 
Duchess  of  Windsor,  cannot  be  too  thin  or 
too  light.  Palm  Computer,  taking  the  dic- 
tum to  heart,  has  come  up  with  a  new  line  that 
retains  the  form  of  the  popular  Palm  V  while 
adding  an  expansion  slot  and  a  color  display. 
Partner  and  rival  Handspring  has  entered  the 
field  with  the  sleek  Visor  Edge,  which  retains  the 
Springboard  expansion  slot  in  a  Palm  V-like  de- 
sign. The  new  products  should  help  Palm  and  its 
licensees  hold  and  even  increase  their  dominant 
market  share  for  the  time  being  despite  a  stiffer 
challenge  from  Microsoft's  PocketPC. 

The  $399  Palm  m500,  which  will  be  available 
in  April,  is  practically  a  dead  ringer  for  the  Palm 
V  in  size,  shape,  and  price.  The  $449  m505  adds 
a  color  screen.  The  big  difference  in  the  new 
models  is  a  slot  that  accepts  a  postage- 
stamp-size  card.  Currently,  the  cards  of- 
fer memory  expansion  and  software  in- 
cluding a  $29.95  game  card  and  U.  S., 
European,  and  Asian  city  guides  ($39.95 
each).  Developers  plan  various  accessories, 
with  the  most  exciting  being  wireless  com- 
munications options.  If  the  Handspring  ex- 
perience is  any  guide,  however,  it  will  be 


A  couple  of 
Palm-based 
products  take 
a  big  step 
up  the 
evolutionary 
ladder 


HANDSPRING  EDGE  ► 
PRICE:  $399 


♦ 
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SECURE  E-COMMERCE 
IS  ENDANGERED  be- 
cause of  problems  with 
digital  certificates.  For 
more,  go  to  Technology 
&  You  at  www.business- 
week.com/technology/ 


<  PALM  M505  WITH  EXPANSION  CARD 
PRICE  $449 

months  before  the  first  of  these  hits  the  market. 
The  new  Palm  has  a  rechargeable  battery 
that  uses  a  relatively  new  technology  called  lithi- 
um polymer  to  pack  more  power.  Palm  claims  up 
to  five  weeks  of  normal  use  per  charge  for  the 
monochrome  model  and  about  three  weeks  for 
the  color  version.  I  would  guess  that  two  weeks 
is  closer  to  the  mark,  but  that's  plenty  for  most 
business  trips.  The  sync  cradle  doubles  as  a 
charger.  This  is  the  first  Palm  model  to  use  the 
universal  serial  bus  instead  of  the  older  serial 
connection  (a  serial  version  is  a  $29.95  option). 


One  way  Palm  extended  battery  life  and  ke] 
the  color  unit  thin  was  to  use  front  lightir 
rather  than  the  brighter  and  more  even  ba< 
lighting.  The  result  is  a  screen  that  is  a  bit  dir 
mer  than  the  Palm  I  He  or  Visor  Prism,  but  st 
quite  acceptable.  Most  Palm  applications  dor 
make  effective  use  of  color,  but  the  m505 
much  easier  to  read  in  dim  light  than  the  mon 
chrome  model. 

The  Visor  Edge,  which  costs  $399,  is  similar 
the  m500  in  size  and  function.  It  is  rectiline? 
though,  where  the  Palm  is  curvy  and  comes  wi 
a  flip-up  metal  cover  instead  of  a  leather  fla 
The  stylus  clips  to  the  outside  instead  of  fitting 
a  slot.  The  arrangement  seems  secure,  butt 
managed  to  lose  mine  within  a  week.  The  Ed 
is  too  small  for  Handspring's  standard  Sprin 
board  slot  for  accessories,  so  an  adapter  clip 
lows  use  of  Springboard  modules,  such  as  the  A 
sorPhone.  Unfortunately,  they  hang  somewh 
awkwardly  over  the  back.  In  time,  models  will 
designed  for  the  new  connector,  but  they  woi 
fit  snugly  within  the  body  of  the  Visor,  as  th 
do  with  the  older  models. 

The  new  Palms  come  with  version  4.0  of  t 
Palm  operating  system,  which  supports  the  i 
cessory  slot  and  has  enhancements  that  ma 
the  Palm  better  at  wireless  communicatio 
through  add-ons.  Meanwhile,  Palm  will  be  tot; 
ly  upgrading  the  software.  T 
next  version,  probably  at  leastl 
year  off,  will  allow  a  move  tq 
faster  processor  and  a  high 
resolution  screen. 
ET  TU,  IBM?  Most  Palm  buy 
use  little  beyond  the  contact 
calendar  functions.  For  thd 
this  next  upgrade  won't  mal 
much  difference.  But  to  retaj 
those  who  seek  more  froml 
handheld,  especially  corporal 
customers  who  want  custom  M 
plications  and  secure  wireh 
communications,  progress  is 
tal.  Palm  has  wrung  all  it 
from  the  Motorola  DragonBall 
25-year-old  processor.  And  t 
coarse  160-by-160-pixel  displ 
used  on  all  ralms  limits  graphics  capabilities. 
Meanwhile,  Palm's  competitors  aren't  standi 
still.  Microsoft  Pocketpcs,  including  the  new  $c 
Hewlett-Packard  Jornada  525,  are  getting  th 
ner,  lighter,  and  cheaper.  And  IBM  is  widely  i 
mored  to  be  readying  a  challenger  of  its  own 
the  corporate  market. 

The  new  Palm  and  Handspring  products 
solid,  evolutionary  steps.  But  to  maintain 
lead  over  improving  competition,  Palm  may  hs 
to  pick  up  the  pace. 


NOTE:  My  next  column  will  size  up  the  new  k 
OS  X  operating  system  from  Apple  Compu 
I've  been  holding  off  my  review  until  I  hare  j 
os  x  through  all  its  paces,  but  my  prelimifU 
conclusion  is  there's  no  need  to  run  out  a 
buy  it  now. 


18  BusinessWeek  /  April  9,  2001 


\ 


Mutual  Fund  Investing:  Feeling  #5 


Curiosity 


i 


Ever  wonder  about  the  performance  of  your  mutual  fund  investments? 


Schwab's  Mutual  Fund  Select  List*  can  help  you  identify  historically 
high-performing  funds. 

And  you  can  buy  direct  through  Schwab  from  well-known  fund  families 
like  Janus,  American  Century  and  INVESCO. 

Our  Investment  Specialists  are  here  to  help  answer  any 
of  your  questions. 

Satisfy  your  curiosity. 

For  your  free  Select  List  or  to  make  an  appointment  with 
a  Schwab  Investment  Specialist,  call  1-800-5-NO-LOAD. 
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Call 
1-800-5-NO-LOAD 


Click 

schwab.com 


Visit 

394  locations  nationwide 


Charles  Schwab 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


WHY  COLLEGES 
SHOULDN'T  DUMP  THE  SAT 


IT  WORKS: 

Studies  show 
the  SAT  is  a 
powerful 
predictor  of 
grades-and 
wages  after 
graduation 


ri  I   Barro  is  a  professor 
of  economics  at  Harvard 
Uni/ersity  and  a  senior  fellow 
of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


President  Richard  Atkinson  of  the  Univer- 
sity of  California  recently  caused  a  stir 
by  proposing  to  eliminate  the  Scholastic 
Aptitude  Test  (sat)  as  a  required  part  of  the 
college  application.  Opponents  of  the  sats  have 
argued  that  the  test  is  ineffective  for  evaluating 
applicants,  but  such  claims  have  been  largely 
anecdotal.  We  now  know,  for  example,  that  Sen- 
ator Paul  D.  Wellstone  (D-Minn.)  had  a  stellar 
college  career  despite  having  an  sat  score  near 
the  50th  percentile.  But  given  the  wealth  of 
available  data,  we  do  not  have  to  rely  on  these 
stories.  They  show  that  SAT  scores  have  a  lot  of 
predictive  power  for  students'  college  grades. 

Every  three  years,  the  Education  Dept.  con- 
ducts the  National  Postsecondary  Student  Aid 
Study  (npsas).  It  provides  information  for  a  na- 
tionally representative  sample  of  colleges  on  stu- 
dents' grade-point  averages  (gpas),  admissions- 
test  scores  (including  the  sats),  and  other  family 
and  school  variables.  Unfortunately,  it  doesn't 
contain  high-school  grades.  I  looked  at  the  npsas 
studies  for  1990,  1993,  and  1996,  which  provide 
33,000  observations,  for  my  own  analysis. 

In  this  sample,  admissions-test  scores  strong- 
ly predict  college  grades,  though  much  of  the 
individual  variation  in  grades  remains  unex- 
plained. Taking  into  account  many  other  factors 
(including  college  attended,  race  and  gender  vari- 
ables, and  parental  income  and  education),  the  t- 
statistic — a  measure  of  how  closely  two  vari- 
ables move  together — for  the  admissions  test  is 
60.  In  comparison,  researchers  customarily  regard 
a  result  as  significant  if  this  statistic  exceeds  2. 
Therefore,  admissions  tests  have  strong  predic- 
tive power  for  college  grades.  They  are  as  good 
for  senior  as  for  freshman  grades. 
BIASED  AGAINST  WOMEN?  For  a  given  test  score 
and  other  variables,  females  have  significantly 
higher  GPAS  than  males  of  the  same  ethnic  group 
(by  0.25).  Blacks  and  Hispanics  do  significantly 
worse  than  whites  of  the  same  sex  (by  0.24  and 
0.08,  respectively),  whereas  Native  Americans 
and  Asians  do  not  differ  much  from  whites  of  the 
same  sex.  Another  result  is  that  the  mathemat- 
ics part  of  the  admissions  test  is  nearly  twice  as 
good  as  the  verbal  part  as  a  predictor  of  college 
grades. 

Looking  separately  by  gender,  the  predictive 
power  of  admissions-test  scores  for  college  grades 
is  as  good  for  women  as  it  is  for  men.  However, 
results  on  admissions  tests  were,  on  average,  4 
percentiles  lower  for  females  than  for  males  of 
the  same  ethnic  group,  even  though  women  had 
better  college  grades.  Therefore,  women  may 


have  a  legitimate  complaint  that  admissions  pc 
cies  that  rely  on  the  sat  have  a  sex  bias 

The  same  case  cannot  be  made  for  ethnic-n 
nority  groups.  After  taking  into  account  paren 
income  and  education,  admissions-test  scores  j 
blacks  were,  on  average,  17  percentiles  low 
than  those  for  whites  of  the  same  sex.  The  co 
parable  gap  for  Hispanics  was  4  percentil 
However,  college  grades  for  blacks  and  Hispan 
were  lower,  on  average,  than  those  for  whit 
even  comparing  students  who  had  the  sai 
scores  on  the  admissions  tests. 
WAGE  FORECAST.  The  ethnic  patterns  in  adrr 
sions-test  results  have  sometimes  been  attr 
uted  to  cultural  bias.  One  problem  with  this 
gument  is  that  test  scores  have  similar  predict 
power  for  college  grades  within  an  ethnic  gro 
such  as  blacks  or  Hispanics,  as  they  do  in  1 
overall  population.  Moreover,  other  data  indie 
that  test  scores  and  college  grade-point  av 
ages  help  to  predict  wages  earned  after  colle 
Therefore,  if  admissions  tests  reflect  a  cult 
bias,  it  must  be  the  same  bias  that  exists 
other  indicators  of  success  that  people  care  ab( 

Much  of  the  opposition  to  the  sats  seems 
derive  from  the  poor  average  performance 
ethnic  minorities,  especially  blacks.  Clearlj 
reliance  on  the  tests  conflicts  with  affirmative 
tion  objectives,  especially  at  the  University 
California,  where  explicit  racial  preferences  h 
been  ruled  out.  The  results  from  the  NPSAS  c 
do  not  support  preferences  for  racial  minori 
as  a  way  to  maximize  the  academic  performs 
of  the  student  body.  But  maybe  the  top  sch 
should  not  be  trying  to  admit  applicants 
will  be  the  best  scholars. 

An  implicit  assumption  in  academia  is 
the  best  faculty — indeed,  the  best  resources  o 
all — should  be  matched  with  the  most  acad< 
cally  talented  students.  Some  evidence  sugg 
that  the  synergies  from  this  matching  are  I 
portant,  and,  being  a  Harvard  University 
fessor,  I  naturally  find  these  arguments  per  I 
sive.  I  am  surprised,  however,  that  the  notio  I 
partnering  the  best  with  the  best  has  genenB 
long-term  support  from  taxpayers  in  fun(Hl 
such  public  institutions  as  the  University  of  I 
ifornia  as  a  meritocracy.  After  all,  most  taxpa|| 
and  their  children  are  not  themselves  the  b 

Perhaps  strong  voter  support  for  elite  pi 
universities  is  ending,  and  the  movement 
from  the  SATs  is  a  way  of  signaling  the  demlf 
the  University  of  California's  aspirations  to  i 
itocracy.  But  somehow,  I  do  not  believe 
President  Atkinson  had  this  goal  in  mind. 
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Shipping  to  Shanghai,  Beijing  or  Shenzhen? 

Then  go  FedEx,  your  fast  ticket  to  China.  FedEx  has  more  direct  flights  to  China  than  any  other  express 
carrier,  with  service  to  190  mainland  cities.  So  when  you  want  to  do  business  anywhere  in  China, 
visit  fedex.com  or  call  1-800-Go-FedEx  and  take  a  package  on  the  Orient  Express. 

This  is  a  job  for  FedEx!" 
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BusinessWeek     and 
WorldCom     present: 


NEW    ECONOMY 
PXS 


The  2001  BusinessWeek  CIO  Summit  is 

an    exclusive,    invitation-only    event 

where     ClOs     from     leading     global 

companies  will  gather  to  get  insight 

into  the  latest  strategies,  applications, 

and    emerging   technologies    enabling 

e-networks    -    both    internally    and 

externally.      In  addition,  delegates  to 

the      Summit      will      examine      the 

management  and  personal  skills  that 

ClOs  must  hone  to  secure  their  place 

on  the  senior  management  team.  Every 

plenary    session    and    each    working 

group  session  will  provide  ClOs  with 

luable     insights    to    bridging    the 
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Economic  Trends 


BY  GENE  KORETZ 

CAN  HOUSING 
STAY  SOLID? 

It's  helping  to  shore  up  growth 

The  stock  market  is  deep  in  bear  ter- 
ritory, the  manufacturing  sector  is 
in  a  recession,  capital  spending  has  fall- 
en off  a  cliff,  and  exports  are  slowing 
sharply.  Only  the  housing  market  seems 
to  be  escaping  the  weakness  that  is  sap- 
ping overall  economic  activity. 

"Housing  has  acted  as  the  economy's 
bulletproof  vest,"  says  economist  Mark 
M.  Zandi  of  Economy.com  Inc.  Counting 
direct  spending  on  construction,  remod- 

HOME  PRICES  HAVE  STAGED 
A  HEADY  RISE 


5  10  15  20  25 

►  PERCENT  RISE  4TH  QUARTER  '00  VS.  4TH  QUARTER  '99 
•RESALE  PRICES  OF  SAME  HOMES 
Data:  Office  of  Federal  Housing  Enterprise  Oversight 

eling,  and  furnishings,  plus  the  indirect 
impact  of  rising  home  prices,  he  esti- 
mates that  the  sector  accounted  for  25% 
of  the  nation's  growth  in  1998  and  1999 
and  15%  in  2000.  "If  the  housing  market 
falters,"  warns  economist  Ian  Morris  of 
hbsc  Securities  Inc.,  "we're  looking  at  a 
full-fledged  recession." 

As  of  now,  that's  not  happening. 
Housing  starts,  which  slowed  modestly 
to  a  1.53  million-unit  pace  in  the  second 
half  of  last  year,  have  recently  re- 
bounded to  nearly  a  1.63  million  rate. 
And  sales  of  both  new  and  existing 
homes  are  running  close  to  the  record 
paces  of  recent  years.  "The  national 
housing  market  has  remained  strong," 
says  Stuart  Miller,  ceo  of  Lennar  Corp., 
the  nation's  largest  homebuilder. 

Home  prices,  too,  remain  robust.  The 
Office  of  Federal  Housing  Enterprise 
Oversight  reports  that  home-resale 
prices  a  few  months  ago  were  running 
8.1%  above  year-earlier  levels,  and  in 
many  major  metropolitan  population 
rs,  the  gains  were  closer  to  16% 
(chart).  Aithough  prices  in  a  few  areas 
have  reportedly  leveled  off  recently, 
l  •  still  up  sharply  since  last  year. 

The  hefty  decline  in  mortgage  rates 


over  the  past  year  has  clearly  helped 
bolster  housing — and  pushed  measures 
of  housing  affordability  close  to  the 
record  levels  reached  back  in  the  1960s. 
But  industry  observers  are  still  puzzled 
by  housing's  buoyancy  in  the  face  of 
soaring  layoffs,  falling  consumer  confi- 
dence, and  the  stock  market  debacle. 

While  many  experts  attributed  hous- 
ing's unusual  strength  in  the  late  1990s 
to  the  huge  rise  in  stock  market  wealth, 
it  now  appears  that  this  effect  may  have 
been  exaggerated  and  that  housing's 
current  strength  has  partly  offset  the 
impact  of  stock  market  declines  on  con- 
sumer spending.  The  fact  is  that  the 
stock  market  swoon  has  mainly  affected 
the  10%  of  households  that  account  for 
the  vast  majority  of  stock  holdings.  By 
far,  the  principal  asset  of  the  two-thirds 
of  households  that  are  homeowners  is 
their  homes. 

Thus,  the  real  wealth  effect  for  many 
people  has  come  from  rising  home 
prices — which  may  help  explain  why 
consumption  has  held  up  relatively  well. 
Indeed,  Zandi  speculates  that  some  peo- 
ple who  have  soured  on  the  market  are 
shifting  their  investment  dollars  to  home 
purchases,  which  offer  the  added  in- 
ducement of  tax-free  capital  gains. 

All  of  this  points  to  the  crucial  role  of 
the  housing  market  in  the  months 
ahead.  While  Alan  Greenspan's  Fed  is 
hoping  to  inject  even  more  life  into 
housing — or  at  least  keep  it  from  weak- 
ening— both  Zandi  and  Morris  have 
doubts  that  it  will  succeed.  Stay  tuned. 


CUT  DEATH  TAXES, 
LIVE  A  BIT  LONGER 

Some  people  may  postpone  dying 

Sometime  in  the  next  year  or  two, 
Congress  is  likely  to  sharply  reduce 
or  eliminate  the  federal  estate  tax  for 
most  of  the  2%  of  households  that  have 
to  pay  it.  A  new  study  by  Wojciech 
Kopczuk  and  Joel  Slemrod  of  the  Uni- 
versity of  Michigan  suggests  that  this 
will  not  only  make  a  lot  of  potential 
heirs  happy,  but  could  modestly  length- 
en the  lives  of  some  of  those  whose  es- 
tates will  benefit  from  the  tax  cut. 

Past  research  provides  evidence  that 
tax  changes  can  affect  many  forms  of 
behavior,  from  work  effort,  saving,  and 
investment  to  the  timing  of  transactions 
such  as  capital  gains  or  events  such  as 
marriages,  births,  and  divorces.  Since 
studies  indicate  that  death  rates  among 
adherents  of  different  faiths  decline  dur- 
ing holidays  such  as  Passover,  Ramadan, 


and  the  Chinese  Harvest  Moon  festiv 
and  then  peak  after  they  end,  Kopczi 
and  Slemrod  wondered  if  deaths  of  pe 
pie  affected  by  estate-tax  reforms  mig 
possibly  show  a  similar  timing  effect. 

To  find  out,  they  examined  death  rat 
of  those  affected  by  13  estate-tax  chang 
from  1917  to  1984.  Somewhat  to  th 
surprise,  they  found  that  in  cases  wht 
tax  rates  were  raised,  death  rates  tend 
to  be  higher  in  the  weeks  before  the 
went  into  effect.  And  in  cases  where  t 
rates  were  cut,  death  rates  were  higl 
in  the  weeks  following  the  cut. 

The  researchers  estimate  that' 
$10,000  tax  saving  seems  to  boost  i 
probability  of  someone  dying  just  bef< 
a  tax  increase  by  1%,  while  the  sa: 
saving  increases  the  probability  of 
ing  just  after  a  tax  cut  by  almost  2.1 
"Evidently,"  says  Slemrod,  "some  p 
pie  are  able  to  will  themselves  to  surv 
a  bit  longer  if  it  will  enrich  their  heii 


A  RECESSION  BY 
ANY  OTHER  NAME 

Nominal  GDP  may  be  a  red  flag 


Although  their  projections  have  b 
revised  downward,  most  forecasl 
still  see  modest  real  growth  ahead 
the  economy  on  the  scale  of  1%  or  1 
for  another  quarter  or  so.  The  probl 
note  economists  David  H.  Resler  I 
Carol  A.  Stone  of  Nomura  Securif 
International  Inc.,  is  that  real  (inflatl 
adjusted)  growth  isn't  what  it  usee 
be.  That's  because  it  now  reflects  qi 
ty  adjustments  made  in  the  measur 
inflation  over  the  past  decade  plus  tl 
resulting  from  continuing  improverm 
in  high-tech  capital  goods 

Thus,  many  companies,  such  as  c 
puter  makers,  may  be  posting  posi 
real  sales  growth  while  actually 
ing  fewer  machines  (albeit  with  n 
computing  power) 
and  watching  rev- 
enues stagnate. 

Under  these 
circumstances,  say 
Resler  and  Stone, 
a  better  guide  to 
the  true  state  of 
the  economy  may 
be  its  nominal 
growth  rate.  And 
that  rate,  as  the 
chart  shows,  h;is 
already  fallen  be- 
low its  average 
level  during  past 
recessions. 


A  W0RRIS0MI 
GROWTH  MEASU 

NOMINAL  GDP 
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Our  team  has  19,000  players. 


Hondas  investment  in  American  jobs  and  facilities  has  never  been  greater.  Today,  you 
can  find  our  associates  working  in  plants,  offices,  parts  warehouses  and  ports  in  various 
cities  and  towns  throughout  the  US.  Our  R&D  staff  has  grown  from  four  associates  in 
1975  to  more  than  1,000  today  And,  in  Alabama,  1,500  associates  will  start  work  at  our 
new  $440- million  plant  upon  its  completion  in  2002.  With  a  capital  investment  of  over 
$4.8  billion,  we  will  continue  to  remain  strong  in  all  of  the  American  communities  where 
our  associates  live,  work,  and  of  course,  play 


To  learn  more,  visit  our  Web  site  at  honda.com.  or  write  to    American  Honda  Corporate  Affairs  &  Gwnmunications.  MS  IOO-3C-2A.  1919  Torrance  Blvd.,  Torrance,  CA  90501 

©2000  Honda  North  America.  Inc 
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Turning  E-business  frogs  into  princes.  Grubby  work.  But  someone's  got  to  do  it. 


If  that's  you,  we're  out  to  improve  your  odds.  At  eBusiness  Conference  and  Expo,  we've  brought 
together  the  solutions,  products,  experts,  techniques,  and  methodologies  that  make  E-business 
work.  We've  organized  the  industry's  hard-earned  wisdom  into  an  extraordinary  conference 
focused  on  the  real  nitty-gritty  of  E-business.  Integration.  Supply  chain  issues.  Customer 
relationship  issues.  Replete  with  tough  case  studies,  so  you'll  learn  from  others'  successes,  and 
avoid  their  catastrophes.  We  figure,  if  you  gotta  kiss  frogs,  you  better  get  what  you're  looking  for. 
'00-652-2578orvisitusatwww.ebusinessexpo.com/bw    Use  source  code  HJABW 
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conference  and  expc 

June  12-14,  2001 

San  Jose  Convention  Center,  San  Jose,  C/ 
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u  asked  for  an  alternative  to  the  hearing  aid. 
.e  listened. 

The  Vibrant®  Soundbi 

device.  Designed  for 

through  a  simple  outpatient  procedure.  Compared  to  a  hearing  aid,  it  offers  improved 

sound   quality  and   comfort,  while  virtually  eliminating  feedback.  The  Vibrant 

Soundbridge,  think  of  it  as  your  bridge  to  better  hearing. 

Call  (800)  833-7733  x200  or  visit  www.symphonix.com  to  hear  what  you've  been  missing. 

VibranfSoundbridge" 

Implantable  Middle  Ear  Hearing  Device 
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(vCSR)™  lets  you  know  your  customers  better  than  you  ever  dreamed 
possible.  What  they  like  to  be  called.  How  they  want  you  to  contact  them. 
Every  experience  they've  had  with  your  company.  Exactly  what  they  want, 
whether  they  speak  or  type.  Even  their  value  to  your  bottom  line.  All  the 
moment  they  contact  you— no  matter  how  they  contact  you— enabling 
you  to  better  fulfill  their  needs,  with  or  without  live  agent  intervention. 


So,  the  next  time  a  next-generation  customer  like  law  student  Larry  Campbell 
emails  you  a  lengthy  message,  let  the  vCSR  take  over.  Its  natural  language 
understanding  will  intelligently  analyze  Larry's  email  and  recognize  his 
intent  (despite  his  phenomenal  LSAT  scores,  he's  a  terrible  typist).  Should 
his  message  contain  several  unrelated  requests,  the  vCSR  can  isolate  and 
fulfill  them  all,  on  the  spot.  And,  should  Larry  ever  require  live  assistance, 
the  vCSR  will  immediately  inform  an  agent  of  Larry's  exact  needs. 

Automating  email  response  technology  with  deep  linguistic  processing 
is  just  one  kind  of  magic  the  vCSR  can  perform  to  help  you  understand 
and  know  your  customers.  Come  see  what  else  is  next  for  next-generation 
customers  at  www.edify.cdm/kndwme  or  call  1-800-99-EDIFY. 
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EarlyReturns 

Frequent  flyer  Program 


Want  frequent  flyer  miles  you  can  use  sooner?  Join  Frontier's  EAHLyRETURNS 
Frequent  Flyer  Program.  You  earn  a  FREE  ROUND-TRIP  TICKET  with  just 
1 5,000  miles-earlier  than  any  other  major  airline  you  can  fly.  It's  part  of  the 
higher  level  of  personal  service  you  always  enjoy  when  you  choose  Frontier. 
Qualify  for  our  Ascent  Level  (15,000  miles  in  a  year)  or  Summit  Level  (25,000 
miles  in  a  year)  and  you'll  reach  new  heights  of  priority  and  privilege  to  enhance 
your  Frontier  travel  experience. 


Frontier  at  1-866-263-2759  or  1-800-432-1359;  or  pick  up  an  enrollment 

form  at  any  Frontier  ticket  counter.  Start  earning  the  EarlyReturns  you  deserve. 

It's  a  faster  route  to  free  travel! 
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Which  investment 
bank  keeps 
Alpha  Industries 
at  the  center  of 
today's  wireless 
revolution? 

Who  helped  Alpha  Industries  evaluate  a  key 
acquisition,  enabling  it  to  become  one  of  the  most 
innovative  players  in  analog  semiconductors? 
Who  else  ...  adams,  harkness  &  hill— the  most 
experienced  investment  bank  around  when  it 
comes  to  emerging  growth. 

Not  only  are  all  our  clients  emerging  growth 
companies,  we  also  concentrate  on  the  most 
dynamic  growth  sectors— technology,  healthcare, 
and  specialty  consumer.  Which  is  why  we've 
developed  the  expertise  to  help  emerging 
enterprises  improve  shareholder  value  better  than 
any  other  investment  bank.  And  because  we 
focus  on  quality— not  quantity— of  relationships, 
we  deliver  exceptional  after-market  support, 
personalized  attention,  and  the  kind  of  expert 
advice  that  produces  superior  results. 

Find  out  for  yourself.  Contact  the  emerging 
growth  experts  ©adams,  harkness  &  hill. 
Visit  www.ahh.com/mni. 
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High     P 


Dry     aged 


Never     frozen. 


About      $30.00      a      pound 
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To      make      your      selection      for      delivery, 
1-800-556-2357      -or-     www.lobels.com 
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Business  Outlook 


tlY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


IS  STOCK  MARKET  PSYCHOLOGY 
BURNING  AROUND? 

Vlaybe,  but  business  continues  to  lose  confidence  in  the  future 


US.  ECONOMY 


BRIGHTER  EXPECTATIONS 
Lin  CONSUMERS'  MOOD 


CONSUMER  CONFIDENCE 


For  weeks,  equity  investors 
had  looked  at  any  bit  of  good 
e\\  s  on  the  economy  and  sold  shares,  fearing  that  pos- 
ive  data  would  restrain  the  Federal  Reserve  from  low- 
ring  interest  rates.  Now,  after  the  upbeat  Mar.  27  report 
n  consumer  confidence,  the  day's  big  rally  suggests 
hat  investors  are  thinking  straight  again:  That  is,  good 
ews  on  the  economy  is  good  for  future  profits. 
To  be  sure,  the  drop  in  the  Dow  Jones  industrial  av- 
rage  on  Mar.  28  shows  that  market  players  are  still 
ery  sensitive  to  bad  news  on  earnings.  However,  that 
ell-off  followed  a  558-point  rise  in  the  Dow  from  Mar. 
2  to  Mar.  27.  Investors  may  be  realizing  that  their 
egative  reaction  to  the  size  of  the  Mar.  20  rate  cut, 
art  three  of  the  Greenspan  Fed's  most  aggressive 
asing  cycle,  was  overdone.  Tough  love  by  the  Fed  in 
ot  granting  a  bigger  cut  may  have  succeeded  in  break- 
lg  Wall  Street's  dependency  on  the  Fed. 

Despite  the  uptick  in  house- 
hold confidence  (chart),  in- 
vestors know  that  the  econo- 
my remains  fragile  enough  to 
warrant  further  rate  cuts,  pos- 
sibly even  before  the  Fed's 
next  meeting  on  May  15.  The 
plus  here  is  that,  if  market 
psychology  has  indeed  turned, 
further  Fed  action  will  be 
swimming  with  the  market's 
current  instead  of  against  it. 
While  consumers  are  still  optimistic  enough  to  keep 
ome  and  car  sales  at  high  levels,  businesses  are  under 
itense  pressure  to  bring  inventories,  capital  spend- 
ig,  and  other  costs  into  line  with  the  new  reality  of 
ower  growth  in  demand.  Indeed,  based  on  the  Na- 
onal  Association  of  Business  Economics'  latest  policy 
irvey,  an  increasing  percentage  of  the  nation's  business 
:onomists  think  Fed  policy  is  too  tight,  even  after 
le  Mar.  20  rate  cut. 

IYEN  FED  CHAIRMAN  Alan  Greenspan's  past  re- 
sarks  about  the  growing  glut  of  production  capacity,  it 
clear  that  the  Fed  is  as  concerned  about  business 
mfidence  as  it  is  about  consumer  confidence — maybe 
■ren  more  so.  The  Fed  knows  that  a  sharp  retrench- 
ient  by  businesses  could  fall  back  hard  on  the  con- 
imer  sector,  hammering  household  confidence  and 
ringing  down  the  economy. 
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RUSINESS  INVESTMENT 
FALLS  OFF  SHARPLY 


A  QUARTERLY  PERCENT  CHANGE  AT 
ANNUAL  RATES 

"ASSUMES  MARCH  IS  UNCHANGED 
Data:  Commerce  Dept ,  BusinessWeek 


Measures  of  business  confidence  are  either  unavail- 
able on  a  timely  basis,  or  they  are  anecdotal  and  sub- 
ject to  reporting  biases.  However,  one  good  proxy  for 
business  sentiment,  according  to  some  at  the  Fed,  is  the 
monthly  tracking  of  capital-goods  orders,  excluding 
commercial  aircraft  and  defense  due  to  their  volatility. 
These  data  relate  to  sentiment  because  they  indicate 
businesses'  willingness  to  make  future  commitments. 

The  latest  numbers  are  not 
encouraging.  Bookings  for 
nondefense,  nonaircraft  capi- 
tal goods  fell  4%  in  February, 
erasing  all  of  their  January 
gain.  Orders  have  declined  in 
four  of  the  past  five  months 
at  an  annual  rate  of  14.7%, 
similar  to  the  recession  expe- 
rience of  1990-91.  That's  a  neg- 
ative trend  that  the  Fed  will 
be  eager  to  reverse.  Until  it 
turns,  the  Fed's  inclination  will  be  toward  lower  rates. 

Previous  cutbacks  in  capital-goods  orders  are  al- 
ready hitting  economic  growth.  Outlays  for  business 
equipment  in  the  real  gross  domestic  product  data  fell 
at  an  annual  rate  of  3.5%  in  the  fourth  quarter,  the  first 
drop  since  the  last  recession,  and  first-quarter  outlays 
may  well  have  declined  at  a  substantially  faster  rate. 
Based  on  data  through  February,  and  assuming  March 
shipments  are  unchanged,  first-quarter  shipments  of 
private  nonaircraft  capital  goods  fell  at  an  annual  rate 
of  13.4%  vs.  the  fourth  quarter  (chart).  In  the  fourth 
quarter,  this  measure  fell  only  at  a  2.4%  pace. 

SPENDING  ON  BUSINESS  EQUIPMENT  is  hampered 

by  increasingly  stingy  banks.  The  Fed's  survey  of  senior 
loan  officers  taken  in  early  March  showed  that  "busi- 
ness lending  conditions  at  banks  had  tightened  fur- 
ther since  early  January,  while  demand  for  business 
loans  waned."  More  than  half  of  the  respondents  cited 
"a  less  favorable  economic  outlook"  as  the  main  reason 
for  tightening  their  lending  standards.  Some  respon- 
dents also  commented  on  "the  rapid  deterioration  in 
certain  investment-grade  credits." 

These  tighter  loan  standards  run  counter  to  the 
Fed's  current  desire  to  loosen  up  financial  conditions  in 
order  to  keep  the  expansion  going.  In  fact,  the  survey 
was  done  earlier  than  usual,  showing  the  Fed's  concerns 
for  the  economy.  Banks  are  raising  the  lending  bar  at 
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the  same  time  that  profit  shortfalls  are  cutting  into 
the  internally  generated  cash  that  businesses  had  been 
using  to  fund  their  capital  budgets.  This  loss  of  two  im- 
portant financial  sources  may  be  contributing  to  a 
downbeat  mood  in  the  corner  office. 

IN  AN  INTERESTING  TWIST,  households  appear  to  be 
shaking  off  their  pessimism  just  as  businesses  are  get- 
ting gloomier.  The  Conference  Board's  index  of  con- 
sumer confidence  rose  in  March  by  eight  points,  to 
117,  the  first  increase  in  six  months.  More  optimistic  ex- 
pectations for  the  future  drove  the  index  higher,  while 
households'  assessment  of  present  conditions  was  es- 
sentially unchanged. 

Households  were  apparently  unshaken  by  the  stock 
market's  swoon  in  March,  given  that  survey  responses 
covered  the  days  through  Mar.  21.  Possibly  they  drew 
faith  from  the  increased  certainty  of  tax  cuts,  or  per- 
haps from  lower  interest  rates  or  easing  energy  costs. 
For  whatever  reason,  consumers  showed  increased 
confidence  about  the  next  six  months  in  both  the  eco- 
nomic outlook  and  job  prospects,  said  the  Board.  The 
job  market  will  remain  central  to  consumer  attitudes, 
however,  and  any  new  signs  of  rising  unemployment 
could  darken  the  mood  of  households  again. 

Regardless  of  how  consumers  say  they  feel,  what's 
important  is  that  they  clearly  remain  willing  to  make  fu- 
ture commitments  on  big-budget  items.  In  particular, 


FRANCE 


housing  remains  firm  (chart).  Sales  of  new  single-famil 
homes  dipped  2.4%  in  February,  to  an  annual  rate  o 
911,000,  while  demand  for  existing  homes  edged  down  b1 
0.4%,  to  an  annual  pace  of  5.18  million.  However,  botl 
levels  are  higher  than  their  averages  for  all  of  2000 

Also,  mortgage  applications  for  purchase,  a  goo( 
leading  indicator  of  home  sales,  show  no  sign  of  an; 
major  erosion  in  demand  through  March.  That  square 
with  the  March  assessment  from  builders  who  notei 
improvement  in  both  actual  and  expected  sales.  Am 
keep  in  mind  that  the  economy  has  never  fallen  into  re 
cession  without  the  housing  market  toppling  first 

Earlier  in  the  year,  good 
news  about  housing  had  sent 
jitters  through  the  stock  mar- 
ket. But  now  that  investors 
realize  that  good  means  good, 
a  solid  outlook  for  housing  in- 
dicates that  consumer  demand 
for  related  items  will  continue 
to  increase  this  year. 

Clearly,  neither  the  stock 
market  nor  the  economy  are 
out  of  the  woods  yet,  but 
healthy  consumer  demand  is  key  to  avoiding  a  reces 
sion.  For  now,  consumers  seem  to  be  more  upbea 
about  the  future  than  businesses.  And  the  Fed  hope 
that  optimism  is  contagious. 


HOME  DEMAND  HOLDS 
AT  A  HIGH  LEVEL 


SALES  OF  NEW  AND 
EXISTING  HOMES 
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▲  MILLIONS  OF  UNITS,  ANNUAL  RATE 
Data:  Commerce  Dept.  National  Assn.  of  Realtors 


CONSUMER  SPENDING  SOFTENS  THE  SLOWDOWN 


The  euro  zone  may  not  be  as 
insulated  from  the  U.  S.  slow- 
down as  the  European  Central 
Bank  said  only  a  few  weeks  ago. 
Based  on  recent  data,  German 
prospects  have  already  taken  a 
hit.  Now,  French  offi- 
cials have  lowered 
their  2001  growth  fore- 
cast, from  3.3%  to 
2.9%,  mainly  reflecting 
expectations  of  weaker 
foreign  demand.  Ana- 
lysts say  that  figure 
may  still  be  too  high. 
Overseas  weakness 
is  already  hitting  out- 
put. French  industrial 
production  fell  in  January  for  the 
lime  in  four  months,  led  by 
in  food,  metals,  and 
ips,  leaving  production  at 
of  the  first  quarter  no 
r  than  the  fourth-quarter 


FRENCH  HOUSEHOLDS 
BUOY  THE  ECONOMY 
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Data  Standard  &  Poor's  ORI 


level.  Also  in  January,  French  ex- 
ports tumbled,  and  February  busi- 
ness confidence  dipped  for  the 
fourth  month  in  a  row. 

The  plus  in  French  growth 
prospects  is  strong  consumer 
spending,  which  is 
buoyed  by  tax  cuts, 
solid  labor  markets, 
and  lower  oil  prices. 
Consumer  outlays  for 
manufactured  goods, 
about  a  fourth  of  all 
purchases,  fell  0.9%  in 
February,  but  that  fol- 
lowed a  large  January 
gain.  Spending  so  far 
in  the  quarter  is 
strongly  above  the  fourth-quarter 
level. 

However,  France  will  not  avoid 
the  global  slowdown  completely, 
and  that  may  add  to  budget  pres- 
sures in  the  coming  year,  leading 


up  to  presidential  and  parliamen- 
tary elections  in  2002.  Despite  the 
lower  growth  forecast,  the  govern- 
ment left  its  2001  deficit  target  at 
1%  of  gross  domestic  product. 
Also,  it  has  yet  to  fully  finance  the 
35-hour  work  week.  And  on  Mar. 
22,  5.4  million  civil  servants  struck 
over  the  government's  offer  of  a 
0.5%  pay  hike,  half  the  union  de- 
mand. So  far,  the  Socialist  govern- 
ment led  by  Prime  Minister  Lionel 
Jospin  is  resisting,  but  it  may  be 
hard-pressed  not  to  give  in  with 
elections  approaching.  Civil  ser- 
vants are  25%  of  the  labor  force. 
France  and  the  euro  zone  may 
soon  get  help  from  the  ECB.  In  a 
sharp  reversal,  top  ECB  officials 
now  admit  that  the  impact  of 
slower  U.S.  growth  may  be  more 
significant  than  anticipated.  That 
lays  the  groundwork  for  a  rate 
cut  as  soon  as  early  April. 
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Before  selling  your  company, 
find  out  if  it  has  some  undiscovered  value. 

There's  nothing  worse  than  finding  out  that  your  company  is  worth  a  mint  after 
you've  sold  it.  The  fact  is  our  sell-side  due  diligence  and  advisory  services  can  help 
you  identify  structuring  and  value  creation  opportunities  that  can  greatly  increase  the 
worth  of  a  divestiture.  In  addition,  our  information  gathering  and  advisory  services 
better  prepare  your  management  team  and  investment  bankers  for  the  buyer's 
due  diligence.  So  let  us  do  some  investigating  for  you.  Who  knows,  you  may 
end  up  with  a  deal  greater  than  anything  you  could  have  possibly  wished  for. 
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News:  Analysis  &  Commentary 


TOO  MUCH  OF  EVER' 


Overcapacity  is  so  widespread  in  the 
U.S.  that  it  could  jeopardize  a  recovery 


Local  leaders  in  Austin,  Tex., 
had  high  hopes  for  the  $120 
million  research  facility  that 
Intel  Corp.  had  begun  to 
build  in  the  city.  They  were 
counting  on  it  to  lure  high- 
paying  tech  jobs  to  the  city's 
downtown  area.  Now  they 
have  to  go  back  to  the  drawing  board. 
Faced  with  a  sudden  swoon  in  demand, 
Intel  halted  work  on  the  project  in  early 
March.  All  that's  left  is 
a  six-story  concrete  shell 
encircled  by  barbwire. 

Consider  it  a  relic  of 
the  New  Economy  boom.  In  the  go-go 
years  of  the  late  1990s,  all  things 
seemed  possible  to  brash  business  lead- 
ers They  threw  up  plants,  bought 
tent,  and  staffed  up  in  every  de- 
partment from  sales  to  service  as  if 
the  good  times  would  never  end.  But 
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now,  of  course,  they  have.  Companies 
throughout  the  economy,  in  high  tech 
and  in  low,  are  scurrying  to  adjust  by 
cutting  spending  and  laying  off  work- 
ers. After  years  of  frantically  investing 
to  build  up  the  human  and  physical  ca- 
pacity to  keep  up  with  soaring  growth, 
the  U.S.  economy  is  struggling  with 
overcapacity  as  far  as  the  eye  can  see. 
From  Intel's  half-finished  building  in 
Austin,  to  the  multitudes  of  identical 
retail  stores  that  seem 
to  dot  every  other  cor- 
ner, to  the  gaping,  emp- 
ty billboards  that  loom 
over  New  York's  Times  Square,  every 
sector  is  struggling  with  the  hangover 
caused  by  too  many  years  of  too  much 
investment. 

Much  of  the  problem  is  centered  on 
the  core  manufacturing  sector.  The  Fed- 
eral Reserve  estimates  that  manufac- 


turing was  at  78.1%  of  capacity  in  Fe 
ruary,  the  lowest  level  in  nine  year  b 
Technology  manufacturers  have  be<  m 
particularly  hard  hit.  As  recently  as  la 
summer,  semiconductor  makers  we   L 
running  their  plants  at  close  to  100 
capacity.  Now  they've  plunged  to  80'   fe 
and  falling.  Ditto  for  computer  comp 
nies,  whose  operating  rates  have  fall 
to  their  lowest  levels  in  three  yeai    «• 
The  auto  industry,  where  factories  we 
running  at  nearly  90%  a  year  ago, 
now  wavering  at  around  70%. 
RIDING  THE  WAVE.  Those  declines,  ho 
ever,  tell  only  part  of  the  story.  Hu 
swaths  of  the  service  economy  add 
to  a  different  kind  of  excess  capaci 
during  the   boom  years.   From   Nt 
Economy  rockets  like  the  dot-coms  a 
Net  consulting  firms  to  traditional  st 
warts  such  as  financial  services  or 
vertising,  many  went  into  overdrive 
staff  up  and  build  the  infrastructu 
needed  to  ride  the  wave  of  the  econo 
ic  boom.  Now,  with  sizzling  growth  nil 
gone,  many  find  they  have  too  much 
pacity  for  sharply  low  demand. 
Excess  capacity,  of  course,  doesnt  I* 
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problem  just  for  individual  companies, 
risks  prolonging  the  economic  down- 
rn  and  blunting  the  Fed's  interest  rate 
ts.  That's  because  the  current  slow- 
»wn — driven  by  sagging  investment 
ther  than  a  drop  in  consumer  spend- 
l — is  much  less  susceptible  to  the  quick 
;  of  lower  interest  rates.  Companies 
ddled  with  too  much  factory  capacity  or 
mputer  equipment  are  not  going  to  go 
t  and  spend  more  on  investment,  no 
atter  how  low  rates  fall.  In  a  sign  of 
e  dangers  that  may  lie  ahead,  the  Corn- 
ice Dept.  on  Mar.  27 
id  that  capital-goods 
ders,  a  reliable  proxy 
r  future  investment, 
1  4%  in  February. 
Even  if  the  economy 
mages  to  dodge  a  re- 
ssion,  growth  still  will 
held  back  by  the 
ed  for  Corporate 
nerica   to   work   its 

ii  ly  through  the  late- 

cj'90s  excesses  of  in- 
stment    and    hiring, 
iicperts  say  it  will  take 


months,  and  in  some  cases  years,  to 
undo  the  damage.  "It's  going  to  be  a 
significant  retarding  force  on  the  econo- 
my for  some  time,"  says  veteran  Wall 
Street  analyst  Henry  Kaufman. 

So  how  much  excess  capacity  is  out 
in  the  economy  right  now?  It's  hard  to 
measure  exactly.  For  one  thing,  it  de- 
pends on  the  level  of  growth  expected. 
If  top  executives  at  a  company  believe 
that  economic  growth  rates  will  quickly 
bounce  back,  they 
would  be  crazy  to 
scale  back  pro- 
duction capacity. 
But  executives 
would  have  to 
have  an  awfully 
rosy  view  of  the 
future  to  feel 
comfortable  with 
current  levels. 
The  Fed,  for  in- 
stance, says 
semiconductor 
makers,  comput- 
er companies,  and 
communications 
equipment  com- 
panies boosted 
factory  capacity 
by  a  breathtaking 
rate  of  nearly 
50%  last  year. 

No  industry 
has  slammed  into 
a  brick  wall  more 
forcefully  than 
telecommunications.  Carriers  spent 
much  of  the  past  several  years  tearing 
up  streets  and  laying  down  fiber  routes 
as  if  demand  knew  no  bounds.  But  now 
the  utilization  rate  of  that  vast  network 
is  a  staggeringly  low  2.5%,  according 
to  Merrill  Lynch  &  Co.  telecom  equip- 
ment analyst  Tom  Astle.  The  glut  has 
triggered  an  all-out  price  war  and  sent 
shock  waves  through  the  telecom  in- 
dustry as  carriers  slash  equipment 
spending.  On  Mar.  27,  Nortel  Networks 
Inc.,  the  big  telecom  equipment  maker 


SLOWDOWN  ON  THE  FACTORY  FLOOR 

From  autos  to  microchips,  capacity  utilization  is  slipping 
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in  Brampton,  Ont,  warned  that  its  first- 
quarter  loss  would  be  much  larger  than 
expected,  and  said  it  was  stepping  up 
its  planned  job  cutbacks  to  15,000  from 
10,000  because  of  rapidly  deteriorating 
business  conditions. 

NO  QUICK  FIX.  Nor  is  there  any  easy  or 
quick  relief  in  sight.  Fiber-optic  compa- 
nies are  in  the  midst  of  a  "dead  zone" 
that  will  last  until  2002,  says  Astle. 
Worse,  there  are  now  about  1,300  local 
carriers  and  about  14  long-distance  play- 
ers in  the  U.  S.  Susan  Kalla,  an  analyst 
at  BlueStone  Capital  Securities,  reck- 
ons the  economy  can  support  only  about 
300  to  500  competitive  local  carriers  and 
about  five  to  seven  long-distance  com- 
panies. Adds  analyst  Blake  Bath  of 
Lehman  Brothers:  "It  could  take  a  while 
to  work  through:  anywhere  from  one  to 
four  or  five  years." 

Chipmakers  aren't  doing  so  well  ei- 
ther. In  two  rapid-fire  announcements 
in  mid-March,  Intel  said  it  was  post- 
poning a  $500  million  plant  expansion 
in  Hudson,  Mass.,  and  pushing  back  the 
opening  of  a  $2  billion  chip  factory  in 
Ireland  from  the  second  half  of  2002  to 
the  third  quarter  of  2003.  Ironically, 
chipmakers  have  found  themselves  sad- 
dled with  overcapacity  partly  because 
they've  used  new  technology  to  become 
hypersensitive  to  their  customer's  needs, 
says  G.  Dan  Hutcheson,  president  of 
market  researcher  VLSI  Research  Inc.  In 
the  past,  it  took  three  years  from  the 
time  a  chip  was  dreamed  up  to  the  time 
demand  for  it  was  being  satisfied.  Today, 
that  cycle  time  has  been  slashed  in  half. 
As  a  result,  chipmakers  can  ramp  up 
new  capacity  to  meet  growing  demand 
much  faster.  But  the  converse  also 
holds:  When  demand  growth  stops,  the 
semiconductor  industry  has  lots  more 
capacity  installed.  And  that  excess  ca- 
pacity sends  prices  reeling.  The  fallout  is 
being  felt  worldwide.  Taiwan's  Big 
Three  chipmakers,  Taiwan  Semiconduc- 
tor Manufacturing,  United  Microelec- 
tronics, and  Standard  Chartered,  are 
operating  at  about  70%  capacity,  down 
from  95%  last  year. 
Dataquest  Gartner  an- 
alyst Ben  Lee  believes 
the  bottom  has  yet  to 
be  reached  and  sees  the 
operating  rate  continu- 
ing to  fall  throughout 
2001.  In  response,  chip- 
makers  are  slashing 
global  capital  spending 
by  16%  this  year. 

Computer  companies 
also  have  cut  back  as 
sales  of  everything  from 
pes    and     servers    to 
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handhelds  from  Palm  Inc.  are  melting 
fast.  On  Mar.  15,  Compaq  Computer 
Corp.  said  it  would  lay  off  5,000  em- 
ployees, or  7%  of  its  workforce,  and 
combine  its  consumer  and  corporate  PC 
units  as  it  expects  to  miss  first-quarter 
profit  goals.  That  news  came  in  the 
wake  of  big  layoff  announcements  by 
Dell,  Gateway,  and  Hewlett-Packard — 
and  few  think  the  bloodletting  is  over. 

That's  because  the 
tech  companies'  cus- 
tomers— both  New  and 
Old  Economy — suffer 
from  an  overcapacity 
problem  of  their  own. 
Driven  by  the  dot-com 
boom  and  fear  of  Y2K 
computer  breakdowns, 
corporations  went  on  a 
tech  spending  spree  in 
the  late  1990s,  snapping 
up  computers,  servers, 
software,  and  other  gear. 
But  now  that  buying 
binge  is  boomeranging  on 
tech-equipment  makers. 
Faced  with  sliding  prof- 
its, tech  customers  are 
concentrating  on  getting 
more  out  of  what  they 
have.  "Companies  have 
sunk  [huge  amounts]  into 
their  technology  infra- 
structure," says  T.  M. 
Ravi,  chief  executive  of  software  maker 
Peakstone  Corp.  "They  want  to  get  the 
most  out  of  that  capacity.  They're  not 
buying  more." 

MOTOWN  BLUES.  Old  Economy  stalwarts 
like  steel  and  auto  companies  are  hurt- 
ing as  demand  slackens  around  the 
globe.  Having  beefed  up  in  recent  years 
as  global  markets  opened,  the  world 
auto  industry  is  now  selling  just  74%  of 
the  70.1  million  cars  it  can  build  each 
year.  In  the  U.S.,  the  Big  Three  have 
already  begun  layoffs  and  cutting  hours, 
but  to  bring  capacity  more  in  line  with 
den. and,  analysts  say  they  will  need  to 
close  plants  after  their  current  labor 
contract  with  the  United  Auto  Work- 
ers runs  out  in  2003.  "There  will  be  a 
couple  of  facilities  at  each  of  the  Big 


Three  that  will  go  by  the  wayside,"  says 
Michael  Robinet  of  csm  Forecasting  Inc. 
in  Northville,  Mich. 

But  excess  factories  and  equipment 
relative  to  current  demand  is  only  part 
of  the  problem.  Many  companies  are 
also  going  to  be  forced  to  further  trim 
staff.  For  proof,  look  no  further  than 
dot-com  land.  In  California's  Bay  Area, 
80%  of  the  remaining  dot-coms  are  ex- 


EXCESS,  EXCESS  EVERYWHERE 

A  sample  of  where  overcapacity  exists 

TELECOM  Traffic  carried  over  fiber-optic  networks  is  a  stagger- 
ingly low  2.5%  of  capacity.  Massive  overbuilding  and  weak 
demand  also  spells  shakeout  for  local  and  long-distance  carriers. 

SEMICONDUCTORS  Facing  a  global  glut,  key  manufacturers  in 
Taiwan  are  operating  at  70%  of  capacity,  while  global  capital- 
spending  plans  for  this  year  are  down  roughly  16%. 

COMPUTERS  Everyone  from  PC,  handheld,  and  server  makers  to 
storage  companies  is  getting  hit.  Palm,  Compaq,  Dell,  Gateway, 
and  Hewlett-Packard  have  announced  layoffs. 

AUTOS  Auto  makers  have  added  new  plants  around  the  globe  far 
faster  than  sales  have  grown  in  recent  years.  With  demand 
slowing  in  the  U.S.,  Big  Three  plant  closings  are  all  but  certain. 

RETAILING  Retailers  such  as  Gap  and  Ann  Taylor  have  added 
stores  for  years — and  now  that  is  hurting  the  sector. 

ADVERTISING  Agencies  staffed  up  for  the  '90s  boom;  now  those 
copywriters  and  account  execs  are  growing  idle  as  ad  sales  shrink. 


pected  to  go  under  by  year's  end,  ac- 
cording to  a  study  by  Cushman  & 
Wakefield  Inc.  and  Rosen  Consulting 
Group  in  Berkeley,  Calif.  That  could 
cost  about  30,000  jobs.  Sickly  dot-coms 
have  plenty  of  company.  Convinced  that 
the  boom  was  here  to  stay,  securities 
firms,  retailers,  ad  agencies,  and  con- 
sulting firms  all  ramped  up  hiring  in 
the  late  1990s.  Now  they're  laying  off 
staff  or  cutting  back  on  contract  or  oth- 
er temporary  workers  to  bring  staffing 
more  in  line  with  reality.  On  Mar.  22, 
the  Charles  Schwab  Corp.  said  it  would 
eliminate  up  to  13%  of  its  25,000-strong 
workforce.  That  comes  on  top  of  cut- 
backs at  Bear  Stearns.  Having  added 
more  than  150,000  people  since  L998 
alone,  the  securities  industry  now  boasts 


a  record  772,200  workers.  With  the  mai 
ket's  collapse,  further  retrenchment  i 
likely. 

Retailers  too  have  been  guilty  of  wile 
ly  overexpanding.  Confident  that  th 
U.S.  economy  and  consumer  spendin 
was  on  a  roll,  they've  been  opening  stor 
after  store.  In  the  last  eight  year: 
square  footage  growth  among  retailei 
has  grown  five  times  as  fast  as  the  po] 
ulation,  says  Theres 
Byrne,  who  tracks  reta 
square  footage  for  MA) 
si,  an  industry  publicatio 
in  New  York.  Now  con 
panies  are  being  forced  1 
cope  with  the  overbuik 
ing.  "We  were  too  undii 
ciplined  in  the  size 
stores  and  the  number 
stores,"  says  Millard 
Drexler,  president  an 
ceo  of  Gap  Inc.  "We  ai 
in  the  process  of  doing 
very  tough  review  of 
outstanding  deals."  Ev« 
onetime  e-tail  star  Am 
zon.com  Inc.  now  says 
went  overboard, 
opened  up  too  mar 
warehouses  in  anticipatic 
of  tremendous  growl 
that  never  materialize 
On  Jan.  30,  Amazon  ai 
nounced  it  was  closir 
one  of  the  five  snazzy  new  distribute 
centers  it  had  recently  opened.  Conced 
Jeffrey  P.  Bezos,  ceo  of  the  Seattle-bas( 
a niij i.iny:  "We  overbuilt  a  little." 

By  a  little  or  a  lot,  there's  no  gettir  I 
away  from  the  fact  that  a  host  of  cor  fe 
panies  spent  too  much,  built  too  muc 
and  hired  too  many  people  during  tl  | 
boom  times.  It  was  a  giddy  ride  while 
lasted.  Now  the  economy  is  having 
deal  with  the  inevitable  hangover.  At 
the  headaches  aren't  likely  to  subsi< 
anytime  soon. 

By  Rich  Miller  in  Washington,  wi 
Andrew  Park  in  Dallas,  Steve  Rose 
bush  in  New  York,  Peter  Burrows  ai 
Cliff  Edwards  in  Silicon  Voile 
Michael  Arndl  in  Chicayo,  David  \\'cl< 
in  Del  roil,  and  bureau  reports 
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TECH  INVESTORS:  GET  READY  FOR  ARMAGEDDON' 
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Right  about  now,  tech  companies 
are  tallying  up  their  revenues 
for  the  first  quarter.  The  chore 
isn't  likely  to  take  very  long.  With 
domestic  sales  skidding  and  the  glob- 
al economy  weakening,  chief  execu- 
tives of  such  technology 
bellwethers  as  Cisco  Sys 
terns  Inc.  and  Hewlett- 
Packard  Co.  are  warning  investors 
that  sales  and  profits  estimates  re- 
main way  too  high.  "The  March  quar- 
ter is  going  to  be  an  Armageddon 
like  no  one's  ever  seen  before,"  says 
the  CEO  of  one  equipment  supplier  for 
computer  makers. 

That's  harsh. 
But  indications 
from  shipping 
companies,  suppli- 
ers, retailers,  and  tech  ceos  them- 
selves signal  that  the  quarter  will  be 
far  worse  even  than  already  lowered 
numbers.  Among  those  who  haven't 
yet  dampened  expectations,  industry 
sources  say,  those  most  likely  to  disap- 
point investors  include  Sun,  emo,  and 
Apple.  Moreover,  the  sharp  slide  is  in 
turn  raising  questions  about  the  rest 
of  the  year — and  about  whether  in- 
vestors have  fully  absorbed  just  how 
bleak  prospects  have  become. 

Increasingly,  ceos  say  they  simply 
can't  tell  what's  ahead.  On  Mar.  28, 
shares  in  onetime  stars  Palm  Inc.  and 
Nortel  Networks  Corp.  became  the 
latest  to  tumble  after  executives  con- 
ceded uncertainty  about  how  deep  a 
trough  they  face.  Forecasting  sales 
levels  or  growth  rates  near  term  "is  a 
bit  like  navigating  through  the  fog," 
HP  ceo  Carleton  S.  Fiorina  noted  in  a 
gloomy  speech  on  Mar.  24. 

Just  a  few 
weeks  ago,  many 
tech  companies 
had  begun  to 
think  the  worst 
was  over,  ceos 
talked  about 
clearing  clogged 
inventory  chan- 
nels by  the  end 
of  the  first  or 
second  quarter  of 
2001.  No  more. 
Of  the  191  earn- 
ings pre-an- 
nouncements  is- 
sued in  the  tech 
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industry  by  Mar.  25,  81%  warned  of 
lower-than-expected  results  in  the 
first  quarter.  Cisco  ceo  John  T. 
Chambers — previously  one  of  the 
strongest  tech  cheerleaders — now 
predicts  the  downturn  will  last  at 

least  three  quarters.  And 
Dell  Computer  Corp.  ceo 
Michael  S.  Dell  bluntly 
calls  the  whole  year  a  wash:  "Some- 
body says  things  are  going  to  recover 
in  the  second  half,"  he  says.  "Well, 
why  is  it  going  to  recover  in  the  sec- 
ond half?  Because  it's  not  the  first 


"  We're  not  seeing  a 
turnaround  " 


IK* 


ents  about  their  children,"  says  Banc 
of  America  Securities  analyst  Robert 
B.  Austria."It  is  literally  that  difficult 
for  management  to  accept  the  chang- 
ing environment." 

"BLOODBATH."  Nowhere  is  the  pain  as 
evident  as  in  the  bellwether  PC,  semi- 
conductor, and  telecom  equipment  sec- 
tors. Analyst  Toni  Dubois  at  ars,  a  tech 
research  firm,  notes  that  one  result  of 
the  economic  downturn  in  those  areas  is 
a  "pricing  bloodbath"  as  companies  now 
try  to  grab  market  share. 

Dell  is  one  of  the  main  culprits, 

with  a  priced-to-move 
strategy  that  will  slam 
profits  at  every  com- 
petitor. Earnings  news 
from  the  other  sectors 
is  no  better.  Chipmak- 
er  Intel  issued  a  third 
warning  on  Mar.  9, 
while  shares  of  tele- 
com equipment  suppli- 
ers such  as  Cisco,  jds 
Uniphase,  and  Lucent 
slid  in  the  wake  of 
Nortel's  news. 

Nor  will  global 
growth  bail  anyone 
out.  Although  many 
companies  were  count- 


"I'm  not  optimistic  aboijFrecovery 
in  the  second  half  of  the  year  " 


CARLY  FIORINA 

CEO,  Hewlett- 
Packard 
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half?  That  doesn't  make  sense." 

Not  when  customers  all  across  the 
tech  sector  have  been  pushing  back 
big  spending  decisions.  Internet  host- 
ing company  Exodus  Communications 
Inc.  ceo  Ellen  M. 
Hancock,  for  ex- 
ample, notes  that 
deals  that  once 
took  90  days  to 
close  now  have 
doubled  to  six 
months.  And 
many  tech  execs 
still  have  trouble 
coming  to  terms 
with  the  down- 
turn. "Talking 
with  manage- 
ment about  their 
outlooks  is  like 
talking  to  par- 
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ing  on  Europe  and,  to 
a  lesser  degree,  Asia  to  pick  up  the 
slack,  those  regions  are  slowing,  too. 
The  curious  thing  is  that  many  in- 
vestors also  seem  to  be  having  trou- 
ble fully  absorbing  the  bad  fourth- 
quarter  news  that  ceos  are  clearly 
signaling,  and  Wall  Street  expecta- 
tions for  the  fourth  quarter  still  look 
optimistic.  According  to  First  Call 
Corp.,  analysts  still  project  tech  sec- 
tor earnings  to  grow  3.6%.  "The 
hype  got  ahead  of  the  reality  for 
tech,  and  there's  still  plenty  of  room 
for  adjusting  that  downward,"  warns 
Diane  Swonk,  chief  economist  at 
Bank  One  Corp.  Indeed,  a  lot  of  ceos 
would  have  to  be  wrong  for  that  3.6 
number  to  hold  up. 

Edwards  covers  technology  from 
San  Mateo,  Calif.  With  Jim  Kerstet- 
ter  and  Peter  Burrows. 
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By  Peter  Coy 


SURPRISE!  SLOWDOWN  +  OVERCAPACITY  =  INFLATION 


Beer  will  cost  an  extra  quarter 
this  summer  at  Wrigley 
Field,  where  the  Chica- 
go Cubs  play.  Crossing 
the  George  Washington 
Bridge  to  New  York 
from  New  Jersey  went 
up  to  $6  from  $4  on 
Mar.  25.  Amazon.com 
Inc.  has  been  curtail- 
ing discounts  on 
books,  music,  and 
videos  since  last  year. 
And  Wendy's  Interna- 
tional Inc.  just  took 
Biggie  fries  and  Biggie 
drinks  off  the  99<2 
menu  at  company- 
owned  restaurants.        i 
Now,  they're  $1.19. 

Inflation.  It  defied 
expectations  by  stay- 
ing low  through  the  late  ^^ 
1990s,  when  many  economists 
believed  that  the  economy  was  over- 
heating. Now  it's  defying  expectations 
again  by  rising  in  a  slowdown.  Con- 
sumer prices  rose  4.4%  annually  from 
December  to  February,  up  from  2.6% 
last  spring.  What's  more  worrisome  is 
that  even  the  core  inflation  rate, 
which  excludes  volatile 
food  and  energy  prices, 
has  drifted  upward,  to 
3.1%  annually  in  the  December-Feb- 
ruary quarter.  That's  up  sharply  since 
last  summer. 

This  is  bad  news  for  Federal  Re- 
serve Chairman  Alan  Greenspan. 
Fighting  inflation  is  one  of  the  Fed's 
primary  missions,  so  it's  harder  for 
the  central  bank  to  cut  rates  when  in- 
flation picks  up.  When  it  cut  short- 
term  rates  by  half  a  percentage  point 
on  Mar.  20,  it  didn't  mention  inflation. 
But  just  because  inflation  is  on  the 
Fed's  back  burner  doesn't  mean  it's 
not  heating  up.  Eventually,  "the  Fed 
is  going  to  face  a  fairly  ugly  dilemma 
about  whether  to  use  policy  to  fend 
off  recession,  or  whether  to  focus  on 
the  possibility  that  inflation  is  rising," 
Joel  Prakken,  chairman  of 
oeconomic  Advisers,  a  St.  Louis 
i lie  forecasting  firm. 

What's  behind  the  inflation  runup? 
In  part,  it's  the  delayed  release  of 
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pent-up  pressures  from  the  long  ex- 
pansion. Take  the  "shelter"  compo- 
nent of  the  Consumer  Price  Index, 
which  includes  owned  and  rental 
housing  and  accounts  for  30%  of  the 
cpi.  For  the  past  few  years,  housing 
inflation,  as  measured  by  the  cpi, 

stayed  low.  Now,  it's  final- 
ly registering  the  big  in- 
creases in  housing  costs 
across  the  U.  S.  The  price  index  for 
owner-occupied  housing  rose  at  a 
3.6%  rate  in  the  six  months  through 
February,  the  fastest  since  early  1996. 
Medical-care  inflation  is  also  start- 
ing to  soar  after  years  of  being  held 
down  by  managed  care  and  industry 
restructuring.  The  medical  compo- 
nent of  the  cpi  grew 
at  a  5.9%  annual  clip 
in  the  December-Feb- 
ruary period,  up  from 
4.2%  a  year  earlier. 
For  consumers,  the 
worst  probably  lies 
ahead,  says  John  P. 
Szabo,  a  health-care 
stock  analyst  at  CIBC 
World  Markets  in  New 
York.  He  says  employ- 
ers are  likely  to  pass 
along  more  cost  in- 
creases next  year  than 
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they  have  this  year,  because 
in  a  slow  economy  they  can 
squeeze  health  benefits 
and  still  keep  workers. 

Just  as  worrisome, 
the  unwinding  of  the 
New  Economy  boom 
may  itself  be  contribut- 
ing to  inflation.  For  the 
second  half  of  the  1990s, 
strong  productivity 
growth  enabled  compa- 
nies to  keep  profits  high 
and  prices  low.  From 
1994  to  1999,  nonfarm  la- 
bor costs  rose  at  only  a 
1.3%  rate.  But  in  a 
slowing  economy,  output 
per  worker  grows  more 
slowly.  In  the  last  quar- 
ter of  2000,  nonfarm  labor 
costs  rose  at  a  4.3%  annual 
rate.  That  could  drive  infla- 
tion up  as  companies  raise  prices  in 
an  effort  to  maintain  profit  margins. 
BYE-BYE,  FREEBIES.  And  then  there's 
the  dot-com  implosion,  which  adds  to 
inflation  by  ending  online  giveaways. 
Example:  Juno  Online  Services  Inc. 
is  limiting  access  to  its  free  Net  ser- 
vice so  customers  will  switch  to  its 
$14.95-a-month  plan. 

To  all  those  factors,  add  food, 
which  rose  4.8%  annually  during  the 
December-February  quarter,  and  en- 
ergy, which  rose  16.8%  annually  dur- 
ing the  same  time.  Wholesale  hams 
are  up  nearly  40%  because  foot-and- 
mouth  disease  has  stopped  Euro- 
pean imports.  Energy  could  continue 
to  be  a  problem:  While  gasoline  may 
be  cheaper  than  it  was  last  summer, 
electricity  is  likely  to 
be  more  expensive  if 
California's  power  cri- 
sis spreads  to  other 
states. 

Americans  have 
grown  used  to  low  in- 
flation. But  just  as  the 
New  Economy  boom 
brought  good  news  on 
prices,  the  slowdown 
may  bring  the  opposite. 
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Coy  is  associate 

economics  editor. 
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How  do  you 
create  services 
that  will  change 

the  world? 

Well,  for  starters, 

you  need 

software  that 

actually  works. 
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iPlanet  Software 
Products  enable 
services  that  work. 
Millions  of  people 
can't  be  wrong: 

•Over  75  million 
calendar  users 

•  160  million 
mailboxes 

•330  million 
directory  users 


iPlanet 


It's  not  just  about 
web  services  any- 
more, is  it?  You  need 
to  deliver  the  smart 
web  services  your 
customers  just  can't  live  without.  Services 
that  will  empower  them,  impress  them  and, 
of  course,  keep  them  coming  back  for  more. 
You  need  the  iPlanet""  platform. 

iPlanet  integrates  seamlessly  with  your 
legacy  systems,  letting  you  launch  services 
quickly,  before  anyone  else  even  has  the 
same  idea.  And  you'll  never  be  caught  by 
surprise  using  the  #1  performance  leader 
in  directory,  application  and  web  servers. 
With  the  most  scalable  software  platform 
available,  you  have  a  head  start  to  buy,  bill, 
sell  and  trade  on  the  Net,  while  providing 
a  rich,  customized,  secure  experience  that's 
tailored  to  your  user.  So,  when  you  need  to 
do  more  than  you  expected,  look  to  iPlanet 
products.  There's  no  limit  to  what  you  can  do. 
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GOVERNMENT 


WHY  GEORGE  BUSH 

IS  TORN  ABOUT  TAX  CUTS 

Dueling  agendas  have  put  the  President  in  a  tough  spot 


Throughout  the  Presidential  cam- 
paign, George  W.  Bush  countered 
Democrats'  "morning  in  America" 
paeans  by  insisting  that  the  high- 
flying U.S.  economy  was  headed  for  a 
fall.  Bush's  prescription:  a  10-year, 
$1.6  trillion  tax  cut.  Well,  the  slump  is 
here.  And  with  gross  domestic  product 
nearly  flat  this  quarter  and  expected  to 
grow  at  barely  2%  for  the  year,  enor- 
mous pressure  is  building  on  Capitol 
Hill  for  a  quick  shot  of  tax  relief. 

So  is  Bush  overjoyed  to  have  been 
proven  right  and  to  have  the  opportu- 
nity to  turn  his  tax  vision  into  reality? 
Not  exactly.  The  rapid  deterioration  of 
the  economy  has  sent  some  Capitol  Hill 
lawmakers  into  a  near- 
panic — one  that  could  re- 
sult in  the  passage  of  a 
tax  cut  that  imperils 
Bush's  much  larger  pack- 
age of  structural  reforms. 
That  dynamic  explains 
why  the  President  jour- 
neyed to  Kalamazoo, 
Mich.,  on  Mar.  27  to  de- 
mand that  any  short- 
term  tax  cut  be  coupled 
with  his  plan  for  long- 
term  cuts  in  marginal 
rates. 

REAL  RISK.  Bush — ever 
mindful  of  his  father's  in- 
famous tax  flip-flop — 
wants  to  hang  tough.  It's 
a  strategy  the  White 
House  believes  will 
maximize  his  bargaining 
clout  over  a  final  bill.  But 
with  many  on  Wall 
Street  and  Main  Street 
also  looking  to  Washing- 
ton to  give  the  economy 
a  fiscal  jolt,  the  strategy 
holds  real  political  risk. 
Bush  could  end  up  look- 
ing ineffective  as  the  tax- 
cut  express  leaves  Con- 
gress without  him. 
,  that  risk  grew 
sharply  in  late  March,  as 
( Congressional  Democrats 
and  Republicans  began 

34  BusinessWeek  /  April  9,  2001 


to  coalesce  around  an  immediate  $60 
billion  tax  cut  that  could  reach  con- 
sumers by  mid-summer. 

Bush,  of  course,  still  has  some  time  to 
maneuver.  Lawmakers  are  divided  on 
what  should  be  included  in 
any  such  rapid-fire  plan. 
Senate  Democrats  want  to 
couple  it  with  a  new  bottom  10%  tax 
bracket  on  the  first  $6,000  of  income. 
They  also  want  to  defer  Bush's  plans 
to  trim  all  marginal  rates,  provide  mar- 
riage-penalty relief,  and  kill  off  the  es- 
tate tax.  Conservatives,  on  the  other 
hand,  want  more  than  Bush  is  propos- 
ing. They'd  like  to  add  a  quick  stimulus 
to  Bush's  across-the-board  rate  cuts.  "It 


THE  ECONOMY 


should  be  done  in  addition  to  the  Presi- 
dent's plan,  not  instead,"  says  House  p 
Majority  Leader  Dick  Armey  (R-Tex.).  1 1 
There's  no  doubt  the  push  for  im-  R 
mediate  relief — most  likely  through  e  W 
rebate — threatens  Bush's  strategy  tc  b 
win  support  for  his  tax  agenda.  The  jet 
slowdown  has  given  gop  moderates  ar  p 
opening  to  call  for  a  faster  but  scaled  t- 
down  package.  With  Democrats  ob  m 
sessed  by  the  notion  that  Bush's  across  EDI 
the-board  cuts  represent  a  windfall  foi  K 
the  rich,  the  economic  crunch  also  give:  m 
them  more  leverage  for  a  quick  remedy  m 
incorporating  elements  of  their  alter  -\ 
native.  They  insist  the  right  weapoi  nil 
for  a  stagnant  economy  is  a  rapid  m 
laser-beam  tax-cut  aimed  a  pi 
low-  and  moderate-incom<  [el 
families. 

Bush  also  faces  a  challenge  from  con  pi 
servatives.  Supply-siders  insist  that  hi  p 
plan  is  too  puny  to  lift  an  econom;  w 
plagued  by  deflationary  forces.  They'r  hi 
pushing  a  $2  trillion-plus  package  tha  hi 
piles  a  capital-gains  tax  reduction  an<  Us 
other  business  incentives  on  top  o  II 
Bush's  goodies.  "The  package  [unde  to 
discussion  now]  is  too  small,"  scoffs  sup  ftp 


ilv-sidc  champion  and  former  cop  Pres- 
lcnti;il  contender  Steve  Forbes.  "It's 
n  hors  d'oeuvre." 

This  cross-pressure  puts  Bush  in  a 
iclicatc  spot.  If  he  resists  an  immediate 
ax  cut  for  too  long,  he  risks  looking 
ike    a    President    who's    behind    the 
urve — or  worse,  standing  in  the  way  of 
elping  cure  an  ailing  economy.  But  if 
e  embraces  fast  tax  relief  too  quickly 
e  could  jeopardize  the  rest  of  his  pack- 
ge — angering  conservatives  he's  gone 
o  great  lengths  to  placate. 
EEDING  FRENZY.  Timing  may  be  the 
>ast  of  his  problems.  Bush's  most  im- 
lediate  fear  is  segmentation  of  his  tax 
ackage.  That  could  happen  if  lawmak- 
rs  split  their  differences  and  enact  a 
timulative  tax  cut  based  on  a  scaled- 
own  version  of  the  Bush 
ate  reductions.  The  remain- 
lg  elements  of  his  proposal 
roukl  be  kicked  into  the  in- 
efinite     future.     Already, 
mall-business  lobbyists  are 
oing  to  the  barricades  to 
ght  for  estate-tax  repeal; 
ith  support  on  Capitol  Hill 
weakening,  it  could  be  the 
rst  thing  jettisoned. 

Bush  fears  that  deferring 
amponents  of  his  package 


could  make  passage  far  more  difficult. 
But  even  if  they're  considered  in  a  later 
tax  bill,  there's  another  problem.  Busi- 
ness lobbyists  who  have  been  ordered  to 
keep  their  pet  provisions  off  of  Bush's 
plan  could  try  to  load  up  a  second  bill 
with  special  breaks.  The  feeding  frenzy 
would  cause  the  measure  to  collapse  as 
its  price  tag  grows. 

For  now,  Bush  is  still  playing  for 
time.  The  day  after  his  Kalamazoo 
speech,  he  met  with  gop  congressional 
leaders.  His  message:  "Reducing  just 
one  rate  is  not  enough.  We  need  to  cut 
all  rates." 

Senate  Democrats,  at  least,  don't 
seem  to  be  listening.  On  Mar.  27,  a  pow- 
erful group,  including  minority  leader 
Tom  Daschle  (D-S.  D.),  senior  Budget 

CATCHING  IT 
ON  ALL  SIDES 

►  Moving  up  some  of  the  rate  cuts  in  the  Presi- 
dent's $1.6  trillion  tax  plan  could  mean  deferring 
or  deleting  parts  of  his  original  10-year  package, 
which  would  anger  conservatives. 

►  If  Bush  agrees  to  a  smaller,  early  tax  cut,  he 
gives  Democrats  a  victory  in  their  campaign  to 
whittle  down  Bushonomics  and  makes  it  easier 

for  foes  to  nix  pieces  such  as  the  estate- 
tax  repeal. 

►  Bush  might  have  shown  more  flexibility 
if  it  weren't  for  memories  of  his  father's 
1990  tax  flip-flop.  So  he's  letting  Con- 
gress initiate  a  retooled  tax  policy,  at  the 
risk  of  seeming  behind  the  curve. 

Committee  Democrat  Kent  Conrad  (D- 
N.  D.),  and  former  Vice-Presidential  can- 
didate Joseph  I.  Lieberman  (D-Conn.) 
unveiled  their  own  stimulus  proposal. 
Their  idea:  give  every  taxpayer  an  im- 
mediate $300  rebate  and  create  a  new 
10%  tax  bracket  for  the  first  $6,000  of 
income.  The  initiative  would  cost  about 
$460  billion  through  2011  and  is  aimed 
at  middle-income  families. 

Such  a  proposal,  though,  does  face 
obstacles.  While  the  idea  of  an  immedi- 
ate rebate,  linked  to  long-term  rate  re- 
ductions in  a  follow-up  bill,  may  also 
have  the  backing  of  top  Senate  Repub- 
licans such  as  Finance  Committee  Chair- 
man Charles  Grassley  (R-Iowa)  and 
Budget  Committee  chairman  Pete  V. 
Domenici  (R-N.  M.),  they  are  not  about 
to  buy  into  the  Democratic  plan  to  tar- 
get relief  just  for  the  bottom  brackets. 
They  want  to  stick  with  Bush's  across- 
the-board  rate  cuts. 

Ultimately,  according  to  Senator  Mary 
Landrieu  (D-La.),  a  key  swing  vote, 
Bush  "is  going  to  have  to  compromise." 
But  it's  unlikely  that  this  standoff  will 
be  resolved  any  time  soon.  Next  week, 


the  Senate  will  try  to  approve  a  non- 
binding  resolution  that  sets  the  size  of 
any  tax  cuts,  the  first  key  test  of 
strength  in  the  evenly-divided  chamber. 
Then,  lawmakers  will  head  home  for  a 
two-week  Easter  recess.  There  they'll 
have  an  opportunity  to  hear  first-hand 
just  what  voters  think  about  the  econo- 
my, a  sinking  stock  market,  and  the 
need  for  tax  cuts. 

If  the  pols  get  an  earful  from  the 
homefolks,  they'll  be  under  tremendous 
pressure  to  cut  a  deal  fast.  Already, 
says  Representative  Robert  Matsui  (D- 
Calif.):  "People  are  starting  to  ask, 
'What  are  you  people  doing  back 
there?' "  If  backlash  occurs,  lawmakers 
will  start  jawboning  the  President  and 
an  agreement  could  be  reached  within 
weeks. 

For  now,  the  polls  suggest 
the  public  remains  almost 
evenly  divided  on  the  Bush 
plan,  despite  the  economic 


slowdown  and  the  Presi- 
dent's dogged  salesmanship.  According 
to  a  Mar.  22-25  Washington  Post-ABC 
News  poll,  less  than  half  of  those  re- 
sponding felt  his  plan  was  the  right 
size.  And  a  new  Gallup  poll  found  that 
62%  of  independents  think  Bush's  tax 
cut  is  oversized.  "Voters  want  a  tax 
cut,"  says  Democratic  pollster  Fred 
Yang.  "They  don't  necessarily  want 
Bush's  tax  cut." 

For  his  part,  Bush  knows  that  he 
does  not  yet  have  the  votes  to  pass  his 
campaign  plan  intact.  And  he  may  nev- 
er get  them.  The  President's  track 
record  as  governor  of  Texas  was  pretty 
consistent:  fight  hard — and  cut  a  deal 
when  the  time  is  right. 

That's  a  route  he  may  well  have  to 
take  this  spring  to  get  the  Rose  Garden 
bill-signing  ceremony  that  he  so  badly 
covets.  But  to  make  this  magical  photo- 
op  happen,  the  price  may  be  high: 
downsizing  his  most  important  policy 
goal,  and  perhaps  explaining  to  voters 
why  it  took  him  so  long  to  do  so. 

By  Howard  Gleckman,  with  Lmraine 
Woellert  and  Richard  S.  Dunham  in 
Washington 
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INVESTING 


LOOKING  FOR  THE  BOTTOM 
OF  THE  SLIPPERY  SLOPE 

Technical  analysts  see  signs  of  an  end  to  the  slide 


After  two  of  the  worst  weeks  in  stock 
market  history,  the  major  market 
indexes  turned  north  on  Mar.  22 
and  kept  climbing  before  turning  down 
again  on  Mar.  28.  Before  the  renewed 
sell-off,  you  could  almost  hear  the  sigh 
of  relief  on  Wall  Street.  But  the  ques- 
tion still  remains:  How  can  investors 
tell  whether  a  rebound  is  for  real? 

At  critical  turning  points,  many  in- 
vestors turn  to  technical  analysts,  those 
Wall  Streeters  who  divine  the  market's 
moves  by  studying  such  arcane  things 
as  "head-and-shoulders"  patterns  in 
stock  prices  or  advancing  versus  declin- 
ing issues  and  the  amount  of  trading 
volume.  In  concentrating  purely  on  this 
stock  market  data,  the  technical 
analysts    get    a    read    on  *>_ 

changes  in  investors' 


who  didn't  sell  at  the  bottom  jump  at 
the  chance  to  get  out  at  a  higher  price. 
This  process  can  go  on  for  months. 
Technical  analysts  call  it  base- 
building,  because  on  a  stock 
price  chart,  it  looks  like 
a  floor.  The  reason: 
In  the  repeated 
ups  and  downs, 
the  bears  get 
opportuni- 
ties 
cash 
out. 


collective  mood.  Unlike  fundamental  an- 
alysts, they  don't  bother  with  interest 
rates,  the  state  of  the  economy,  or  earn- 
ings forecasts.  All  of  that,  say  the  tech- 
nicians, is  already  incorporated  into  the 
market  activity  that  they  track. 

So  what  are  these  analysts'  charts 
telling  them?  The  worst  of  the  sell-off 
may  be  behind  us,  but  don't  expect 
stocks  to  climb  back  nearly  as  swiftly  as 
they  fell.  "We  are  likely  to  bump  along 
the  bottom  for  a  while  before  any  major 
advance  gets  started,"  says  Richard  Mc- 
Cabe,  Merrill  Lynch  &  Co.'s  chief  tech- 
nical analyst.  "It  will  take  time  for  in- 
to get  their  confidence  back." 
to  look  for  in  a  bottom?  For 
starters,  they  are  rarely  V-shaped.  In- 
iuck  prices  recover  a  bit  from 
their  slide,  then  fall  again  as  investors 


gone, 
set 
recovery. 
That's  why  it's  tough  to  call  a  bot- 
tom the  day  it  happens.  So  technicians 
look  for  further  price  and  volume  ac- 
tivity to  reinforce  that  call.  Bernadette 
Murphy,  technical 
analyst  at  Kimelman 
&  Baird,  says  she  is 
waiting  to  see  if 
the  market  remains 
above  recent  lows 
on  the  next  decline. 
If  the  Dow  Jones  in- 
dustrial average  re- 
mains above  9106, 
its  Mar.  22  intraday 
low,  she  would  take 
that  as  a  positive 
sign. 

For  an  idea  of 
what  base-building 
might  look  like,  tech- 


IS  THE  WORST  OVER? 

This  key  chip  stock  index  hasn  t  gone 

below  535  since  December — possibly 

indicating  a  market  bottom 
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nicians  point  to  the  sox — the  widely 
watched  Philadelphia  Stock  Exchange's 
Semiconductor  Index.  The  sox  hit  a  low 
of  535  in  December.  It  has  gone  up  and 
down  in  the  months  since — reaching 
high  of  732  in  January — but  it  has  not 
slipped  below  the  December  low.  This  ii 
modestly  bullish  for  tech  stocks,  since 
technicians  view  the  sox  as  a  leading  in 
dicator  for  the  Nasdaq  Composite  Index 
CALL  TO  ARMS.  Another  hopeful  sigr 
is  the  Arms  Index,  created  in  the 
1960s  by  Richard  W  Arms  Jr.,  i 
technical  analyst  in  Albuquerque.  Il 
is  the  ratio  of  the  trading  volume 
stocks  that  rise  in  price  to  the  vol 
ume  of  issues  that  decline.  Durin 
^  the  week  of  Mar.  19,  the  Armi 
Index  for  New  York  Stock  Ex 
change  stocks  rose  above  1.5 
\  only  the  seventh  time  it  ha 
,  done  so  in  the  past  32  year: 
I  The  six  other  times  the  Arm 
|  Index  jumped  above  1.5  wen 
just  before  market  bottom: 
including  those  in  1974,  1982 
and  1987.  An  Arms  Inde 
above  1.5  signifies  extreme! 
heavy  selling  volume  and  a  si 
that  many  investors  are  throwin 
in  the  towel 
Once  a  recovery  gets  under  wa; 
however,  it  could  be  a  long  way  bac 
to  the  top.  Jeffrey  deGraaf,  chief  tec! 
nical  analyst  for  Lehman  Brothers  In 
says  that  when  market  declines  are  si 
vere,  stock  prices  usually  take  twi 
as  long  to  recover  as  they  did  to 
down.  The  last  time  that  the  Nasd 
Composite  had  a  50%-plus  decline 
during  a  21-month  period  in  1973-74 
took  until  1978  for  the  Nasdaq  to  r< 
turn  to  its  previous  high.  After  the  0< 
tober,  1987,  crash,  the  Dow  took  t 
years  to  climb  back  to  its  August,  198 
peak.  Given  the  year-long  slump  in  tlj 
Nasdaq  Composite,  deGraaf  figures 
could  take  at  least  twice  that  time  fi 
Nasdaq  to  break  5000  again 

To  be  sure,  tec] 
nical     analysis 
hardly  foolproof.  B 
fundamental      an 
lysts,  who  use  ear 
ings     and     interej 
rates    to    call    t 
market,    have    n 
covered  themselv 
with    glory    eith 
The  technicians  j 
might  have  the 
Bwer  to  the  burniij 
question:  Is  the  Ik 
market  over  yet? 
By  Susan  s<-ln 
reik  in  New  York  n 
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TECHNOLOGY 


IS  THE  WORLD  FINALLY 
READY  FOR  TABLETS? 

Gates  is  betting  big  that  they'll  replace  laptops 


The  history  of  technology  is  littered 
with  cool  ideas  that  never  panned 
out.  But  few  failures  have  been  as 
abject  as  the  tablet  PC.  A  decade  ago, 
such  industry  heavyweights  as  IBM,  NCR, 
and  Tandy,  along  with  startups  like  Go 
Corp.,  plowed  hundreds  of  millions  into 
developing  magazine-sized  computers 
that  could  decipher  handwriting.  Back 
then,  market  research  firm  Dataquest 
Gartner  even  projected  $10  billion  in 
tablet  sales  by  1995. 

Boy,  were  they  ever  wrong.  The  tech- 
nology never  worked  very  well,  and  the 
heavyweights  never  made  a  dime  on 
tablets.  Dataquest  doesn't  even  forecast 
tablet  sales  these  days.  Meantime,  small 
handhelds  such  as  the  Palm,  which  in- 
corporate some  of  the  early  tablet  tech- 
nology, have  become  all  the  rage,  de- 
veloping into  a  $3  billion  market. 

As  the  saying  goes,  if  at  first  you 
don't  succeed,  try  again.  On  Mar.  26, 
Microsoft  Corp.  Chairman  William  H. 
Gates  III  announced  big  plans  to  re- 
vive the  full-size  writing  tablet.  The 
software  giant  has  inked  deals  with  five 
big  computer  makers — Compaq,  Toshiba, 
Sony,  Acer,  and  Fujitsu — to  launch,  in 
2002,  what  amounts  to  a  newfangled 
laptop. 

"ULTIMATE  LAPTOP."  Although  it  looks  a 
bit  like  an  Etch  A  Sketch,  the  device  is 
far  from  a  plaything.  Nor  is  it  an  over- 
sized handheld;  Microsoft  claims  the 
tablet  is  nothing  less  than  a  full-fea- 
tured computer.  Indeed,  Microsoft  wants 
tablets — long  a  pet  project  of  Gates — to 
one  day  replace  the  $57.5  billion  laptop 
market.  "It  becomes  the  new  portable  in 
our  view,"  he  says.  "It's  the  ultimate 
evolution  of  the  laptop." 

Whip  it  out  at  a  meeting,  and  this  PC 


becomes  an  electronic 
notepad  that  users  can 
scrawl   on   or  use  to 
surf  the  Web.  Plugged 
into  its  docking  sta- 
tion,  the   tablet   also 
works  as  a  fully  func- 
tioning PC,  with  all 
the  processing  power, 
memory,  and  storage 
of  today's   high-end 
laptops.  And  it  will 
come  with  portable 
keyboards     and     a 
stand  that  will  turn 
the  writing  surface 
into  a  traditional  mon- 
itor. Of  course,  all  that 
comes  at  a  price:  The  2.5- 
pound  unit  will  run  roughly  the  same 
as  a  high-end  laptop,  about  $3,000. 

The  tablet  may  struggle  to  find  a 
market.  Users  have  long  shied  away 
from  devices  that  promise  to  be  all 
things  to  all  people.  "It's  likely  to  be  a 
compromised  laptop  and  a  compromised 
pen  machine,"  says  Jerry  Kaplan,  the 
founder  of  Go  and  a  pioneer  of  tablet 
computing.  He  believes  tablets  failed 
ten  years  ago  because  resolution  was 
poor,  battery  life  was  short,  and  there 
was  no  easy  way  to  move  handwritten 
notes  to  another  device — not  because 
users  weren't  willing  to  spend  money 
on  the  gadget. 

Gates  &  Co.  contend  they  have  reme- 
died those  problems,  save  one  doozy. 
Although  Microsoft  has  made  some  sig- 
nificant improvements  in  handwriting 
recognition,  the  company  is  reluctant  to 
make  that  the  key  selling  point.  That's 
because  handwriting-recog-  nition 

software  remains  imper-    .^^^    feet. 


A  TOUGH  MARKET 
TO  CRACK 

Here's  why  Gates  is 
betting  Microsoft's  new 
tablet  pc  will  do  better 

than  predecessors: 


•  It  uses  the  same  or  similar 
software  as  traditional  PCs 

•  Power  consumption  has  been 
sharply  reduced 

•  Thin  screens  mean 
improved  resolution 

•  Easy  Web  and 
e-mail  access  should 
be  a  draw 


WRITE  TO  THE  POINT 

Sony,  Compaq,  and  others  will 
jump  in  with  their  own  entries 

Although  the  pen  technology  allows  fc 
speedier  writing  than  a  handheld,  th 
software  is  still  prone  to  errors  tram 
lating  handwriting  into  type.  So  Micrc 
soft  is  selling  the  tablet  as  an  easy  wa 
to  store  handwritten  notes.  "If  you  go  t 
a  lot  of  meetings,  the  tablet  is  going  t 
be  a  great  thing,"  says  Bruce  Kasrel, 
senior  analyst  with  Forrester  Researc 
Inc.  in  Cambridge,  Mass. 

Even  if  that's  true,  the  new  tabk 
faces  another  potential  problem  entire! 
beyond  the  control  of  Microsoft:  ba 
timing.  There's  no  way  of  knowin  ^ 
whether  the  economy  will  have  r< 
bounded  when  the  devices  hit  the  mai  r 
ket.  If  corporate  tech  budgets  remai 
tight,  new  gadgets  could  be  a  ver 
tough  sell. 

To  the  naysayers,  Gates  says  jus 
wait.  A  few  people  will  try  it.  Othei 
will  see  it  on  planes  or  in  coffeehouse 
and  get  jazzed.  And  the  market  wi 
slowly  blossom.  "I  have  no  doubt  ther 
is  enough  interest  to  seed  that  proces 
and  get  that  cycle  going,"  Gates  d< 
clares.  He  may  be  right  eventually.  Bi  ; 
while  this  souped-up  version  may  1  I 
a  big  improvement  over  its  predece 
sors,  it's  not  going  to  erase  their  tig] 
legacy  overnight. 

By  Jay  Greene  in  Seatt 
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Aetna  Financial 
Services  has  been 
acquired  by  ING. 


wo  leading  financial  organizations  have  come  together  as  one.  Introducing  ING  Aetna  Financial  Services.  Now 
-our  clients  and  employees  will  get  more  choices.  More  access.  More  resources.  All  from  what  is  now  one  of  the 
op  ten  financial  organizations  in  the  world.*  With  over  100,000  employees  serving  over  50  million  customers,** 

ING  Group  makes  for  a  pretty  nice  package. 


ING 


AETNA  FINANCIAL  SERVICES 

ETIREMENT    PLANS    (401/403/457)  IRAs  MUTUAL    FUNDS 


ANNUITIES 


.2001  Aetna  Life  Insurance  and  Annuity  Company.  Insurance  products  issued  by  Aetna  Life  Insurance  and  Annuity  Company  and  Aetna  Life 
Dmpany  of  America  (not  available  in  New  York).  Financial  planning  and  securities  offered  through  Aetna  Investment  Services,  LLC 
lember  SIPC)  or  other  broker-dealers  with  which  it  has  a  selling  agreement.  Each  insurer  is  solely  responsible  for  the  financial  obligations 
ider  the  policies  it  issues.  For  more  complete  information,  including  charges  and  expenses,  contact  us  for  prospectus.  Read  carefully  before 
nding  money.  *Source:  ING  Group,  August  2000,  based  on  market  capitalization  of  $63.1  billion  as  of  July  2000.  **Source:  ING  Group, 
ly  2000.  www.ing-usa.com  C01-01 18-009  2/01  www.aetnafinancial.com 


In  Business  This  Week 


EDITED  BY  MONICA  ROMAN 


CASING  CHICAGO 
FOR  FED  TALENT 

THE  BUSH  ADMINISTRATION  IS 
putting  out  feelers  in  an  at- 
tempt to  fill  the  two  empty 
slots  on  the  Federal  Reserve 
Board.  At  least  two  bankers 
in  Chicago  have  been  ap- 
proached for  Fed  governor 
positions,  according  to  people 
who  are  familiar  with  the 
search.  One  is  Verne  Istock, 
the  retired  president  of  Bank 
One,  who  isn't  interested  in 
the  job.  The  other:  Norman 
Bobins,  president  and  CEO  of 
LaSalle  Bank.  Bobins,  who 
donated  money  to  the  Presi- 
dential campaigns  of  both 
George  W.  Bush  and  Bill 
Bradley,  is  a  former  member 
of  the  Federal  Advisory 
Council,  which  is  a  group  of 
banking  leaders  that  meets 


CLOSING    BELL 


SWEATY  PALM 

Investors  gave  Palm  shares 
the  thumbs-down  after  the 
popular  maker  of  handheld 
organizers  warned  that  red- 
hot  demand  has  cooled.  The 
stock  tumbled  48%  on  Mar. 
28,  to  $8.06,  after  Palm  said 
its  fiscal  fourth-quarter  rev- 
enues will  be  about  half  of 
what  Wall  Street  was  expect- 
ing because  of  slowing  de- 
mand. Also,  Palm  announced 
plans  to  reduce  its  workforce 
by  10%  to  15%  and  to  post- 
pone construction  of  its  new 
corporate  headquarters. 


mom!  \ 
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Data:  Bloomberg  Financial  Markets 


regularly  with  the  Fed.  Both 
Istock  and  Bobins  declined  to 
comment. 


J&J  BANKS  ON  ALZA 
TO  DELIVER 

WILL  ALZA  PROVIDE  A  PATCH 

for  what  ails  Johnson  &  John- 
son? On  Mar.  27,  J&J  pur- 
chased the  fast-rising  drug- 
maker — inventor  of  the  dosage 
delivery  system  behind  Glaxo- 
SmithKline's  NicodermCQ 
patch — for  about  $10.5  billion. 
That's  a  39%  premium  over 
Alza's  value  before  news  of 
the  deal  leaked  and  far  more 
than  Abbott  Laboratories' 
aborted  $7.3  billion  bid  in 
1999.  With  its  Propulsid  heart- 
burn drug  pulled  off  the  mar- 
ket and  other  offerings  facing 
tough  competition,  j&j  hopes 
Alza  drugs  such  as  Concerta, 
for  attention  deficit  disorder, 
will  lift  sales.  It  also  plans  to 
use  Nicoderm-style  technolo- 
gies to  deliver  J&J  drugs  for 
anemia,  schizophrenia,  and 
other  illnesses. 


ITS  A  SMALLER 
WORLD  AT  DISNEY 

ET  TU,  MICKEY?  WALT  DISNEY 

plans  to  lay  off  as  many  as 
4,000  people,  a  3%  cut  of  its 
worldwide  staff  of  120,000 
employees.  Disney  expects  to 
take  one-time  charges  of  less 
than  $250  million  over  two 
quarters.  It  said  that  job  cuts 
would  be  voluntary  at  first. 
The  layoffs,  announced  in  an 
e-mail  from  Chairman 
Michael  Eisner  and  President 
Robert  Iger,  are  in  sharp  con- 
trast to  the  company's  fourth- 
quarter  earnings  release, 
when  company  execs  said 
they  expected  ad  spending  to 
revive  in  early  2001.  Like 
other  TV  networks,  Disney's 
ABC  has  been  suffering  from 
a  sluggish  ad  market.  Ana- 
lysts say  a  continued  soft 
economy  could  affect  book- 
ings this  spring  and  summer 
for  the  Disney  theme  parks 
and  cruise  line. 


HEADLINE!!:   RAVI   SURIA 


SPOILS  OF  WAR  WITH  AMAZON 


RAVI  SURIA,  THE  30-YEAR- 

old  Lehman  Brothers  con- 
vertible-bond analyst  who 
gained  notoriety  for  his 
sharp-penciled 
analysis  of 
Amazon.com, 
resigned  this 
week  to  be- 


come a  manag- 
ing director  of 
Duquesne  Capi- 
tal. The  $4  billion 
hedge  fund  is  run  by 
George  Soros'  former  chief 
investment  officer,  Stanley 
Druckenmiller.  Says  Suria: 
"I'm  really  excited  about 
this  new  opportunity  and 
leave  Lehman  on  very 
good  terms."  He  was 
sometimes  at  odds  with 
his  equities  counterpart, 
Holly  Becker,  at  the  firm. 
Suria  was  among  the 


first  analysts  to  enlighten 
investors  on  the  shaky  na- 
ture of  dot-com  financing. 
In  his  initial  report  on 
Amazon  last  June, 
he  raised  doubts 
about  its  long- 
term  profitabili- 
ty. In  his  most 
recent  report, 
3  dated  Feb.  6, 

Suria  questioned 
J      the  company  as  a 
"going  concern,"  fo- 
cusing on  Amazon's  tight- 
ening liquidity.  In  response, 
the  e-tailer  criticized 
everything  from  Suria's 
methodology  to  his  math 
ability. 

Sources  say  that  Suria 
was  also  approached  by 
Soros,  Maverick  Capital, 
and  other  top  hedge  funds. 
Marcia  Vickers 


•; 


LUCENT  NEEDS  MORE 
THAN  THIS  IPO 

LUCENT  TECHNOLOGIES,  WHICH 

is  determined  to  raise  cash 
and  keep  its  bond  rating 
above  junk  status,  pressed 
ahead  with  an  initial  public  of- 
fering of  its  optical  component 
business.  Agere  Systems 
shares  finally  hit  the  market 
Mar.  28  at  $6  after  being  orig- 
inally priced  at  a  range  be- 
tween $15  and  $20.  The  Agere 
IPO  allowed  Lucent  to  reduce 
its  debt  by  $2.5  billion.  But 
the  company  isn't  out  of  the 
woods.  Analysts  originally  ex- 
pected Lucent  to  cut  its  debt 
by  $5  billion.  And  if  Lucent 
can't  find  a  way  to  raise  the 
additional  cash,  its  bond  rating 
could  still  be  downgraded. 

C0MAIR:  GROUNDED 
BY  TURBULENCE 

AS  DELTA  AIR  LINKS  TRIES  TO 
reach  an  agreement  with  its 
pilots,  the  Atlanta-based  car- 


rier faces  labor  woes  on  an 
other  front.  On  Mar.  26,  pilots 
at  its  wholly  owned  unit 
Comair,  walked  out  after  me 
diated  talks  fell  through.  Oi 
the  third  day  of  the  strike 
the  regional  airline  said  i 
was  canceling  all  of  its  flight 
through  the  morning  of  Api 
5.  Management  and  the  unio: 
remain  far  apart  on  key  is 
sues,  including  pay,  wor 
rules,  and  rest  time.  Whil 
Comair  says  it's  offering  th 
industry's  best  regional  je 
contract,  pilots  say  they  wan 
the  benefits  of  working  for 
$1  billion  carrier. 


ETCETERA... 


■  The  California  Public  Util 
ties  Commission  voted  t 
raise  electric  rates  by  309! 

■  Hellman  &  Friedman  wj 
pay  $240  million  for  9.8%  c 
the  Nasdaq  Stock  Market. 

■  Mitsubishi  Motors  expect 
a  net  loss  of  $2.21  billion  (I 
the  year  ended  Mar.  81, 


40  BusinessWeek  /  April  9,  2001 


'^\Ajaf^UMj& 


For  music, 
there's  CD-RW. 


For  your  important  stuff, 
there's  Zip®  250. 


Sure,  CDs  are  great  for  burning  music.  But  do  you  really  want  to  store  irreplaceable  files  on 
a  cheap,  scratchable  CD?  With  their  rugged  shell  and  titanium-based  construction,  Iomega 
Zip®  250MB  disks  are  far  more  durable  than  CD-RW.  And  they  make  it  easy  to  organize, 
share  and  back  up  your  critical  files.  No  wonder  Zip  owners  give  their  products  higher 


ratings  than  CD-RW  owners  for  speed,  reliability  and  ease 


of  use.  Why  settle  for  anything  less?  More  than 
40  million  people  around  the  world  trust 


Iomega— the  company  that  invented 
quick,  affordable,  dependable 
digital  space. 


LIMITED  TIME  OFFER 


For  a  limited  time,  get  up  to  $20  mail-in  savings  on  select  Zip  disk  multi-packs. 
Offer  good  until  June  2,  2001  at  these  fine  electronic  retailers  or  at  iomega.com. 


BEST 
BOY 


Office 

DEPOT 


OfficeMax  fijlU9         iomega.com 


Copyright  ©2001  Iomega  Corporation.  Iomega,  the  stylized  "i"  logo  and  Zip  are  registered  trademarks  of  Iomega  Corporation  in  the  United  States  and/or  other  countries. 


International  Business 


MACHETE  TIME 

In  a  cost-cutting  war  with  Nissan,  Toyota  leans  on  suppliers 


Toyota  vs.  Nissan:  It's  one  of  the 
oldest  rivalries  in  the  auto  busi- 
ness— and  one  of  the  most  lop- 
sided. For  years,  Toyota  Motor 
Corp.  has  steadily  grabbed  share  in 
Japan  and  the  U.  S.  from  its  main  com- 
petitor, ramped  up  record  profits  while 
Nissan  Motor  Co.  lost  billions,  and 
helped  shove  Nissan  to  the  edge  of 
bankruptcy.  Even  now,  with  Nissan  in 
the  middle  of  an  impressive  turnaround 
under  the  aegis  of  its  European  partner 
Renault,  Toyota  still  walks  away  with 
top  honors  in  sales  and  profits. 

Yet  as  both  prepare  to  close  the  books 
on  their  fiscal  years,  which  ended  Mar. 
31,  Nissan  can  lay  claim  to  one  surpris- 
ing accomplishment:  cost-cutting.  Nis- 
san is  on  track  to  slice  10%  off  its  2000 
bill  for  car  parts,  thanks  to  a  brutal  de- 
cision to  drop  its  most  inefficient  suppli- 
ers and  consolidate  orders  with  the  most 


cost-conscious  ones.  That  adds  up  to  at 
least  $2.25  billion  in  savings — savings 
that  go  straight  to  the  bottom  line. 
Mighty  Toyota,  in  contrast,  expects  to 
shave  $1.5  billion  off  its  procurement 
costs,  much  less  than  Nissan,  whose 
sales  amount  to  less  than  half  its  rival's. 
QUICK  RESULTS.  Company  executives  in 
Toyota  City  hate  losing  at  anything,  so 
this  achievement  of  Nissan's  has  set  off 
loud  alarm  bells.  To  keep  its  competitive 
edge,  Toyota  is  jettisoning  the  tradition- 
al approach  to  cost-savings  that  won  it 
fame:  kaizen,  the  slow  and  steady  ap- 
proach to  chipping  away  at  expenses. 
Kaizen  will  still  be  applied  to  factory  op- 
erations. But  in  parts  purchasing,  Toyota 
is  no  longer  content  to  tinker:  It  wants 
30%  cuts  in  the  cost  of  almost  every 
type  of  auto  part  sourced  from  outside. 
"Toyota  wants  nothing  less  than  to  be 
the  world's  lowest-cost  producer  of  the 


highest-quality  automobiles,"  says  ana 


lyst  Noriyuki  Matsushima  of  the  Toky 
office  of  Nikko  Salomon  Smith  Barney. 

The  sweeping  undertaking  is  the  cor 
nerstone  of  a  plan  dubbed  CCC21,  o 
Construction  of  Cost  Competitivenes 
for  the  21st  century.  The  goal  of  th 
drive  is  to  chop  costs  by  $8  billion  b 
the  end  of  fiscal  2005.  That's  a  hug 
change:  Before,  it  would  normally  tak 
Toyota  a  decade  to  squeeze  out  tha 
much  in  savings.  According  to  Toyot 
Senior  Managing  Director  Akio  Watar 
abe,  the  point  man  in  the  drive,  th 
company  has  no  choice.  "It  may  come 
a  shock,"  he  says,  "but  if  we're  conter 
with  the  little-by-little  approach 
kaizen,  then  we  can't  win." 

That  may  sound  overdramatic,  giv 
Toyota's  awesome  strengths.  Yel    Hi 
company  has  made  some  disturbing  di 
coveries.  At  about  the  same  time  Niss;i 
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TOYOTA  GUTS  COSTS:  OLD  VS.  NEW 


OLD  WAY 


►  Steady  push  to 
nibble  away  at  costs 


NEW  WAY 


►  Big  push  to  cut 
costs  fast 


►  Contracts  doled  out         ►Suppliers  encouraged 
to  warring  affiliates  to  cooperate 

►Target:  $8  billion  in         ►Target:  $8  billion  in 
savings  over  a  decade        savings  over  five  years 

Data:  Toyota  Motor  Corp.,  BusinessWeek 


nnounced  its  widely  publicized  plan  to 
ash  jobs,  close  factories,  and  wring 
uge  savings  from  its  supplier  network, 
oyota  learned  from  internal  studies 
lat  it  was  paying  prices  well  above 
lose  charged  for  similar  parts  used  in 
eneral  Motors  Corp.  and  Volkswagen 
shicles.    "We    thought   we    had    the 
orld's  cheapest  parts,  but  we  were 
rong,"  says  Tadaaki  Jagawa,  Toyota's 
■cecutive  vice-president  for  corporate 
anning  and  purchasing. 
How  did  Toyota  get  caught  flat-foot- 
1?  It  stuck  with  the  old  ways — asking 
cal  Japanese  suppliers  it  has  used  for 
?cades  to  bid  against  each  other  for 
irts  contracts  every  time  Toyota  rolled 
it  a  new  model.  Toyota  also  spurned 
te  growing  industry  practice  of  in- 
alling  standardized  parts  in  a  range 
'  car  models:  No  sharing  of  door  locks 
Camrys  and  Corollas,  if  you  please. 
But  in  the  past  five  years,  the  world- 
ide  auto-parts  business  has  undergone 
assive   change.   Foreign   auto-parts 
akers  such  as  Delphi  Automotive  Sys- 
ms  Corp.  and  Robert  Bosch  Corp. 
>w  enjoy  gigantic  economies  of  scale 
r  providing  similar  parts  to  a  host  of 
.S.  and  European  carmakers.  Nissan, 
r  example,  has  teamed  up  with  Re- 
mit to  buy  standardized  parts  at  big 
vings  from  fewer  suppliers.  "We  are 
»ing  more  and  more  for  global  con- 
acts,"  says  Nissan  ceo  Carlos  Ghosn. 
s    Toyota  so  far  has  turned  down  offers 


from  gm  and  Volkswagen  to  team  up  on 
parts  purchases.  But  that  means  it's 
new  cost-cutting  drive  has  to  work,  or  it 
risks  a  steady  erosion  in  margins.  A 
key  part  of  the  exercise:  Figuring  out 
the  lowest  prices  paid  by  carmakers  for 
173  commodity-type  components,  from 
rear-view  mirrors  to  the  bearings  in- 
side shock  absorbers.  Once  Toyota 
learns  these  benchmark  prices,  it  asks 
suppliers  to  match  them  as  closely  as 
possible  without  sacrificing  quality. 
NO  HANDOUTS.  So  far,  Toyota's  procure- 
ment team  has  used  the  pricing  data 
uncovered  on  about  85  of  these  parts  to 
devise  new  ways  to  save  money.  For 
example,  Toyota  wants  to  cut  the  num- 
ber of  bearings  it  buys  to  as  little  as  ]4o 
of  current  levels  by  asking  suppliers  to 
design  simpler  parts. 

The  broader  message  is  clear:  If  Toy- 
ota is  ditching  its  old  habits,  longtime 
suppliers  had  better  follow.  "We  won't 
give  handouts  anymore,"  says  Jagawa. 
That  kind  of  talk  is  aimed  squarely  at 
the  213  companies  that  make  up  the 


Toyota  wants  to  be  "the 

lowest-cost  producer 

of  the  highest-quality 

automobiles" 


Kyohokai,  an  or- 
ganization of  Toy- 
ota suppliers  that 
was  founded  dur- 
ing World  War  II. 
"We  thought  our 
products  were  already  low-cost,"  says 
Yoshihei  Iida,  president  of  Tokai  Rika, 
which  supplies  90%  of  Toyota's  turn  sig- 
nals and  other  switches.  "Now  we  have 
to  work  even  harder  at  it  to  maintain 
our  business."  Toyota  may  be  turning  up 
the  heat  in  another  way:  Reports  are 
surfacing  that  the  giant  wants  its  three 
biggest  brake  suppliers  to  set  aside 
their  rivalry  and  combine  their  manu- 
facturing operations. 

Toyota  is  also  for  the  first  time  ac- 
tively encouraging  suppliers  to  seek 
business  ties  outside  the  group.  Where- 
as Toyota  once  frowned  on  sales  to  oth- 
er auto  makers,  it  now  wants  each  of  its 
main  suppliers  to  aim  for  at  least  a  20% 
share  of  the  global  market  for  compo- 
nents. That  way,  they  can  take  advan- 
tage of  larger  production  runs  and  share 
the  savings  with  Toyota. 

The  effect  of  these  changes  is  already 
being  felt.  Tokai  Rika  is  now  developing 
standardized  parts  for  joint  use  in  dif- 
ferent models:  All  five  variations  of  the 
Toyota  Vitz  subcompact,  for  example, 
now  share  the  same  dashboard  knobs 
for  adjusting  temperature.  Tokai  Rika 
has  also  simplified  its  turn-signal  levers, 
which  are  being  installed  on  cars  of  en- 
tirely different  classes.  The  Vitz-based 
Platz,  electric-gas  hybrid  Prius,  and 
Rav4  suv  now  all  share  a  single  lever, 
as  do  the  midpriced  Camry  Gracia,  up- 
scale Lexus  series,  and  seven  other 
models  sold  in  Japan. 

No  part  is  too  mundane  to  escape 
scrutiny.  One  of  the  first  successes  under 
CCC21  involves  the  plastic  grips  installed 
above  a  car's  doors  on  the  inside — pas- 
sengers grab  them  to  brace  themselves 
on  sharp  turns.  Toyota  found  out  that 
Volkswagen  was  procuring  much  cheaper, 
but  still  high-quality,  grips.  So  by  knock- 
ing heads  at  major  suppliers  such  as  Ko- 
jima  Press  Kogyo,  Watanabe  says  his 
team  has  come  up  with  a  way  to  use 
simpler  designs  and  cheaper  materials 
to  produce  grips  for  upper-end  car  mod- 
els for  $4  a  piece,  half  the  earlier  price. 
The  number  of  grips  used  will  also  be 
cut  from  30  or  so  to  just  3  main  types. 

Of  course,  there  are  limits  to  how 
far  you  can  standardize  basic  parts  be- 
fore customers  start  to  notice.  But  for 
the  senior  managers  at  Toyota,  the  war 
on  costs  is  just  beginning.  If  Nissan  can 
do  it,  they  say,  Toyota  can — and  will. 
Suppliers,  prepare  to  be  squeezed. 

By  Chester  Dawson  in  Tokyo 
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CHINA 


DOWNTURN? 
WHAT  DOWNTURN? 

Beijing  is  determined  to  sustain  growth  even  if  Asia  slows 


Global  markets  are  jittery,  Japan's 
economy  continues  to  flounder,  and 
the  U.S.  may  soon  be  sliding  into 
recession.  It's  a  triple-strength  tsuna- 
mi that  already  is  crashing  into  much  of 
Asia,  pummeling  exports  and  prompting 
predictions  of  a  prolonged  period  of 
sluggish  growth. 

Will  the  wave  wash  over  China,  too? 

The  quick  answer  is  no,  at  least  if 
one  believes  the  optimistic  numbers  em- 
anating from  Beijing.  The  Chinese  gov- 
ernment is  projecting  economic  growth 
of  7%  this  year,  down  from  8%  in  2000, 
but  well  ahead  of  most  other  emerg- 
ing-market economies.  Retail  spending  is 
up,  foreign  direct  investment  continues 
to  pour  in,  and  China's  booming  domes- 
tic market  is  producing 
tens  of  thousands  of  jobs. 

But  China  is  not  com- 
pletely immune  from  the 
rest  of  the  world's  troubles, 
as  top  officials  acknowl- 
edged in  recent  discussions 
with  BushiessWeek.  After 
surging  28%  in  2000,  ex- 
port growth  may  slow 
sharply.  Crucial  shipments 
of  toys  and  textiles 
dropped  10%  in  the  first 
two  months  of  the  year 
compared  with  2000,  while 
orders  for  such  high-tech 
equipment  as  computers 
and  telecommunications 
switches  fell  20%.  "I'm 
very  concerned,"  says  Shi 
Guangsheng,  Foreign  Trade 
and  Economic  Cooperation 
Minister. 

The  last  thing  China 
needs  right  now  is  a  seri- 
ous downturn.  Such  a  de- 
velopment could  undercut 
Beijing's  economic  re- 
forms just  as  the  nation 
clears  the  final  hurdles  to 
joining  the  World  Trade 
mization.  That's  why 
Shi  and  other  top  Chinese 
officials  are  determined  to 
keep  the  mainland  econo- 
my roaring  along,  much 
as  it  did  during  the  1997- 
98  Asian  financial  crisis. 


They  also  insist  that  a  step-up  in  merg- 
er activity  and  corporate  restructuring 
will  go  ahead  as  promised. 
ECONOMIC  GOOSE.  As  during  the  crisis, 
Priority  A  is  ensuring  that  strong  do- 
mestic demand  continues  unabated.  In 
2001,  the  Chinese  government  will  float 
$18  billion  in  bonds  to  build  roads,  pow- 
er plants,  and  railways,  the  third  year 
in  a  row  it  has  used  public  money  to 
goose  the  economy.  The  medicine,  for 
now,  is  working:  Deflation,  a  worry 
since  the  crisis,  has  bottomed  out  in 
recent  months  as  consumers  began  to 
spend  again.  In  the  first  two  months  of 
this  year,  retail  sales  were  up  10.4% 
over  the  same  period  in  2000. 

To  reach  the  7%  growth  target,  China 


CHINA'S  EXPORT 
GROWTH  IS  SLOWING.. 


...AND  THE  BUDGET 
DEFICIT  IS  RISING 


will  also  need  to  continue  attracting 
flood  of  foreign  direct  investment.  That 
certainly  should  be  no  problem.  Last 
year  it  took  in  $40.8  billion  in  fdi,  sec- 
ond only  to  the  U.S.  In  January  anc 
February,  investment  was  up  24%  over 
the  same  period  last  year.  Contracted 
investment-— promised  but  not  realized— 
was  up  almost  50%.  Dai  Xianglong,  gov- 
ernor of  the  People's  Bank  of  China 
reckons   optimism   over   China's   WTC 
prospects  will  spur  fdi  to  $45  billion  i 
year  for  the  next  five  years.  Predictably 
China  is  awash  in  hard  currency  after 
years  of  export  growth.  Dai  says  re' 
serves  total  $160  billion  and  will  grow  tc 
$200  billion  "in  the  near  future."  Thai 
will  allow  the  Central  Bank  to  hold  the 
yuan's  hard  peg  to  the  dollar,  even  am 
the  Asian  currency  markets  get  choppy 
Reforms  will  also  continue  apace,  offi 
cials  vow,  regardless  of  Asia's  ups  anc 
downs.  State-owned  corporations  wil 
modernize,  shed  workers,  and  be  closed  i 
they  don't  perform.  China  Securities  Reg 
ulatory  Commission  Vice-Chairman  Gac 
Xiqing  hopes  this  year's  crop  of  initia 
public  offerings  will  match  or  exceed  las  I 
year's  tally  of  145  firms  : 
Bank  reform  will  go  ahead 
too.  Lenders  are  cutting  = 
staff  and  closing  branches 
Dai   says   they   are    als<  • 
quickly    getting    nonper 
forming    loans    off  thei  I 
books.   That   can't   com  I 
soon  enough:  analysts  sa;  I 
25%  to  40%  of  the  couri  I 
try's  $1  trillion  in  loans  ar  | 
in  trouble. 

No  one  expects  Chin  I 
to  emerge  from  the  globs  I 
downturn  unscathed.  On  I 
worry:  As  China  enters  it  I 
third  year  of  heavy  defic:  | 
spending,  the  government 
fiscal  burden  may  be  grov 
ing  too  weighty.  Even  D^ 
admits  government  debt 
"not  a  small  figure"  whc- 
unrecoverable  bad   loar 
and  China's  surging  socii 
security  costs  are  added  ii 
China's  command  econ< 
my   still   forms   its   chi< 
shield    against    a    globi 
slump.  At  the  same  tim 
officials  understand   thi 
these  protections  will  dis 
appear  with  wto  membe: 
ship.  But  as  gloom  settle 
over  the  rest  of  Asia,  Ga 
na  seems  safe  for  new. 
By    M«rk    L.    CHffoi\ 

ami  Dexter  Roberts 
Beijing 
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appear  on  your  screen. 
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opened  your  account,  we  supply 
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EUROPE 


GRAY  DAYS 
FOR  DEALS 

For  Europe's  financiers,  debt 
is  "where  the  action  is" 

A  year  ago,  Europe's  young  invest- 
ment bankers  rarely  worried  about 
the  future.  Britain  and  the  Conti- 
nent were  deal  heaven.  New  businesses 
were  emerging,  and  old  ones  remaking 
themselves.  Loans  were  out;  equity  fi- 
nancing was  in.  Now,  reality  is  striking. 
"A  lot  of  people  haven't  been  through 
this  sort  of  thing  before,"  says  Wayne  L. 
Moore,  co-head  of  investment  banking 
for  Goldman,  Sachs  &  Co.  in  Germany. 
"They've  seen  investment  banking  grow- 
ing rapidly  since  1991." 

With  Europe's  bourses  down  more 
than  U.S.  markets,  the  deal  flood  has 
dried  up.  The  value  of  European  merg- 
ers and  acquisitions  fell  45%  through 
Mar.  23,  to  $215  billion,  from  the  same 
period  of  2000.  Equity  offerings  are 
down  more  than  50%,  to  $13.7  billion. 
"The  equity  markets  are  virtually  shut 
for  new  issuance,"  says  Klaus  Diedrichs, 
head  of  European  investment  banking 
at  J.  P.  Morgan  in  London. 

Don't  mourn  yet  for  the  lost  genera- 
tion of  investment  bankers.  The  fire  may 
be  out  for  m&a  and  ipo  teams  that 
stoked  the  New  Economy.  But  the  ac- 
tion has  shifted  to  two  areas  that  in- 
vestors and  analysts  sneered  at  last 
year:  Old  Economy  takeovers  and  debt. 
The  only  European  deals  worth  $10  bil- 
lion or  more  announced  this  year  in- 


volve Old  Economy  businesses.  BHP  of 
Australia  offered  $12.2  billion  for  Billiton, 
Britain's  mining  monster.  British  insurer 
Prudential  is  buying  U.  S.-based  Ameri- 
can General  for  $24.5  billion.  Nestle  is 
paying  $11.8  billion  for  Ralston  Purina. 
At  the  same  time,  weak  stock  prices 
and  falling  interest  rates  make  debt  the 
logical  way  to  fund  purchases.  More 
fixed-income  activity  and  some  Old  Econ- 
omy    deals     probably 
won't    offset    the    lost 
New    Economy    deals. 
But  they'll  help.  Charles 
Miller  Smith,  chairman 
of    Britain's     Imperial 
Chemical  Industries  PLC 
and  a  prolific  dealmaker, 
thinks  plummeting  rates 
could  mean  a  new  wave 
of  restructuring  at  Old 
Economy  companies.  "If     D.E.ALS. .BlkLl.°.NS....     players— they  hope 


INVESTMENT  BANKS 
KEEP  BUSY 

Bond-issue  values  are  up. 
M&A  and  equities  are  down. 

DATA  FOR  1/1-3/23/2000  VS.  1/1-3/23/2001 


YEAR 


NO.  OF 


STORMY  WEATHER  In  London,  as 
in  the  rest  of  Europe,  the  equity 
markets  are  "virtually  shut" 

ropean  revenues  from  trading  in  its  fiscat 
first  quarter  ended  Feb.  23.  Globally 
fixed-income  and  currency  trading  rev 
enues  rose  133%  from  the  last  quarter  o: 
2000,  and  11%  year-on-year.  Even  stocl 
trading  (not  ipos)  rose  37%  year-on-yeai 
Investment  banking  revenues  fell  7%,  t< 
$1.1  billion.  Trading  will  become  mor< 
important  as  banks  stop  booking  fee 
from  last  year. 

FLIGHT  TO  QUALITY?  Market  shifts  an 
affecting  bank  competition,  ubs  War 
burg,  with  ties  to  old-line  companies 
leads  the  European  mergers-and-acqui 
sitions  league,  says  Thomson  Financial 
with  $66.8  billion  in  deals.  Morgan  Star 
ley  Dean  Witter  is  a  close  second,  wit' 
$65  billion.  But  Goldman,  last  year's  Eu 
ropean  leader  thanks  to  such  tec 
megadeals  as  Vodafone  Group's  $203  bi. 
lion  takeover  of  Germany's  Mannesman! 
is  10th,  with  $18  billion  in  deals. 

Mergers    don't    come    in     smoot 

streams.  But  worried  Goldman  exec 

are  ready  to  shift  staff  from  tech  sector 

to  keep  Old  Economy  clients  happy.  Lc 

activity  will  help  Morgan  Stanley  an 

Goldman,  some  bankei 

say.  "There  will  be 

flight  to  quality,"  saj 

a  senior  executive  at 

U.S.  bank.  The  pictui 

may  be  more  nuancei 

The     shift     to     del 

should  aid   Citigrou] 

Deutsche    Bank,    ar 

J.  P.  Morgan  Chase,  ; 

strong       debt-mark 


VALUE 


[companies']  cost  of  cap 
ital  gets  down  to  4%,  I 


2000 


4,388       $394 


is  nice  that  the  mark 
has  turned  to  the  oi 


would  be  surprised  if  a      2001  3.154  215         area — fixed    income 


whole  series  of  indus- 
tries doesn't  use  debt  to 
consolidate,"  he  says. 

The  market  turbu- 
lence that's  killing  banks' 
equity-issues  business 
helps  their  bottom  line 
elsewhere.  Many  invest- 
ment banks  like  volatili- 


*lnvolving  European  targets  or  acquirers 
Data:  Thomson  Financial 


EUROPEAN  EQUITIES  ISSUES 


YEAR 


2000 
2001 


NO.  OF 
DEALS 


VALUE 

BILLIONS 


152        $27.9 


58 


13.7 


that  has  always  be 
an   asset   at   Salome 
and    Citi,"    says    W 
Bischoff,  chairman 
Citigroup  Europe. 

Oddly,     the     ban 
claim  no  plans  to  slaj 
staff  wholesale.   St 
they  admit  to  culli 


ty  because  their  biggest      : underperformers  mo| 


business  is  trading.  One 
banker  says  that,  rela- 
tive to  trading,  his 
bank's  M&A  unit  is  "a 


Data:  Capital  DATA 


EUROPEAN  DEBT  ISSUES 


YEAR 


zealously.   That   coi 
mean    cuts    of  up 
10%,  says  a  top  Lc 
don  banker.  II'  the  dj 


NO.  OF                  VALUE 
DEALS                 BILLIONS 
hot-dog   stand   outside      drums  linger,  more 

2000        822        $203 


the  casino."  Goldman, 
the  only  top  investment 
bank  to  report  results 
this  year,  got  about  75%. 
of  its  $1.8  billion  in  Eu- 


2001 


734 

Data:  Capital  DATA 


232 


surely  go. 

By     Stun  It'ji     R< 

with  Heidi  Dawley 

London    and    D(ii\ 
Fiiirliiinh  in  Fniiikfm 
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Just  because  you're  good  at  one  thing 
doesn't  mean  you're  good  at  everything. 


Shaquille  O'Neal  was  virtually  a  unanimous 
selection  for  Most  Valuable  Player  in  the 
JBA.  But  the  skills  that  make  him  dominant  in  his  line 
if  work  don't  ensure  success  in  other  endeavors. 

The  same  applies  to  you.  Whether  you're  the  CEO 
if  COO,  chances  are  your  expertise  does  not  include 
nanaging  a  complex  Web  operation.  And  if  you're 
ead  of  IT,  you  know  you  could  use  a  little  support. 

This  is  where  we  come  in.  We're  Digex,  and  man- 
ged  Web  hosting  is  what  we  do.  In  fact,  Gartner 
iroup  just  listed  us  as  a  leader  in  the  industry.* 

Our  exclusive  Web  architecture  features 
roven,  engineered  solutions  for  your  core 


infrastructure.  We've  set  the  benchmark  with  standard 
10-day  installs.  We  also  specialize  in  complex  solutions  to 
address  your  particular  business  needs. 

Our  procedures  for  security,  change  management, 
and  disaster  recovery  have  been  validated  through  an 
Ernst  &  Young  review  which  cleared  the  way  for  us  to 
achieve  SAS70  Type  II  recognition.** 

Our  interactive  customer  portal  lets  you  monitor 
your  operations  at  all  times,  and  our  partnership  with 
WorldCom  provides  you  with  a  high-speed  global 
network. 
To    find    out    more,     please    visit    us    at 
digex.com/good  or  call  1  -800-455-2968  ext.  653. 
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International  Outlook 


EDITED  BY  ROSE  BRADY 


KOREA:  THE  ROAD  TO  DETENTE 
GETS  STEEPER 


It  has  been  a  rough  few  weeks  for  the  cause  of  detente  on 
the  Korean  Peninsula.  First,  President  George  W.  Bush 
voiced  "skepticism"  on  Mar.  8  about  North  Korea's  will- 
■gness  to  abide  by  a  1994  agreement  to  freeze  its  nuclear 
>rogram  and  ruled  out  further  U.  S.  talks  with  North  Korean 
lictator  Kim  Jong  IPs  regime  for  now.  Then,  North  Korea's 
eading  business  ally  in  the  South — 85-year-old  Hyundai 
Jroup  founder  Chung  Ju  Yung — died  of  pneumonia  on  Mar. 
!1.  Chung  had  spearheaded  efforts  to  boost  economic  coop- 
ration  between  the  two  Koreas  since  1998.  His  death  casts 
loubt  over  projects  potentially  worth  billions  of  dollars. 

So  is  it  time  to  call  a  pause  in  the 
varmup  between  North  and  South?  Both 
'yongyang  and  Seoul  say  no — even 
hough  the  Bush  Administration's  hard- 
ne  stance  heralds  tough  going  ahead. 

North  Korea  angrily  condemned 
Jush's  "provocative  approach"  and  can- 
eled  Cabinet-level  talks  scheduled  in 
leoul  in  the  wake  of  Bush's  comments  to 
iouth  Korean  President  Kim  Dae  Jung. 
)espite  the  rhetoric,  though,  North  Ko- 
ea's  communist  rulers  want  to  keep  de- 
eloping  important  economic  projects 
nth  the  South.  And  there's  a  willing- 
ess  to  allow  more  humanitarian  con- 
tacts. Says  Paik  Hak  Soon,  a  North  Korea  specialist  at  se- 
arity  think  tank  Sejong  Institute  in  Seoul:  "Kim  Jong  II  has 
oncluded  his  regime  won't  be  sustainable  without  aid  from 
le  West."  Meanwhile,  Kim  Dae  Jung  has  just  two  years 
ift  in  his  presidential  term  to  fulfill  his  own  key  goal  of 
nproving  relations  with  the  North. 

Kim  Dae  Jung's  challenge  is  to  keep  the  ball  rolling  on  de- 
>nte  even  as  the  U.  S.  undertakes  a  months-long  review  of  its 
olicy  toward  North  Korea.  Kim  has  promised  to  consult 
/ashington  about  his  moves.  To  help  smooth  U.  S.  relations, 
i  Mar.  26  he  appointed  a  new  Foreign  Minister — Han  Seung 


KIM  AND  KIM:  They'll  keep  trying 


Soo,  a  former  ambassador  to  the  U.  S.  Even  so,  Washington 
could  hamstring  Kim:  The  Administration  is  unlikely  to  0.  K. 
significant  aid  from  Seoul  to  North  Korea  until  it  has  resumed 
its  own  talks  with  Pyongyang.  Otherwise,  Seoul  would  "weak- 
en motives  for  the  North  to  make  security  concessions  in  its 
talks  with  the  U.  S.,"  says  Kim  Sung  Han,  a  research  fellow  at 
Seoul's  Institute  of  Foreign  Affairs  &  National  Security. 
BEYOND  PEN  PALS.  So  Kim  Dae  Jung  will  likely  try  a  two- 
track  approach:  On  one  level,  he  will  push  for  more  humani- 
tarian contacts.  On  Mar.  15,  for  example,  Pyongyang  allowed  its 
citizens  to  exchange  letters  with  relatives  in  the  South  for  the 
first  time  since  the  1950-53  Korean  War. 
Says  Choi  Sang  Choi,  policy  director  at 
Seoul's  Unification  Ministry:  "We  expect 
contacts  and  exchanges  to  deepen." 

But  there  will  likely  be  another  level 
of  diplomatic  activity,  too.  Kim  and  his 
aides  are  hoping  that  Kim  Jong  IPs  team 
will  reschedule  Cabinet-level  meetings 
in  Seoul  in  April,  shortly  after  Kim  Jong 
II  returns  from  a  planned  visit  to  Russia 
for  talks  with  President  Vladimir  V. 
Putin.  That  may  set  the  stage  for  a  sum- 
mit between  the  two  Kims  as  early  as 
May.  Kim  Dae  Jung  may  also  privately 
~  propose  the  creation  of  a  hotline  be- 
tween military  leaders  and  mutual  notifications  of  military  ex- 
ercises. These  symbolic  moves  could  be  a  step  toward  dis- 
cussion of  troop  or  arms  pullbacks  from  the  dmz. 

Kim  Dae  Jung  has  to  convince  Kim  Jong  II  that  it's  worth 
making  military  concessions  in  exchange  for  key  economic 
projects  such  as  new  power  plants.  Concessions  are  also  cru- 
cial to  winning  over  the  skeptical  Bush  team,  which  will  de- 
mand verification  that  the  North  is  dismantling  its  nuclear 
program.  Otherwise,  Kim  Dae  Jung  may  have  to  write  off  his 
hopes  of  being  the  president  who  brings  peace  to  his  land. 
By  Moon  Ihlwan  in  Seoul,  with  Stan  Crock  in  Washington 


GLOBAL  WRAPUP 


MERKEL'S  LAST  CHANCE? 


►  Angela  Merkel,  chairman  of  Ger- 
many's center-right  Christian  Democ- 
ratic Union,  faces  even  greater  pres- 
sure to  assert  control  of  her  party 
after  a  pair  of  state  elections  on  Mar. 
25.  The  cdu  managed  to  hang  on  to 
power  in  Baden- Wurttemberg,  a  cdu 
bastion  for  half  a  century.  But  Chan- 
cellor Gerhard  Schroder's  center-left 
Social  Democratic  Party  (spd)  boosted 
its  share  of  the  vote  to  33%  from  25%. 
The  cdu  also  lost  ground  in  Rhine- 
iand-Palatinate,  an  spd  stronghold. 


Voters  are  turned  off  by  infighting 
under  Merkel,  who  has  failed  to  define 
a  new  identity  for  the  cdu  since  taking 
power  last  year.  A  key  chance  lies 
ahead  as  parliament  debates  how  to 
keep  the  nation's  pension  system  sol- 
vent. Merkel  may  win  points  if  she  gets 
her  party  comrades  to  agree  on  a  mes- 
sage. If  she  fails,  Bavarian  Prime  Minis- 
ter Edmund  Stoiber  may  challenge  her 
to  become  the  cdu  candidate  for  Chan- 
cellor in  national  elections  next  year. 

MOSCOW SHAKEUP 

►  Russian  President  Vladimir  V  Putin 


is  moving  to  consolidate  his  power 
over  a  government  riven  by  conflicting 
agendas.  In  a  reshuffle  announced  on 
Mar.  28,  Putin  installed  a  close  friend, 
Security  Council  chief  Sergei  Ivanov, 
as  head  of  the  Defense  Ministry,  and  a 
loyal  parliamentary  deputy,  Boris 
Gryzlov,  as  Interior  Minister.  Ivanov's 
replacement  of  outgoing  Minister  Igor 
Sergeyev  is  likely  to  spur  long-await- 
ed cutbacks  in  the  nation's  bloated 
armed  forces.  More  changes,  possibly 
including  top  economic  officials,  are 
expected.  Putin  will  address  the  na- 
tion on  Apr.  3. 
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Can  revamped  stores  and 
the  revival  of  the  Blue  Light 
Special  bring  back 
customers  and  profits? 

When  Charles  C.  Conaway  went 
to  Kmart  Corp.  last  summer, 
he  brought  along  a  mania  for 
performance-based  analysis. 
Today,  it's  hard  to  miss  the  point: 
Conaway's  office  is  dominated  by  a  20- 
foot-long  mural  upon  which  the  ceo 
tracks  quarterly  progress  on  nearly  100 
restructuring  initiatives,  from  replen- 
ishing shelves  to  implementing  price 
changes  within  48  hours.  Beside  each 
project  is  the  cost  and  benefit  to  date, 
plus  the  name — and  phone  number — 
of  the  manager  in  charge.  "It's  the  ul- 
timate accountability,"  Conaway  says. 
Accountability  has  been  in  short  sup- 
ply for  years  at  the  foundering  dis 


counter,  which  has  seen  one 
turnaround  effort  after  another 
sputter  out  as  its  chronically  un- 
derstocked shelves,  tacky  merchan- 
dise, and  poor  service  drove  shoppers 
to  rivals  like  Wal-Mart  Stores  Inc.  and 
Target  Corp-  The  Troy  (Mich.)-based 
chain  racked  up  a  $244  million  net  loss 
for  the  fiscal  year  ended  Jan.  31,  on  a 
meager  3.1%  sales  gain,  to  $37  billion. 
But  Conaway,  a  40-year-old  opera- 
tions whiz  recruited  from  drug  retailer 
cvs  Corp.,  where  he  was  president  and 
coo,  says  he's  the  one  to  change  all 
that.  Since  his  arrival,  Conaway  and 
his  band  of  young  man- 
agement recruits 
from  Wal-Mart, 
Target,  and  Coca- 
Cola  have  been 
attacking  the 
structural  prob- 
lems that  led  to 
Kmart's     decline. 


Now  that  they  claim 
to  be  making  progress 
on  those  fronts,  they're 
ready  to  issue  a  blue-edged 
invitation  to  con- 
sumers to  try  the  tut 
stores  again. 
On  Apr.  2,  Conaway 
will  unveil  a  new  market- 
ing strategy  that 
draws  heavily  on 
the  one  icon  of 
Kmart's  past  that  still 
resonates  with  consumers 
the  Blue  Light  Special 
which  was  discontinued  ir 
1991.  Store  managers  used  the  flashing  jigs 
blue  police  light  in  the  1960s,  '70s,  and 
'80s  to  direct  shoppers  to  unadvertised  m 
bargains.  By  offering  a  contemporary 
take  on  that  old  device,  company  offi 
cials  hope  to  restore  a  sense  of  excite 
ment  and  reward  to  shopping  at 
Kmart.  "There's  a  funness  to  it  that 
frankly,  Kmart  didn't  have  [recently],' 
says  Steve  Feuling,  chief  marketing  of- 
ficer for  Kmart's  Blue  Light  efforts. 
The  return  of  the  Blue  Light  via  s 


STOCKING 
WITH  CARE: 

CEO  Conaway 

wants  shopper 

satisfaction 


$25  million  advertising  blitz,  the  biggesl  3i 
such  initiative  in  Kmart  history,  is  jusl  n 
a  piece  of  Conaway's  overall  strategy 
After  all,  the  marketing  come-on  wil 
be  wasted  if  consumers  enticed  int( 
the  stores  suffer  th< 
same  old  frustrations 
So  Conaway  has  beei 
taking  sweeping — an< 
costly — steps  to  raisi 
service  levels,  ensun 
that  popular  items  an 
in  stock,  and  brightei 
up  the  stores. 

Conaway's  elaborat  |t 

chart  notwithstanding  u 

the    payoff    still    isn' 

clear.  That's  why  all  th 

resuscitation  efforts  ar 

overshadowed  by  a  bi 

question:  Is  there  sti 

a  role  for  Kmart  b« 

tween  Wal-Mart  an 

Target?  "I'm  not  sur 

there's      room      fc 

them,"  bluntly  say  L 

the  CEO  of  a  maj< 

supplier  to  all  thre 

But   Conaway    vow 

it's   not   too   late — i 

long  as  Kmart  does 

better  job  of  staking  oi 

its    turf   between    lov 

price    leader    Wal-Ma 

and  cheap-chic  purveyor  Ta 

get.  Conaway  insists  the  mi 

die  ground  is  wide  open  for 

retailer  that  relentlessly  focus 
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on  moms  and  two  of  their  key  priori- 
ties: their  kids  and  their  homes.  Kmart 
can  meet  those  priorities  with  exclusive 
brands  like  Martha  Stewart  and 
Sesame  Street  and  new  licensing  and 
Dromotional  tie-ins  with  everyone  from 
Walt  Disney  Co.  to  World  Wrestling 
Federation  Entertainment  Inc. 
CREATING  A  BUZZ.  With  research  show- 
ng  that  shoppers  still  have  fond 
-nemories  of  the  Blue  Light  Special, 
;he  discounter  is  putting  the  blue  hue 
it  the  center  of  its  effort  to  entice 
.hem  into  the  stores  more  often. 
pKWA\Chiat\Day,  the  ad  agency  best 
mown  for  its  cutting-edge  work  for 
\pple  Computer,  will  herald  that  "The 
Blue  Light  Is  Back"  with  ads  that  place 
i  blue  glow  in  such  unexpected  set- 
ings  as  the  Statue  of  Liberty's  torch 
»r  fireflies  buzzing  in  a  kid's  jar. 
Cmart's  BlueLight.com  e-commerce  ef- 


ent 


an 


nree 


iii* 


ATTENTION  KMART  SKEPTICS 

Here's  how  Kmart  hopes  to  get 
customers  into  its  stores  more  often 

•  BRIGHTER  MARKETING  It  will 
bathe  stores  in  blue  and  debut  an 
updated  "Blue  Light  Special"  with 
a  $25  million  ad  blitz 

•  LOWER  PRICES  Kmart  is 
matching  Wal-Mart  prices  on 
thousands  of  basic  items 

•  MORE  STOCK  It  is  spending 
$2  billion  to  overhaul  inventory 
controls  and  increase  the  items  it 
has  on  hand 

•  BETTER  SERVICE  Employee 
incentives  are  helping  to  raise 
customer-satisfaction  ratings,  the 
company  says 


>rt  already  has  shown  that  the  theme 
an  click  even  with  more  cutting-edge 
onsumers. 
Consumers  intrigued  enough  to  pay 
visit  will  find  that  once-dreary  stores 
ave  been  splashed  with  blue  and  ani- 
lated  by  "celebrity"  announcers — 
(omer  Simpson  is  a  possibility — di- 
eting shoppers  to  a  central  "Blue 
ight  Zone"  for  the  deals.  This  time 
round,  they're  not  junky  clearance 
sayiems  but  coveted  products  like  Sony 
isjoij  laystations,  TVs,  and  Coca-Cola.  Also 
ew:  a  "Blue  Light  Always"  pricing 
;rategy  that  will  slash  tags  on 
veryday  basics  like  shampoo,  diapers, 
tedicines,  and  groceries  by  2%  to  5% 
on1  )  make  them  competitive  with  Wal- 
[art  prices.  "Now  we're  saying  we're 
iere  for  everything  you  need,"  says 
onaway. 

Kmart's  stock  has  run  up  a  sharp 
')%,  to  around  $9,  since  early  this 
Bar,  thanks  in  part  to  a  6%  equity 


Your  business  is  highly  successful.  Your  goals 
are  even  higher.  Do  your  communications  providers 
measure  up... or  are  there  limits  to  their  reliability 
and  responsiveness? 

For  communications-critical  companies,  limits 
mean  lost  time,  lost  dollars... lost  customers.  Thafs 
why  so  many  business  leaders  are  choosing  to  exceed 
the  limits.  With  Focal. 

Extremely  robust  voice,  data  and  Internet 
infrastucture  services.  Refreshingly  creative  thinking. 
Remarkably  responsive  customer  care.  To  improve 
the  way  you  do  business,  call  Focal.  Then  fasten 
your  seat  belt. 


FOCAL 


Exceed  The  Limits." 

Call  877.98.FOCAL 
www.  f  ocalexceed .  com 
Nasdaq:  FCOM 


Atlanta,  Boston,  Chicago,  Cleveland,  Dallas,  Detroit,  Fort  Worth,  Houston,  Los  Angeles, 
Minneapolis/St.  Paul,  New  York,  Northern  New  Jersey,  Oakland,  Orange  County, 
Philadelphia,  San  Francisco,  San  Jose,  Seattle,  Washington  DC,  Northern  Virginia. 
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100%      NO      LOAD 


A  growth  fund  with 
blue  chip  potential 

T.  Rowe  Price  Blue  Chip  Growth  Fund  (TRBCX)  invests  in  today's  leading  growth 

companies  as  well  as  those  with  the 

ability  to  become  tomorrow's  industry 

leaders.  These  blue  chip  companies  can 

offer   you   excellent   long-term   capital 

appreciation  potential. 

The  fund's  strategy  has  proven  effec- 
tive. As  the  chart  indicates,  the  fund  has 
outperformed  its  Upper  Category  Average 
since  inception.  Of  course,  past  perfor- 
mance cannot  guarantee  future  results. 
No  sales  charges. 


How  $10,000  Invested  6/30/93 
Would  Have  Grown  vs.  Competitors 


■  Miu.c:hip  Growth  Fund 
H  Lipptr  Larj;e-Cap  Core 

Funds  Averse 


6/93      12/93     '94 


Call  for  your  investment 
kit  including  a  fund 
profile  or  prospectus 

1-800-541-6157 

www.troweprice.com 


Invest  With  Confidence® 

T.RoweRice 


m 
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-2.53%  19.68%,  and  19-90%  are  the  fund's  average  annual  total  returns  for  the  1-year,  5-year,  and  since-inception 
(6/30/93)  periods  ended  12/31/00,  respectively.  For  updated  performance  information,  please  visit  our  Web  site  or  contact 
a  T.  Rowe  Price  representative.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distribu- 
tions. Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original 
purchase.  (Source  for  Lipper  data:  Upper  Inc.) 

For  more  information,  including  fees,  expenses,  and  risks,  read  the  fund  profile  or  prospectus  carefully  before  investing. 
T.  Rowe  Price  Investment  Services,  Inc.,  Uistributor.  bc:go5H720 


ections  of  our  children. 


e  strong  one. 


n,  rambunctious  and  untamed. 
The  sky,  the  absolute  dreamer. 


nd  to  choose  the  tree  over  the  ocean 

would  be  like  choosing  one  child  over  the  next. 

An  impossibility  as  large  as  the  world  itself. 

1 

>e  world's  leading  environmental  groups  are  working  together. 

To  find  out  how  you  and  your  employer  can  help, 

please  visit  our  Web  site  at  www.earthshare.org. 


Earth  Share 

One  environment.  One  simple  unn/  to  care  for  it. 


stake  taken  by  California  supermarket  J 
magnate  Ronald  W.  Burkle.  But  that's] 
still  down  48%  from  two  years  ago,] 
and  Wall  Street  has  ample  reason  to 
be  skeptical  of  Kmart's  turnaround 
promises.  Conaway  has  been  careful 
not  to  repeat  the  mistake  made  in  pre- 
vious Kmart  regimes  of  making 
grandiose  promises  to  win  back  Wal- 
Mart  stalwarts.  Instead,  he's  focusing 
on  garnering  more  visits  from  the  66 
million  households  that  already  shop 
the  stores  but  are  prone  to  act  like 
"cruise  missiles" — cherry-picking  an  ad- 
vertised special  or  two,  picking  up 
some  Martha  Stewart  linens,  and  then 
bolting  for  the  door. 

Just  getting  Kmart's  best  customers, 
to  increase  their  visits  from  3.2  per 
month  to  4,  as  Wal-Mart's  core  shop-  I 
pers  do,  would  add  $2.8  billion  to  the 
top  line,  says  Kmart's  chief  marketing  \ 
officer  Brent  Willis,  a  recruit  from 
Coke's  Latin  American  unit.  "We  don't 


LOYALTY 


Instead  of 


gunning  for  Wal-Mart's 
customers,  Conaway 
wants  Kmart  shoppers 
to  return  more  often 


T 


-I 
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have  to  take  a  single  customer  fror 
Wal-Mart,"  he  says. 

To  make  sure  shelves  are  kept  fullj  - 
stocked,  Kmart  is  spending  nearly  $S   . 
billion  on  technology  to  overhaul  its  00 
inventory  controls.  Since  October,  it's  «... 
also  taken  an  unusual  tack  to  upgrad< 
service  by  entering  all  shoppers  willing  |fj| 
to  dial  a  hotline  in  a  $10,000  sweep  , 
stakes  to  rate  their  overall  shopping  0 
experience.  Some  20  million  already 
have  responded,  generating  a  databas^ 
that  enables  managers  to  pinpoint  per 
formance  at  the  store  level  and  reward 
cashiers  at  popular  units  with  as  mucl  I 
as  $1,200  in  quarterly  bonuses.  Sinci  F 
the  program  began,  Kmart  says  its  sat  t 
isfaction  rating  has  climbed  from  409  I  , 
to  55%.  Conaway's  goal  is  70%. 

Shoppers  like  Dolores  Ronzani,  whi  B 
still  smiles  at  the  recollection  of  boot;  r 
scored  from  Blue  Light  Specials  o 
decades  ago,  seem  receptive  to  th> 
idea.  These  days,  the  70-year-old  widov 
from  Highland  Park,  111.,  frequents  Tar 
tfet,  Marshalls,  and  T.J.  Maxx  but  find 
they  don't  measure  up  to  Kmart  in  it 
heyday:  "The  excitement  of  the  Blu 
Light  Special  is  missing."  If  it's  excite 
ment  she  craves,  Conaway  and  Co.  ait 
to  provide  it  in  spades. 

By  Joann  Midler  in  Detroit,  nut 
Ann  Therese  Palmer  in  Chicago 
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DIVA  STARZ: 
HIT  TOYS 
THAT  WILL 
GIVE  A  KID 
THE  TIME 
OF  DAY 


MATTEL:  UP  THE  HILL  MINUS  JILL 


lob  Eckert ,  the  anti-Barad 
ow  running  the  toymaker, 
]  focusing  on 
back-to-basics  game  plan 
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fter  a  four-year  absence,  toymak- 
er Mattel  Inc.  plans  to  start  sell- 
ing one  of  its  classics  again  this 
spring:  the  35-year-old  Rock  'em 
sck  'em  Robots.  As  any  baby  boomer 
members,  that's  the  game  where  ro- 
)ts  box  in  a  miniature  ring  until  one 
;ts  its  little  plastic  head  knocked  off. 
ut  this  time  around,  Mattel  is  also 
•inging  out  Rock  'em  Sock  'em  Robot 
;tion  figures,  as  well  as  a  handheld 
ectronic  game  and  a  video  version  for 
my  Corp.'s  PlayStation  2.  Those  elec- 
onic  takes  on  the  classic  toy  are  a  key 
irt  of  Mattel's  conservative  back-to- 
isics  strategy — one  that  its  new  ceo, 
obert  A.  Eckert,  hopes  will  keep  in- 
;stors  from  demanding  his  head. 
Eckert,  46,  came  to  Mattel  last  year 
'ter  23  years  at  Philip  Morris  Cos.' 
raft  Foods  Inc.  division,  the  last  three 
president.  His  mission:  revive  Mattel 
ter  three  years  of  anemic  earnings  and 


a  disastrous  foray  into  computer  games 
that  cost  his  predecessor,  the  flamboyant 
Jill  E.  Barad,  her  job.  The  new  boss 
wants  to  resuscitate  the  world's  largest 
toymaker  by  emphasizing  such  tried-and- 
true  products  such  as  Barbie  dolls,  Hot 
Wheels  cars,  and  Fisher-Price  toys.  He  is 
pushing  hard  to  increase  the  use  of  tech- 
nology in  Mattel  products.  And  instead  of 
developing  its  own  computer  games, 
Eckert  plans  to  offload  the  risk  by  letting 
other  companies  pay  to  develop  games 
sporting  Mattel's  brand  names.  Finally, 
he  plans  to  tread  warily  into  the  fickle 
field  of  licensing,  where 
toymakers  hitch  their 
products  to  cartoon, 
movie,  or  TV  char- 
acters. "My  philos- 
ophy," he  says,  "is  ' 
to  play  to  the 
strength  of  our  exist- 
ing brands — and  if  we 
get  a  hit,  it's  a  lucky- 
strike  extra." 


LOW-KEY:  Eckert  is  a 
taciturn  executive 
averse  to  quarterly 
earnings  updates 


Mattel  does  seem  to  be  on  the  mend. 
It  reported  17%  higher  profit  from  con- 
tinuing operations  in  the  fourth  quarter 
and  finished  the  year  with  income  before 
special  charges  of  $293.3  million.  Its 
sales  in  2000  rose  2%,  to  $4.7  billion, 
despite  a  1.4%  dip  in  U.S.  toy  industry 
wholesale  revenues.  Sales  of  Mattel's 
biggest  brand,  Barbie,  grew  10%  in  the 
U.S.,  helped  by  the  doll's  redesign  and 
aggressive  merchandising.  Mattel,  for 
instance,  put  200  Barbie  boutiques  in 
Toys  'R'  Us  stores,  and  more  will  follow. 
"Bob's  first  priority  is  to  have  strong 
core  brands  that  take  the  risk  out  of 
business.  Barbie  is  a  great  example  of 
that,"  says  Toys  'R'  Us  Inc.  Chairman 
John  H.  Eyler  Jr. 

This  year,  ana- 
lysts expect  Mattel 
profits  to  rise  about 
18%,  to  $345  million. 
The  stock  has  al- 
ready climbed  from 
about  $10  a  share 
last  summer  to  $18. 
"Eckert  is  trans- 
forming Mattel  from 
a  volatile,  hit-driven 
toy  company  to  a 
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slower-growing  but  more  sta- 
ble consumer-products  compa- 
ny," says  Morgan  Stanley 
Dean  Witter  toy  analyst  Brian 
P.  McGough.  Adds  Ralph  V. 
Whitworth,  a  Mattel  investor 
and  board  member:  "Bob  has 
focused  on  doing  a  lot  of 
smaller  things  right.  He's  just 
what  the  doctor  ordered." 

In  many  ways,  Eckert  is 
the  anti-Barad.  Where  she  was 
known  for  a  hot  temper,  Eck- 
ert is  low-key  and  taciturn. 
Barad  looked  to  splashy  ac- 
quisitions and  new  business- 
es. Eckert  values  proven  prop- 
erties, seeking  only  modest 
new  ventures.  Barad  loved  to 
tell  analysts  how  well  Mattel 
would  do.  By  contrast,  Eckert 
doesn't  provide  Wall  Street 
with  quarterly  earnings  fore- 
casts, although  he  has  said 
that  profits,  percentage-wise, 
should  show  annual  growth  in 
the  low  double  digits  over  the 
next  five  years.  Even  Barad's 
and  Eckhart's  personal  styles 
differ.  While  Barad  wore  eye- 
catching pastel  Chanel  suits 
and  high  heels,  Eckert  pads 
around  Mattel's  El  Segundo 
(Calif.)  headquarters  in  ordi- 
nary khakis  and  polo  shirts. 

One  of  Eckert's  first  moves 
at  Mattel  was  to  clean  up  the 
Learning  Co.  fiasco.  "We  had  a 
tremendous  run  for  a  decade. 
Everything  went  well.  And  8 
then  we  lost  our  focus,"  he  says.  Last 
October  he  ditched  the  money-losing 
computer  game  subsidiary  Mattel  paid 
$3.5  billion  for  in  1998.  He  sold  the  man- 
agement headache  to  Los  Angeles  in- 
vestor Alec  Gores  for  no  cash — only  a 
50%  share  of  future  profits— and  took  a 
$441  million  charge. 
BIG  BET.  Eckert's  conservative  bent 
shows  in  the  volatile  licensing  field, 
where  Mattel  is  more  closely  scrutiniz- 
ing its  deals.  Last  year,  Mattel  renego- 
tiated its  agreement  with  Walt  Disney 
Co.  to  keep  rights  to  such  established 
characters  as  Mickey  Mouse  but  gave 
up  licenses  for  toys  based  on  new  Dis- 
ney films,  some  of  which  have  fared 
poorly.  That  business  went  to  archrival 
Hasbro  Inc. 

But  if  the  property — and  the  price — 
lit,  Eckert  will  go  along.  Prime 
le:  Harry  Potter.  The  ceo  says 
•r  toys  will  have  long-lasting  and  in- 
ternational appeal.  For  the  Potter  li- 
Mattel  is  paying  Warner  Bros. 
Inc.,  maker  of  the  Harry  Potter  movie, 


Remodeling  the  Dollhouse 

Robert  Eckert's  plan  for  returning  Mattel,  the  birth- 
place of  Barbie  and  Hot  Wheels,  to  its  former  glory: 

Speak  tO  Me  Mattel  is  giving  electronic 
speech  and  motion  to  a  wide  range  of  traditional  toys, 
from  Fisher-Price  blocks  to  a  Harry  Potter  dragon  that 
growls  and  coos  (below) 

Hire  a  Specialist  After  the  disastrous 

acquisition  of  Learning  Co.,  Mattel  is  hiring  companies 
to  develop  electronic  games  from  its  franchise  toys 

Selective  Licensing  Mattel  decided  not 

to  license  toys  based  on  new  Disney  movies,  but  kept 
the  rights  to  Mickey,  Minnie,  and  other  older  charac- 
ters. It  also  signed  a  low-cost  deal  for  toys  tied  to  the 
upcoming  Harry  Potter  movie 


15%  of  gross  revenues  while  guaran- 
teeing royalties  of  $20  million,  says 
Playthings,  an  industry  trade  publica- 
tion. By  contrast,  Hasbro  paid  Star 
Wars  creator  George  Lucas  20%  and 
royalties  of  $500  million  for  toys  based 
on  Star  Wars  Episode  I  The  Phantom 
Menace.  (Neither  Mattel  nor  Hasbro 
would  comment  on  licensing  fees.)  Mat- 
tel's first  Harry  Potter  toys — some 
board  games — hit  the  market  late  last 
year.  The  rollout  accelerates  toward  the 
movie's  Nov.  16  opening,  with  col- 
lectibles such  as  the  electronic  dragon 
Roarin'  Snorin'  Norbert.  Although  whis- 
pers at  this  year's  February  Toy  Fair 
trade  show  suggested  that  sales  of  Pot- 
ter toys  may  disappoint,  Eckert  is  opti- 
mistic:   "We're    seeing    very    good 


FIRST  THE 
BOOK...  then 
comes  Harry 
Potter's  Roarin' 
Snorin'  Norbert 
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sell-through  from  retailers. 
Mattel  is  also  betting  big  o 
embedded  computer  chips  an 
voice  recordings.  Mattel  Girl 
Div.  head  Adrienne  Fontanel! 
had  a  hit  last  year  with  Div 
Starz,  a  line  of  doe-eyed  doll 
that  came  with  an  internal  clock. 
Put  an  evening  gown  on  one  in 
the  morning  and  it  says,  "Girl,  it 
is  way  too  early  for  that  dress.' 
At  $29.99,  they  were  last  year's 
top-selling  new  doll,  says  sales 
tracker  npd  Group.  Some  809? 
of  the  toys  in  Mattel's  kiddie; 
toy  division,  Fisher-Price,  now 
have  an  electronic  component 
Five  years  ago,  only  20%  did 
Even  a  plain  wooden  wheelbar 
row  now  talks  when  prompted 
"Electronics  are  the  biggesi 
change  we've  had  in  the  indus 
try  in  years,"  says  division  heai 
Neil  Friedman. 

There's  a  risk  that  Matte 
could  overdose  on  chips.  It 
$100  Miracle  Moves  Baby  dol 
introduced  last  year,  had  sen 
sors  all  over  its  body  and  re 
acted  to  human  touch  by  coo 
ing,  burping,  or  falling  aslee 
Too  pricey  to  sell  well,  it  wa; 
yanked  from  the  market  to  b 
reintroduced  this  year  with  ha 
the  sensors,  at  half  the  price 
FULL  TOY  CHEST?  The  comp; 
ny  does  seem  to  have  learne* 
its  lessons  in  computer  games 
I  though.  Mattel  will  stay  in  th 
■  business  but  won't  go  it  alone 
This  year,  it  signed  deals  to  have  com 
puter  game  makers  Vivendi  Universa 
and  t-hq  Inc.  develop  games  based  oi 
brands  such  as  Barbie  and  Hot  Wheels 
Mattel  gets  a  cut  of  sales  and  spends  n 
money  up  front. 

There  are  risks  with  Eckert's  mode 
For  one,  nostalgia  products  may  mis 
the  mark.  The  market  could  ge 
swamped,  too — Hasbro  is  already  dust 
ing  off  its  own  standbys,  such  as  Tinke 
Toys.  And  the  big  move  into  electronic 
could  short-circuit — kids,  after  all,  ol 
ten  prefer  playing  with  just  their  imag 
ination.  Andrew  Segal,  a  real  estate  ir 
vestor  in  Houston,  says  his  son  Samu< 
quickly  tired  of  a  Fisher-Price  toy  phon 
that  made  funny  sounds:  "If  somethin 
makes  a  lot  of  noise,  he  knows  it's 
toy  and  it  becomes  uncool,  even  in  th 
realm  of  a  14-month-old."  Eel 
ert  has  begun  to  reassure  ir 
vestors.  Now  if  he  can  also  satist 
those  toddlers,  he'll  have  it  made. 
By  Christopher  I'iiIihc 
in  Los  AngeU 
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The  thing  about  trees  is,  you 

can  be  miles  from  the  forest 

and  they  still  touch  you. 


rees  can  provide  the  roof  over  your  head. 
The  floor  under  your  feet.  The  paper  your 
favorite  book  is  written  on  and  the  chair 
you  sit  on  while  you  read  it.  At  Weyerhaeuser  we 
plant  over  100  million  new  seedlings  every  year  to 
replenish  the  forests  that  provide  thousands  of 
products  like  these,  and  that  help  keep  our  air  and 
water  clean.  That  way  we'll  never  run  out  of  trees. 
And  no  matter  where  you  are,  the  forest  will  never 
be  more  than  an  arm's  length  away. 


/\  Weyerhaeuser 


The  future  is  growing' 
www.weycrhaeuscr.com 


BIG,  BOLD  BUSINESS  SOLUTION 


Now  you  can  have  the  power  of  sophisticated 
business  solutions  that  fit  your  needs  precisely. 
Forget  the  complexity  and  expense  of  scaled- 
down  software  designed  for  mega  operations. 
Frontstep  specializes  in  solutions  for  midsize 
manufacturers,  distributors  and  divisions  of 
Fortune  1000  companies. 

Collaborate  and  Win 

Think  how  your  customers  will  appreciate  fast, 
trouble-free  ordering  and  fulfillment  via  the 
Internet.  Consider  how  instant  access  to  sales, 
service  and  order  information  can  empower 


your  selling  channels.  Make  real-time  synch  ie t< 
nization  of  supply  chains  a  practical  reality, 
your  business  more  efficiently  by  automatii 
your  most  demanding  processes.  And  tie  it 
together  into  a  single,  easy  to  manage  solu 


Get  Up  and  Running  Faster 

Frontstep  solutions  take  a  fraction  of  the  u 
time  to  implement  and  can  be  installed  all 
once  or  one  step  at  a  time-whatever  works 
for  you. 


■ 


IHAT  ARE  JUST  YOUR  SIZE 


ie  to  the  Pros 


ty.1 


irks 


more  than  20  years  experience  in  distribu- 
and  manufacturing  and  with  over  4,000 
>mers  worldwide,  Frontstep  stands  alone  in 
rstanding  and  meeting  the  special  needs 
day's  movers  and  makers.  Our  proven  track 
d  of  delivering  practical  solutions  to  corn- 
business  requirements  speaks  for  itself. 


Free  CD 

Call  us  toll-free  to  request  a 

CD  of  customer  success 

stories  at  1-866-FRONTSTEP, 

or  go  to  www.frontstep.com/success 


TM 


Big  Business  Solutions  for  Midsize  Movers  and  Makers" 


How  the  world's  most 
powerful  corporation 
plans  to  dominate  the 
new  age  of  oil  exploration 

he  important  visitor  from  the 
east  landed  in  his  jet  and  taxied 
to  a  private  hangar  at  the  edge 
of  the  airport.  There,  he  was 
bundled  into  a  limousine  and 
driven  to  a  secluded  location. 
Guards  met  him  at  the  door  of  a  fortress-like 
building  and  ushered  him  into  an  elevator. 
The  doors  slid  open,  and  he  made  his  way 
through  a  series  of  anterooms  into  an  office 
where  The  Man  waited  at  a  desk  beneath  a 
painting  of  a 

UOVGr  OlOry  ger.  The  visi- 

tor flashed 
his  most  disarming  smile,  knowing  full  well  it 
wouldn't  do  him  any  good.  The  Man,  as  al- 
ways, would  be  courteous  but  implacable.  "If 
he  gives  his  word,  which  he  is  reluctant  to  do, 
he  will  keep  it,"  the  visitor  said  later.  "But  he 
is  very  difficult  to  deal  with." 

The  Man  is  not  a  head  of  state,  but  the 
distinction  is  academic.  He  is  Lee  R.  Ray- 
mond, the  chairman  and  chief  executive  of 
Exxon  Mobil  Corp.,  the  largest  and  arguably 
the  most  powerful  corporation  in  the  world  to- 
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By  Anthony  Bianco 


NORTH  AMERICA 


KING  OF 
THE  WORLD 

Exxon  Mobil's  vast,  geographically 
diversified  array  of  oil  and  gas 
properties  is  the  envy  of  the  industry 
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Exxon's  output  already 
exceeds  that  of  most  opec 
nations-and  it's  going  up 

day.  "It's  a  good  time  to  be  Exxon,"  acknowledges  Raymond, 
62,  a  career  Exxon  exec  who  won  the  top  job  in  1993.  "But 
it's  a  great  time  to  be  Exxon  Mobil."  Exxon's  purchase  of  Mo- 
bil in  1999  for  what  now  looks  to  be  a  bargain  $83  billion  was 
the  largest  oil  acquisition  ever. 

Exxon's  clout  is  not  just  a  function  of  its  overwhelming  size 
and  wealth,  nor  of  its  central  position  in  the  most  strategic  of 

industries — oil.  At  a 
time  when  so  many 
Internet  growth 

schemes  have  been 
exposed  as  sheer  fantasy,  Exxon  Mobil  is  bruising,  hard-bit- 
ten capitalism  exemplified.  Exxon  "is  a  machine,  and  it  grinds 
its  own  way,"  says  our  VIP  visitor.  "They  only  have  one  way 
of  doing  things:  the  most  efficient,  with  the  least  risk.  They 
want  to  see  the  studies.  If  the  studies  are  yours,  they  want  to 
redo  them.  They  have  a  clear  line  of  sight  to  the  target." 
Exxon's  aim  was  never  truer  than  in  2000.  Its  $17.7  billion  in 
net  income  was  the  most  ever  earned  by  a  corporation, 
and  its  $232.7  billion  in  revenues  vaulted  it  back  to  the 
top  of  the  list  of  America's  biggest  companies. 
GEARING  UP.  Even  so,  2001  marks  the  start  of  a  chal- 
lenging new  era  for  the  oil  behemoth,  which  is  based  in 
Irving,  Tex.  For  nearly  two  decades  now,  Exxon  has  re- 
duced and  retooled  its  way  to  superior  returns  in  a  fi- 
nancially undisciplined  industry.  Even  the  Mobil  deal 
was  as  much  an  efficiency  play  as  an  expansion  move;  to 
aymond  has  squeezed  $4.6  billion  in  cost  savings 
out  of  the  combined  companies.  Late  last  year,  though, 
10  slipped  his  company  into  internal  growth  mode. 
st  time  since  the  late  1970s,  Exxon  is  gearing 
up  to  expand  its  output  of  oil  and  gas,  which  already  ex- 


ceeds that  of  most  opec  nations.  "The  industry  is  going  througl 
another  major  expansion  cycle  driven  by  geopolitics  and  tech 
nology,"  Raymond  explains.  "We  have  opportunities  today  w< 
could  not  have  envisioned  10  years  ago." 

Exxon  Mobil  excels  at  both  the  grimy  art  of  petroleum  pre  l  ■ 
duction  and  the  high-tech  science  of  oil  exploration.  Its  vast  < 
geographically  diversified  array  of  oil  and  gas  properties  is  th  W 
envy  of  the  industry.  "Just  to  read  the  list  makes  you  sali 
vate,"  says  John  J.  O'Connor,  Texaco  Inc.'s  exploration  an  P  ft 
production  chief.  And  yet,  for  all  Exxon  Mobil's  advantages  kik 
there  exists  deep  skepticism  in  the  industry  that  this  lines  tttf 
descendent  of  John  D.  Rockefeller's  Standard  Oil  Co.  can 
fact,  grow.  "It's  one  thing  for  Exxon  to  say  they  are  going  t  fc 
do  something  and  another  to  do  it,"  says  Gene  Van  Dyk< 
president  of  Vanco  Energy  Co.,  a  Houston-based  independen 
"They  are  going  to  have  a  hard  time." 

Some  of  the  skepticism  is  rooted  in  resentment  of  what 
widely  described  as  Exxon's  arrogance.  "I  have  a  lot  of  r< 
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iect  but  not  much  affection  for  Exxon,  as  do  a  lot  of  people 
the  industry,"  says  a  well-connected  oil  consultant.  "Exxon 
ids  modesty  an  unbecoming  virtue."  It's  not  for  nothing  that 
e  plush  senior  management  suite  at  Exxon's  headquarters 
known  within  the  industry  as  "the  God  pod." 
The  enmity  of  its  peers  can  have  adverse  consequences  for 
xxon,  since  even  the  largest  producers  band  together  in 
irtnerships  to  spread  the  risk  of  exploration  and  develop- 
ent  projects.  But  the  real  issue  isn't  Exxon's  unpopularity 
ith  its  competitors  or  even  with  the  American  public  but 
hether  this  lordly,  inward-directed  colossus  formerly  known 
Standard  Oil  of  New  Jersey  can  muster  the  creativity 
id  finesse  to  adapt  to  today's  rapidly  evolving  energy  mar- 
its.  "A  culture  of  radical  cost  reduction  is  not  particularly 
iendly  to  a  culture  of  innovation  and  new-business  building," 
gues  Jeffrey  K.  Skilling,  ceo  of  Enron  Corp. 
Over  the  1990s,  more  and  more  governments  around  the 
obe  opened  domestic  energy  markets  to  outside  invest- 
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ment  and  increasingly  let  those  markets  operate  freely.  By 
the  late  1990s,  the  scale  of  the  resulting  opportunities  had  left 
even  the  largest  oil  companies  feeling  undersized.  Exxon's  ac- 
quisition of  Mobil  was  just  the  largest  in  a  series  of  mega- 
mergers  by  which  the  big  got  even  bigger  over  the  past 
few  years.  But  at  the  same  time,  all  sorts  of  specialized  new 
companies  have  flowered  forth  from  the  cracks  that  deregu- 
lation opened  in  the  Big  Energy  monolith,  including  the  op- 
portunistic new  breed  of  trading-minded  wholesaler  shoved 
into  the  spotlight  by  California's  electricity  debacle. 
ULTIMATE  THREAT.  Today's  increasingly  globalized  energy  mar- 
kets are  pregnant  with  profit,  but  they  also  are  more  complex 
and  more  volatile  than  ever.  To  an  established  giant  like 
Exxon,  though,  the  ultimate  threat  probably  lies  in  the  emer- 
gence of  a  disruptive  new  fuel  technology.  A  cost-effective  al- 
ternative to  hydrocarbons  is  the  Holy  Grail  in  a  growing  num- 
ber of  research  labs.  In  the  1970s  and  '80s,  Exxon  itself 
invested  well  over  $1  billion  in  a  fizzled  attempt  to  develop  al- 
ternative energy  sources.  Exxon  Mobil  continues  to 
collaborate  with  General  Motors,  Toyota  Motor,  and 
others  to  develop  fuel-cell  technology,  but  this  is  prob- 
ably best  characterized  as  a  hedge  against  the  company's 
massive  wager  that  demand  for  oil  and  gas  will  contin- 
ue to  increase  steadily  to  2010  and  beyond.  Says  Ray- 
mond: "I  don't  think  alternative  energy  sources  are 
going  to  be  cost-competitive  for  a  long  time  to  come." 
Exxon  does  have  an  impressive  record  of  technical 
innovation  in  oil  and  gas.  "I  am  a  strong  believer  that 
you  have  to  be  on  technology's  leading  edge,"  says 
Raymond.  He  likens  the  magnitude  of  the  technologi- 
cal challenge  of  extracting  oil  from  the  ocean  depths  to 
manned  space  travel.  Raymond,  who  has  a  bachelor's 
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degree  and  a  doctorate  in  chemical  engineering,  is  the  latest 
in  a  long  line  of  engineers  to  run  Exxon. 

The  company's  growth  plan  is  a  calculated  bet  on  a  long-es- 
tablished but  treacherously  volatile  commodity.  Since  mid- 
1998,  the  price  of  crude  oil  has  soared  from  $10  a  barrel  to  a 
high  of  $35  and  now  goes  for  about  $26.  The  average  price 
from  1990  to  '99  was  $18,  a  mark  that  Exxon's  management 
believes  will  be  comfortably  exceeded  over  the  current  decade 

as  worldwide  con- 
sumption of  oil  in- 
creases at  2%  a  year 
and  natural  gas  in  ex- 
cess of  3%.  The  company's  goal  is  to  grow  at  about  the  same 
rate,  raising  its  daily  capacity  from  4.3  million  oil-equivalent 
barrels  (this  includes  natural  gas)  to  5  million  by  2005. 

There  was  a  time  when  the  prospect  of  renewed  empire- 
building  by  Exxon  would  have  sent  shivers  through  the  pop- 
ulace. It  is  a  measure  of  the  current  concern  over  the  price 
and  availability  of  petroleum  that  the  company's  expansion 
plans  have  mollified  its  most  vociferous  Congressional  critic, 
Senator  Charles  Schumer  of  New  York.  Schumer,  a  liberal, 
was  berating  Exxon  just  a  few  months  ago  for  not  moving 
more  aggressively  to  add  to  its  reserves  of  oil  and  gas. 
"OUTMODED  IDEA."  If  the 
Bush  Administration  were 
to  succeed  in  persuading 
Congress  to  open  the  Arc- 
tic National  Wildlife  Re- 
serve to  drilling,  Raymond 
would  be  there  with  bells 
on.  But  Raymond  has  noth- 
ing but  scorn  for  the  politi- 
cally fashionable  notion  of 
promoting  national  energy 
s'  lf-sufficiency.  "The  idea 
that  this  country  can  ever 
again  be  energy  indepen- 
dent is  outmoded  and  prob- 
ably was  even  in  the  era 
of  Richard  Nixon,"  he  says. 
"The  point  is  that  no  in- 
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dustry  in  the  world  is  more  globalized  than  our  industry! 
In  many  industries,  3%  annual  growth  would  be  a  let 
down,  but  for  an  oil  company  of  Exxon  Mobil's  heft,  it  is 
momentous  undertaking  fraught  with  risk  and  uncertainty 
Just  maintaining  existing  production  capacity  requires  ir 
tensive  development  because  the  output  of  mature  field 
tends  to  diminish  by  7%  to  8%  a  year.  To  offset  this  shrinkag 
and  add  3%  on  top  will  require  Exxon  to  pursue  dozens  c 
costly  development  projects.  In  2001  alone,  the  compan 
plans  to  invest  about  $10  billion  in  exploration  and  productioi 
And  a  growing  portion  of  the  new  flow  must  come  froi 
wells  sunk  into  the  ocean  floor  at  depths  of  up  to  5,000  feet  i 
the  territorial  waters  of  Third  World  countries  where  povei 
ty  and  political  turmoil  are  the  only  constants. 

At  the  same  time,  Exxon  also  must  step  up  its  hunt  for  ne 
reserves  in  many  of  these  same  problematic  locales.  To  remai 
in  business  long  term,  an  oil  company  must  replace  the  r< 
serves  it  extracts  for  sale  with  an  equal  volume  of  new  di: 
coveries.  In  Exxon's  case,  it  must  find  1.6  billion  barrels  a  yes 
just  to  stay  even.  What  is  more,  it  must  add  these  yolum< 
cost  effectively  to  have  any  hope  of  turning  a  profit.  This  is  oi 
area  where  Exxon's  technical  expertise  has  really  worked  to  i 
advantage.  The  company's  finding  costs  in  2000  averaged  ju 

65#  a  barrel,  compared  wit 
$4  in  the  1980s. 

If  a  company  wants  i 
boost  its  future  productio 
it  must  first  achieve  a  s 
called  replacement  rate 
well  above  100%.  In  oth< 
words,  the  only  reason  th 
Exxon  Mobil  is  now  in 
position  to  add  to  its  ou 
put  is  that  for  the  pa 
seven  years  in  a  row  it  h 
discovered  more  new  ( 
and  gas  than  it  h 
pumped.  This  translates 
an  average  annual  replac 
ment  rate  of  120%- 
marked  improvement  <>\ 


I  "IVsagood 
time  to  be 
Exxon.  But  it's 
a  great  time 
to  be  Exxon 
Mobil" 


CHAIRMAN  RAYMOND  IS  A  SELF- 
DESCRIBED  MICRO-MANAGER 


•ave  it  to  Sony  to  introduce  a  Slimtop  Pen  Tablet  that 
lows  you  to  paint,  sketch,  erase  and  draw  using  a  stylus  and 
>ur  Slimtop  screen  In  the  same  way  you  would  use  a  pencil 
id  a  pad.  The  dual  hinge  LCD  screen  lets  you  use  it  flat  or 
>right.  But.  unlike  a  pad.  this  Pen  TaPlet  also  lets  you 
e  image  editing  software  like  Picture  Toy1"  and  Adobe 
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Photoshop1"  LE.  and  video  editing  software  like  MovieShaker™ 
and  Adobe  Premiere1-'  LE.  Even  surf  the  Internet,  or  navigate 
Windows'-1  based  applications  including  PowerPoint®.  You'll 
enjoy  easy  connectivity  to  Sony  digital  cameras  and 
camcorders.  In  short,  do  everything  you  used  to  do  with  a 
pencil.  Except  break  the  lead. 
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Finally,  technology  has  discovered  what  the  pencil  knew  all  along. 
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the  company's  89%  rate  for  the  preceding  six  years. 
In  the  end,  of  course,  profitability  depends  on  price  as  well 
as  cost.  Exxon  may  be  the  largest  private-sector  oil  producer, 
but  with  5.6%  of  the  world's  output  of  77  million  barrels  a  day, 
it  has  nowhere  near  enough  clout  to  set  prices.  The  Organi- 
zation of  Petroleum  Exporting  Countries  (opec)  not  only  ac- 
counts for  about  40%  of  world  production  but  can  adjust  its 
output  to  influence  market  price.  By  contrast,  even  the  largest 

oil  companies  feel  that 
they  must  operate  flat- 
out  all  the  time  to 
maximize  shareholder 
wealth.  Harry  J.  Longwell,  Exxon's  senior  vice-president  for 
exploration  and  production,  says  that  even  in  high-cost  regions 
of  the  world,  the  company  will  be  able  to  earn  an  attractive 
return  on  its  investments  in  new  capacity  as  long  as  oil  prices 
remain  "in  the  mid-teens  to  the  high  teens." 
"OLD  CULTURE."  In  the  1990s,  Exxon  changed  the  very  mea- 
sure of  oil-patch  macho  as  the  exacting  Raymond  showed  the 
industry  that  what  really  counts  was  not  how  much  product 
you  pump  from  the  ground  but  how  efficiently  you  deploy 
capital.  However,  in  shifting  its  emphasis  to  growth,  Exxon 
now  is  following  the  industry,  not  leading  it.  Most  of  its 
competitors — including  fellow  "supermajors"  Royal  Dutch/Shell 
and  BP  Amoco — already  have  set  out  to  raise  their  annual 
production  by  3%,  5%,  or  more.  If  OPEC  sustains  its  recent  de- 
cision to  trim  output,  the  cartel  will  cede  market  share  to  the 


companies.  If  it  doesn't 
competition  is  likely  to  es 
calate  to  a  level  of  ferocitj 
not  seen  since  the  1970s. 

To  merely  maintain  mar 
ket  share  in  an  era  of  gen 
erally  expanding  supplj 
puts  a  premium  on  sales 
manship,  which  is  no 
Exxon's  strong  suit.  The 
give-and-take  of  dealmak 
ing  has  never  come  natu 
rally  to  the  sovereign  state 
of  Exxon,  accustomed  as  i 
is  to  using  its  superior  tech 
nology  and  financial  muscl< 
to  dominate  not  only  riva 
companies  but  whole  coun 
tries.  "Read  Titan  (Rof 
Chernow's  Rockefeller  bil 
ography)  again,"  says  an  oill 
industry  adviser  who  count| 
Exxon  among  his  clients 
"There  are  sections  in  therJ 
on  the  old  culture  of  Stan 
dard  Oil  that  still  describ  I 
Exxon  to  a  T  It  is  very  in  I 
ward-looking  and  suspicious  of  outsiders." 

Many  oil  industry  analysts  applauded  its  union  with  Mobi  I 
as  a  combination  of  dissimilar  but  complementary  compa  I 
nies  that  might  have  the  effect  of  loosening  Exxon  up  a  bil  I 
Where  Exxon's  historic  strengths  lay  in  finance  and  eng  I 
neering,  freewheeling  Mobil  long  ranked  among  the  industry'  I 
most  accomplished  dealmakers  and  marketers.  Its  panach  I 
was  personified  by  its  globe-trotting  ceo,  Lucio  A.  Noto,  anil 
tive  New  Yorker  renowned  from  Riyadh  to  Jakarta  for  hi  I 
high-octane  energy  and  charm. 

Although  Raymond  freely  acknowledged  his  admiration 
Noto,  he  stuck  him  with  the  honorific  title  of  vice-chairma| 
and  did  not  give  him  much  to  do.  Throughout  the  senic 
management  ranks,  the  Mobil  managers  who  remained  ger 
erally  were  subordinated  to  their  Exxon  counterparts,  with  th 
exception  of  petroleum  refining  and  marketing.  Eugene  Rer 
na,  Mobil's  president  and  chief  operating  officer,  was  put  il 
charge  of  these  "downstream"  businesses,  operating  out  of  M<| 
bil's  old  corporate  headquarters  in  Fairfax,  Va.  Some 
Exxon's  own  downstream  executives  lost  their  jobs,  and  mo^ 
of  those  who  remained  were  required  to  move  from  Texas 
Virginia,  underscoring  Renna's  authority.  At  retail,  the  ne^ 
company  maintained  both  Exxon  and  Mobil  stations,  allo\ 
Mobil's  winged  horse  to  coexist  with  Exxon's  tiger. 

But  even  in  Fairfax,  the  hope  of  some  Mobil  executives  f(| 
a  "merger  of  equals"  died  a  quick  death.  Shortly  after  tl 
merger  closed  in  late  1999,  a  memo  went  out  from  headquarteil 
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ordering  the  installation  of  an  electric  sign  with  a  radar  speed 
gun  on  the  long  driveway  leading  into  the  Fairfax  building. 
"The  people  most  upset  were  the  Exxon  folks  who'd  trans- 
ferred from  Texas  and  thought  they  were  coming  to  a  looser 
environment,"  says  a  former  Mobil  manager.  So  many  howls  of 
complaint  went  up  that  the  sign  was  taken  down  after  a  few 
days.  Even  so,  there  was  no  question  where  ultimate  authori- 
ty resided.  Exxon's  dominance  of  Exxon  Mobil  was  under- 
scored on  Jan.  31  when 
Noto,  62,  announced 
his  retirement. 

Despite  its  size,  de- 
cision-making at  Exxon  remains  highly  centralized.  Raymond, 
a  self-described  micro-manager,  has  been  known  to  personal- 
ly involve  himself  in  big  deals  of  all  kinds.  After  the  cata- 
strophic Valdez  tanker  oil  spill  in  1989,  Raymond  spent  much 
of  the  next  two  years  in  Alaska  directing  efforts  to  negotiate 
a  settlement  of  criminal  charges  brought  by  the  state  and  fed- 
eral governments.  Raymond,  who  was  president  and  chief 
operating  officer  at  the  time,  so  thoroughly  immersed  himself 
in  the  legal  details  of  the  case  that  he  relegated  Exxon's 
lawyers  to  the  periphery. 

FIERCE  LITIGANT.  However,  the  rigorous,  dry-eyed  approach 

that  makes  Raymond  so  effective  in  many  business  settings 

does  not  play  nearly  so  well  in  the  public  arena.  Exxon 

paid  out  $1.1  billion  to  settle  the  Valdez  charges  with  the 

government  and  another  $2.2  billion  to  clean  up  the  oil  but 

still  emerged  looking  like  a  villain  to  many  when  Raymond 

drew  the  line  at  paying  the  $5  billion  in  punitive  damages 

levied  against  it  by  an  Alaskan  court.  The  company's  position 

is  that  the  spill  was  an  accident  and  that  Exxon  should  not 

be  punished  for  something  beyond  its  control.  Exxon  is  a 

fierce  litigant  (page  70),  but  even  the  company's  relations 

with  Wall  Street  are  chilly.  At  Exxon's  annual  analyst  brief- 

'Inymond  is  famously  combative.  Says  Fadel  Gheit,  a 

veteran  analyst  at  Fahnestock  &  Co.:  "Every  time  you  see  a 

punk  analyst  challenge  Raymond,  he'll  slap  him  down. 

of  years  ago,  he  zapped  me,  too." 

In  terms  of  Exxon's  growth  plans,  the  key  issue  now  is 

i  '  hant  for  centralized  control  will  play  out  in  the 

entrepreneurial  business  of  natural  gas.  The  industry  owns 
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enormous  reserves  of  gas,  which  is  coming  into  its  own  as  i 
cleaner-burning  alternative  to  coal  and  oil.  The  problem  is  tha 
most  of  it  lies  under  forbidding  terrain,  far  from  potential  cus 
tomers.  Exxon,  for  example,  has  gas  fields  in  Turkmenistai 
from  which  it  hopes  to  service  booming  gas  consumption  ii 
eastern  China.  Pipelines  must  be  built,  and  undergroum 
oceans  of  the  stuff  converted  into  liquid  natural  gas  (lng)  fo: 
transport  by  ship.  To  justify  these  costly  capital  project; 
producers  are  competing  fiercely  to  sign  utilities  and  other  bij 
users  to  long-term  contracts. 

Gas  marketing  was  the  old  Exxon's  glaring  weakness.  Muc] 
of  its  production  came  through  partnership  arrangements  ii 
which  the  gas  already  was  committed  to  buyers  under  long 
term  contracts.  In  other  words,  zero  salesmanship  was  re 
quired,  least  of  all  by  Exxon,  which  often  was  a  passive  part 
ner  in  these  joint  ventures.  Even  its  most  lucrative  gas  assel 
the  vast  Groningen  gas  works  in  the  Netherlands,  was  (an 
still  is)  operated  by  Royal  Dutch/Shell  Group.  Mobil,  on  the  otl 
er  hand,  has  made  gas  its  forte.  In  Indonesia's  province  c 
Aceh,  Mobil  built  an  lng  complex,  PT  Arun,  that  has  cor 
tributed  disproportionately  to  its  profits  ever  since  it  opened  i 
the  mid-1970s.  Industry  insiders  theorize  that  Mobil  was  drive 
into  Exxon's  arms  by  its  inability  to  prepare  for  the  eventus 

exhaustion  of  the  fields  thi 
supply  FT  Arun  by  develop 
ing  a  new  "core  asset"  c 
comparable  profitability. 

Exxon  has  yet  to  rea 
any  dramatic  benefit  froi 
Mobil's  high-powered  ga; 
marketing  arm.  In  fact,  B 
Amoco  just  aced  Exxo 
Mobil  out  in  China,  whic 
is  widely  considered  the  I 
Dorado  of  future  gas  coi 
sumption.  On  Mar.  20,  I 
was  chosen  by  China  N; 
tional  Offshore  oil  Corp, 
help  build  China's  first  l.N 
receiving  terminal.  Th 
gives  HI'  a  leg  up  in  the  01 


I  Natural  gas 
was  the  old 
Exxon's  weak 
spot.  Mobil,  on 
the  other  hand, 
has  made  gas 
itsforte 
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PUAn     ^  water  pump  built  by  Exxon  Mobil.  Environmental  and  human  rights 
unuu     groups  want  the  company  to  do  more  to  improve  the  lot  of  locals 


going  bidding  for  the  20-year  contract  to  supply  the  new 
terminal  with  lng.  "Exxon  now  has  the  knowledge  of  how  to 
develop  an  LNG  business  that  it  probably  did  not  have  before," 
says  Nancy  Vaughn,  director  of  upstream  services  for  Pe- 
troleum Finance  Co.  "But  the  fact  is,  they  haven't  been  able 
to  make  a  move  on  any  of  their  big  projects." 

Meanwhile,  there  is  no  better  illustration  of  the  geopolit- 
ical risks  inherent  in  Exxon's  growth  strategy  than  its  Mar.  13 

decision    to    suspend 
production    at    Arun 
and  evacuate  its  em- 
ployees there  because 
of  escalating  violence  directed  against  it  by  separatist  Aceh 
rebel  forces.  The  shutdown  has  strained  the  company's  rela- 
tions with  the  Indonesian  government,  which  is  heavily  de- 
pendent on  gas  revenues.  It  is  not  clear  when,  or  even 
whether,  Exxon  Mobil  will  return  to  Arun,  which,  by  the  com- 
pany's estimate,  has  about  10  years  of  reserves  remaining. 
SAKHALIN  SNAFUS.  Indonesia  is  the  only  place  where  Exxon 
is  caught  in  the  crossfire  of  armed  conflict,  but  testy  dealings 
with  host  governments  are  nothing  new  for  the  company.  In 
1995,  Exxon  and  several  partners  negotiated  a  preliminary 
agreement  with  the  Russian  government  to  develop  a  big  oil 
and  gas  find  off  Sakhalin  Island,  near  Japan.  About  the  same 
time,  Royal  Dutch/Shell  joined  a  separate  group  in  a  similar 
project  on  a  nearby  offshore  block.  Exxon's  project,  Sakhalin 
1,  has  been  plagued  from  the  start  by  operating  snafus  and 
disputes  with  authorities  while  Shell's  venture,  Sakhalin  2, 
has  proceeded  smoothly.  "Work  with  Exxon  goes  on  with 
great  difficulty  and  with  much  friction,"  complains  Valery  Z. 
Garipov,  Russia's  Deputy  Energy  Minister.  "Shell  is  more  ac- 
tive and  more  flexible  than  Exxon." 

Exxon  says  that  the  Sakhalin  1  consortium  already  has  in- 
vested $500  million  and  plans  another  $150  million  in  outlays 
this  year.  The  company  concedes  that  its  gas-development 
plans  have  been  slowed  by  its  inability  to  find  buyers  in 
Japan  and  China.  However,  it  blames  the  Russian  government 
for  holding  up  its  oil  prospecting.  In  Exxon's  view,  existing 
legislation  authorizing  production-sharing  agreements  needs  to 
be  amended  to  shore  up  the  assurances  given  foreign  oil 
tn  a  recent  speech,  Longwell  said  that  one  of  the 
biggest  obstacles  to  oil  development  throughout  the  world  is 


that  many  countries  "don' 
appreciate  the  importance 
speed    and    do    not    mov 
quickly  to  resolve  problems 
Longwell  did  not  singl 
out  Russia,  but  he  hardH 
needed    to.    By    Wester 
standards,     the     Russia^ 
approach    to    business    i 
highly      politicized      am 
exasperatingly      improvi 
sational.  Yet  other  foreig 
oil  companies  operating  i 
Russia  have  been  willing  t 
proceed  without  the  degre 
of  contractual  clarity  tha 
Exxon   demands.   "Exxo 
has  a  different  approac 
than  the  rest  of  us,"  say 
a   Western    oil    executiv 
based   in   Moscow.   "The 
like     to     see     everythin 
signed  on  the  dotted  line. 
In    Indonesia,    Angol 
Chad,  and  other  countrie 
Exxon's  dealings  have  be< 
further  complicated  by  co: 
flict  with  environmental  and  human  rights  groups.  In  genen 
the  company's  critics  want  it  to  do  more  to  ensure  that  its 
vestments  improve  the  lot  of  the  average  citizen,  rather  th 
funding  arms  purchases  or  lining  the  pockets  of  corrupt  officii 
As  a  practical  matter,  oil  companies  are  not  in  a  position  to  aj 
itate  for  social  change  in  countries  where  they  operate  as 
censees  of  the  existing  regime.  But  Exxon,  in  contrast  t 
such  self-styled  industry  progressives  as  bp  and  Shell,  rare 
even  deigns  to  make  symbolic  gestures  in  support  of  hums 
rights  campaigns.  "Exxon  is  so  consistently  recalcitrant  that  it 
almost  funny,"  says  Arvind  Ganesan  of  Human  Rights  Watc 
Raymond  brushes  aside  such  criticism  as  naivete.  "TI 
biggest  thing  this  company  can  bring  to  some  of  these  cou; 
tries  is  the  opportunity  to  see  capitalism  and  the  free  mark 
work,"  he  says.  "Am  I  comfortable  with  everything  the  go 
ernment  of  Chad  does?  No.  Am  I  comfortable  with  the  co: 
cept  that  we're  now  going  to  give  the  Chadian  people  an  o; 
portunity  to  improve  their  lot  through  economic  developmen 
Extremely  comfortable."  In  October,  Exxon  began  construj 
tion  of  a  650-mile  oil  pipeline  that  will  cut  through  Carnero- 
to  the  Atlantic.  Exxon  estimates  the  project  will  create 
much  as  $8.5  billion  in  economic  value  for  Chad,  the  worlc] 
fifth-poorest  country,  over  its  25-year  life. 

Chad  is  far  from  Exxon's  biggest  project,  but  it  exemp 

fies  the  indomitability  th 
emerges,  in  the  final  anal| 
sis,  as  the  company's  def 
ing  attribute.  Exxon  di| 
covered  oil  in  Chad 
1969,  but  it  took  31  yes 
to  put  together  a  cost- 
fective  and  politically  aij 
environmentally  acceptat 
project.  "Exxon  has  alwal 
tried  to  look  through  t( 
cycle  to  the  long-term 
damentals,  recognizing  tl 
the  lifeblood  of  the  comd 
ny  is  capital  investment 
Raymond  says.  "You  haj 
to  be  very  careful  in  he 
you  manage  your  capilj 


\  Exxon's 
profit  gusher 
may  slow  this 
year,  but  it's 
unlikely  that 
Shell  or  BP  will 
catch  up 
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through  June  30,  2001. 


To  achieve  your  goals,  you'll 
go  to  great  lengths.  And 
we're  here  to  take  you  there 
comfortably  and  hassle-free. 
We  fly  nonstop  from  14*  U.S. 
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resources,  because  if  you  make  a  mistake,  it  lasts  for  a 
long,  long  time." 

Exxon's  gusher  of  profit  will  diminish  this  year  if  oil  and 
gas  prices  remain  below  the  levels  of  2000.  The  company 

might  fall  short  of  its 
goal  of  3%  production 
growth  this  year — and 
next.  But  even  if 
Exxon  fails  to  measure  up  to  the  standards  it  has  set  for  it- 
self, it  is  unlikely  that  Shell,  BP,  or  any  other  competitor  will 
overtake  it.  "It  would  take  an  extraordinary  performance  to 
catch  Exxon,"  concedes  O'Connor  of  Texaco,  which  is  merg- 
ing with  Chevron  Corp.  to  form  the  world's  fifth-largest  oil 
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company  There  is  no  question  that  Exxon's  insistence  on  do- 
ing things  its  way  breeds  conflict  most  everywhere  it  goes 
But  this  is  one  American  company  capable  of  a  continuity  ol 
approach  and  a  tenacity  of  purpose  that  makes  even  the 
institutions  of  government  seem  transitory  by  comparison. 
With  Stephanie  Anderson  Forest  in  Dallas,  Stanley  Reet 
in  London,  Catherine  Belton  in  Moscow,  Alyssa  Webb  ir 
Beijing,  and  Jonathan  Wheatley  in  Sao  Paulo 


BusinessWeek  online 


For  an  interview  with  Lee  Raymond,  go  to  the  Apr.  9 
issue  online  at  www.businessweek.com 


WHEN  BIG  OIL  GETS  TOO  SLICK 


Exxon  Mobil  has  few  peers  when 
it  comes  to  angering  jurors.  In 
1994,  a  panel  of  11  Alaskans  de- 
cided the  company  should  pay  $5  bil- 
lion in  punitive  damages  for  the 
Exxon  Valdez  oil  spill — the  second- 
largest  award  in  history.  On  Dec.  19, 
a  jury  in  Alabama  socked  the  compa- 
ny with  $3.4  billion  in 
punitives  for  trying  to 
cheat  the  state  out  of 
oil  royalties — the  third- 
biggest  verdict  ever. 

To  Exxon,  these  deci- 
sions are  symptoms  of  a 
sick  legal  system.  Con- 
vinced the  Valdez  jury 
unfairly  punished  the 
company  for  its  size,  ex- 
ecutives have  exercised 
every  possible  appeal  to 
get  it  overturned — even 
though  that  strategy 
has  made  them  appear 
unrepentant.  After  the 
Alabama  decision,  the 


doing  wasn't  right,  but  they  did  it 
anyway,"  says  jury  foreman  Shae 
Fillingim. 

The  Alabama  case  raises  a  serious 
question:  Does  the  world's  biggest 
and  richest  company  think  it's  above 
the  law?  That's  certainly  the  view  of 
many  attorneys  who  run  into 
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ALABAMA 


company  once  again 
came  out  fighting.  De- 
nouncing the  jury's  decision  as  "mer- 
itless,"  Exxon  pledged  to  "take  all  le- 
gal steps  to  challenge  the  verdict." 
ENOUGH  MUSCLE?  The  company's  out- 
rage is,  to  a  certain  extent,  under- 
standable. Politicians,  pundits,  public- 
interest  groups,  and  plaintiffs'  lawyers 
love  to  demonize  Exxon.  And  the  Al- 
abama verdict  is  way  out  of  propor- 
tion to  its  alleged  misbehavior,  given 
that  the  jury  only  found  the  company 
had  cheated  the  state  out  of  $87.7  mil- 
lion. Ultimately,  the  punitive  damages 
award  will  probably  get  reduced. 
So  why  was  it  awarded  in  the 

,  ilace?  Jurors  were  inflamed  by 
mal  corporate  documents  that 

ated  Exxon  was  aware  it  was 
hanging  the  state  but  thought 
il  had  enough  muscle  to  get  away 
with  it.  "They  knew  what  they  were 
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A  jury  hit  Exxon  with  a  $3.4  billion 
judgment  for  underpaying  the  state 


Exxon's  scorched-earth  litigation  tac- 
tics. They  "don't  have  much  respect 
for  the  civil  justice  system.  They 
fight  over  everything.  They  don't 
concede  the  obvious,"  says  Eugene 
E.  Stearns,  a  Miami  commercial  liti- 
gator who  in  February  won  a  $1  bil- 
lion judgment  against  the  company 
on  behalf  of  gas  station  dealers  who 
claimed  they  had  been  overcharged. 

The  Alabama  lawsuit  revolved 
around  a  series  of  natural-gas  wells 
that  Exxon  drilled  in  state-owned 
waters.  After  signing  several  leases 
in  1979  obligating  Exxon  to  share 
revenues  with  Alabama,  the  company 
decided  it  didn't  like  the  terms  of  the 
agreements.  Among  other  things, 
Exxon  wanted  to  deduct  several  dif- 
ferent types  of  processing  costs  be- 
fore paying  the  state  any  royalties. 


Problem  was,  the  lease  clearly 
barred  these  deductions.  In  a  1993 
memo,  in-house  attorney  C.  Charles 
Broome  analyzed  whether  the  com- 
pany had  any  grounds  to  take  the 
deductions.  He  noted  that  Royal 
Dutch/Shell,  which  had  signed  a  simi- 
lar lease,  interpreted  it  "in  the  same 
I     manner  as  the  State." 
He  then  laid  out  two  ar- 
guments the  company 
might  use  to  claim  the 
deductions.  The  odds  of 
the  first  approach  suc- 
ceeding? "Less  than 
50%,"  wrote  Broome.  As 
—     for  the  second  argu- 
ment, he  said,  "I  believe 
it  has  little  chance  of 
being  upheld." 

Under  these  circum- 
stances, most  companies 
probably  would  have 
simply  paid  up.  Not 
Exxon.  Broome  proceed- 
ed to  subject  the  issue  of 
whether  the  company 
should  obey  the  law  to 
dispassionate  cost-benefit  analysis.  "If 
we  adopt  anything  beyond  a  'safe'  ap- 
proach, we  should  anticipate  a  quick 
audit  and  subsequent  litigation,"  he 
wrote.  "Our  exposure  is  12%  interest 
on  underpayments  calculated  from  the 
due  date,  and  the  costs  of  litigation." 
Exxon  claims  its  interpretation  of 
the  lease  is  valid  and  is  appealing 
the  decision.  "Alabama  is  notorious 
for  excessive  punitive  damages,  and 
unfortunately  we  are  the  latest  in 
the  saga,"  says  Kenneth  P.  Cohen, 
vice-president  for  public  affairs.  So 
the  company  is  once  again  bashing 
the  American  legal  system.  But  the 
oil  giant  seems  to  be  missing  the 
broader  point:  that  its  own  arrogance 
may  be  as  much  to  blame  for  the  big 
verdicts  as  irrational  jurors. 

By  Mike  France  in  Ncic  York 
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COMMENTARY 

By  Charles  J.  Whalen 

BIG  ENERGY'S  RISE  IS  EVERYONE  ELSE'S  LOSS 


After  more  than  a  decade  of 
hard  times,  the  energy 
sector  is  riding  high.  In 
the  fourth  quarter  of  2000, 
profits  for  fuel  and  utility 
companies  jumped  $7.8 
billion,  or  87%,  above 
their  year-earlier 
level  (chart).  Mean- 
time, profits  of 
nonenergy  compa- 
nies fell  $18.5  bil- 
lion, or  20%,  in 
part  because  of 
higher  fuel  and 
electricity  costs. 

Beyond  the  ob- 
vious negative  ef- 
fect of  higher  en- 
ergy prices  on 
consumers,  a  sus- 
tained shift  of  prof- 
its to  energy  compa- 
nies undermines  a 
key  factor  in  the  pros- 
perity of  the  1990s— 
capital  investment.  The  New  Econo- 
my investment  boom  was  fueled  in 
part  by  rising  profits,  which  helped 
companies  spend  on  productivity-en- 
hancing equipment.  But  "the  transfer 
of  profits  has  reduced  the  cash  flows 
of  energy-consuming  companies,  so 
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investment  has  been  cut  back,"  says 
Stephen  P.  Brown,  director  of  energy 
economics  at  Federal  Reserve  Bank 
of  Dallas. 

CASH  RESERVES.  Even  though  oil  and 
gas  companies  are  flush  with  cash, 
they  aren't  likely  to  offset  much  of 
the  decline  in  capital  spending  in  the 
rest  of  the  economy.  Major  oil  compa- 
nies, such  as  Exxon  Mobil  Corp.  and 
Chevron  Corp.,  are  expected 
to  increase  investment  in  ex- 
ploration and  production  by 
at  least  20%  this  year,  says 
Tina  J.  Vital,  an  oil-and-gas 
equity  analyst  at  Standard  & 
Pour's  Corp.  But  that  will 
still  leave  them  with  "a  ton 
of  cash,"  she  says.  And  only 
30%  of  that  new  in- 
n<  tit  is  likely  to  occur  in 

,  more  investment 
onenergy  compa- 


nies must  go  to  dealing  with  rising 
energy  prices  and  potential  or  actual 
shortages,  such  as  those  California 
faces.  That  means,  say,  spending 
money  on  a  backup  generator  instead 
of  the  latest  computer  systems. 
Rolling  blackouts  have  made  Califor- 
nia companies  "very  concerned  about 
the  availability  of  energy,  not  just 
about  prices,"  says  Tapan  Munroe,  an 
energy  consultant  in  Moraga,  Calif. 
"There  is  a  rise  in  the  purchase  of 
small  turbines,  batteries,  and  other 
power  sources." 

To  some  degree,  this  changes  the 
focus  of  management  from  boosting 
productivity  to  cutting  energy  use. 
"All  of  a  sudden  everyone's  talking 
about  conservation  and  energy  effi- 
ciency," says  Arthur  L.  Smith,  chair- 
man and  CEO  of  John  S.  Herold  Inc., 


The 

industry's 
hard  times 
seem  to  be 


CHANGE  IN 
NET  INCOME 

FOURTH  QUARTER  2000  VS 
FOURTH  QUARTER  1999 


ALL  OTHER 
COMPANIES 


Data:  Compustat,  BusinessWeek 


an  energy  consulting  firm. 
This  new  emphasis  could 
bring  slower  productivity 
growth.  Indeed,  the  pro- 
ductivity slowdown  after 
the  1973-1974  oil  price 
shocks  is  partly  explained 
by  the  need  to  replace 
energy-guzzling  machin- 
ery, trucks,  and  other 
capital  equipment  as 
oil  and  gasoline 
costs  soared. 
Such  energy-dri- 
ven spending  di- 
verted funds 
from  other 
investments. 

While  rising 
energy  costs 
are  squeezing 
the  profit  mar- 
gins of  most 
businesses,  heavy 
energy  users  are 
getting  the  worst 
of  it.  The  more-than-doubled  price  of 
natural  gas  has  devastated  metals 
and  chemical  companies,  says  Smith. 
"Companies  in  these  industries  have 
a  very  bleak  outlook  because  they're 
going  to  be  uncompetitive  in  world 
markets,"  he  says. 

Increased  oil-company  investment 
won't  go  very  far  in  making  up  for 
the  job  losses  in  other  sectors,  since 
energy  companies  use  fewer  work- 
ers per  dollar  of  revenue  than  most 
businesses.  Moreover,  investment  by 
oil  companies  is  very  different  than 
corporate  spending  elsewhere  in  the 
economy,  where  intense  competition 
guarantees  that  consumers  benefit 
quickly  from  productivity  gains.  By 
contrast,  the  oil  market  is  dominat- 
ed by  opec,  which  has  been  cutting 
output  as  needed  to  buoy  prices. 

That  means  productivity  im- 
provements benefit  mainly 
oil-producing  countries  and 
oil  companies. 

In  the  long  run,  invest 
ment  in  oil  exploration  will 
increase  supply  and  reduce 
oil  prices.  But  as  long  as  en- 
ergy prices  stay  high,  they 
are  a  threat  to  New  Econo 
my  productivity. 

Whalen  covers  tli<\ 
economy  from  New  )'<>/•/, 
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On  the  surface,  low-cost  home  DSL  looks  like  a  great  idea  for  business.  But  you  get  what  you 
pay  for.  After  all,  home  DSL  is  asymmetric.  So  it  only  moves  at  a  high  rate  of  speed  when 
downloading,  or  receiving  information  from  the  Internet.  Its  upload  speed  is 
limited.  That  means  slower  service  when  you're  e-mailing  clients,  sending  out 
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HIGH  SPEED  BOTH  WAYS 
Unlike  dial-up.  cable  or  home  OSL. 

large  files  or  trading  stocks  online.  All  of  which  can  be  incredibly  time  sensitive.       °>^  f™*1*  DSL  &*  ^  ^ 

°  °  '  ipeeo  both  to  end  from  the  Internet 

Fortunately,  Covad  has  a  solution:  symmetric  DSL.  It  provides  your  business  with  a  consistent 
high-speed  connection  to  and  from  the  Internet.  And  it's  one  of  the  ways  Covad  gives  you 
the  edge  you  need  to  succeed.  Find  out  more  at  1-877-533-51 42.  Or  visit  covad.com/sdsl9. 
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i Developments  to  Watch 
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/  the  American  Association  for  Cancer  Research's  annual 
wefmg  in  New  Orleans  on  Mar.  2U-28,  some  U,000  attendees 
\§CU88ed  the  latest  lab  discoveries.  Much  of  the  excitement  in- 
->lved  newly  found  genetic  clues,  but  studies  also  covered 
'erything  from  the  foods  we  eat  to  drug  breakthroughs. 
cvinr  Writer  Catherine  Arnst  reports  on  some  highlights: 


EEP CANCER 

TBAY 

/ITH  VITAMIN  A 

,i:  OF  THE  TRAGIC  ASPECTS 
'  tobacco  is  that  decades  af- 
•r  quitting,  smokers  still  suf- 
r  from  its  poisonous  effects, 
alf  of  newly  diagnosed  cases 
'  lung  cancer  occur  in  former 
nokers.  Now,  researchers  at 
'.D.  Anderson  Cancer  Cen- 
•r  in  Houston  have  found 
tat  a  synthetic  vitamin  A 
>mpound  may  repair  some 
image  in  the  lungs  offor- 
er  smokers,  providing  some 
•otection  from  cancer.  The 
impound  reduces  the  activity 
telomerase,  an  enzyme  that 
lables  cancer  cells  to  live  in- 
jfinitely,  giving  them  time  to 
ultiply  and  turn  malignant. 
Earlier  studies  had  shown 
iat  vitamin  A  compounds 
lown  as  retinoids  can  pre- 
;nt  cancer.  To  find  out  why, 
e  Anderson  researchers 
udied  57  former  very  heavy 
aokers  with  no  signs  of  lung 
.ncer.  The  vitamin  A  analog 
as  administered  to  27,  while 
e  other  30  received  a  place- 
>.  Both  groups  had  similarly 
gh  levels  of  telomerase  in 
eir  lungs  at  the  start  of  the 
udy.  But  after  six  months, 
e  group  receiving  vitamin 
experienced  a  sharp  drop 

telomerase  levels.  The 
vels  in  the  placebo  group 
se  slightly.  Agents  that 
•event  cancer  are  notori- 
isly  diffcult  to  assess 
ith- 
ttt 

aiting 
jars    ^ 

see   if 
ncer  develops.  The    ' 
searchers,  led  by  Dr.    > 
Mao,  said  they  were   " 
icouraged  both  by  the 
ipact  of  vitamin  A  and 
e  clear  early  results. 


SECRETS  OF 
A  TUMOR-LOVING 
PROTEIN 

AS  THE  WAR  AGAINST  CANCER 

focuses  on  ever  more  specific 
molecular  targets,  knowledge 
about  the  structure  of  cells 
becomes  increasingly  impor- 
tant. Two  discoveries  con- 
cerning basic  structures  in 
human  cells  were  reported  at 
the  aacr  meeting.  They  sug- 
gest new  opportunities  for 
developing  drugs  to  block  tu- 
mor growth,  researchers  said. 
One  involves  knots  in  dna 
that  are  created  when  DNA 
folds  over  on  itself.  Scientists 
from  Cyternex  Inc.  in  Del 
Mar,  Calif.,  reported  that  one 
of  these  knots,  or  quadru- 


plexes,  seems  to  regulate  the 
c-myc  gene,  a  cancer  gene 
that  helps  extend  the  lives  of 
tumor  cells.  Laurence  H. 
Hurley  of  the  University  of 
Arizona,  working  with  Cy- 
ternex, says  his  team  has  de- 
veloped compounds  that  help 
this  quadruplex  form  and 
then  stabilize,  thus  turning 
off  the  c-myc  gene.  He  hopes 
to  begin  clinical  trials  in  2002. 
Meanwhile,  scientists  at 
Amgen  Corp.  have  deci- 
phered the  three-dimen- 
sional structure  of  a  hu- 
man protein  that  plays  a 
critical  role  in  the  growth 
and  survival  of  most  tu- 
mor cells.  The  protein  is 
an  insulin-like  growth  fac- 
tor receptor  called  igf-IR. 
Amgen  researcher  Xiao- 
tian  Zhu  says  his  team 
has  made  the  first  de- 
tailed molecular  map  of  IGF- 
ir,  giving  researchers  the  in- 
formation they  need  to 
develop  small  molecules  to 
block  it. 


ONE  MORE  REASON  TO  EAT  YOUR  VEGGIES 

IF  you're  worried  about  prostate  cancer,  it  might 
pay  to  eat  an  apple  a  day.  Or  an  onion.  Researchers  at 
the  Mayo  Clinic  in  Rochester,  Minn.,  report  that  a  nat- 
ural substance  called  quercetin  significantly  reduced  the 
ability  of  prostate  tumor  cells  to  absorb  the  hormone 
they  need  to  develop  and  proliferate.  Quercetin  is  found 
in  apples,  onions,  leafy  vegetables,  green  and  black  tea, 
beans,  and  red  wine. 

The  team,  led  by  Dr.  Nianzeng  Xing,  cautioned  that 
the  study  has  been  done  only  on  cancer  cells  cultivated 
in  the  lab,  and  quercetin  hasn't  been  tested  in  human 
patients.  But  it  has  two  advantages  as  a  potential  treat- 
ment: It  is  abundant  and  safe.  Prostate     GREEN  POWER: 
cancer,  the  most  common  cancer  in  men,    Xakinq  aim  at 
will  strike  198,100  Americans  this  year      prostate  cancer 
and  kill  31,500,  according  to  the 

American  Cancer  Society.  Existing 
treatments  have  severe  side  ef- 
fects, so  scientists  have  been 
searching  for  a  safer  one. 

The  researchers  found  that 
quercetin  reduced  prostate 
cells'  absorption  of  androgens, 
the  male  hormones  that  stimu- 
late prostate  cancer.  Next,  the 
]  Mayo  team  will  test  quercetin  in 
mice  that  have  been  bioengi- 
neered  to  develop  prostate  cancer. 


SMARTER: 

Small 
differences 
mean  a  lot 


TAILORING  DRUG 
REGIMENS  TO  FIT 
YOUR  GENES 

PUBLICATION  of  the  human 
genome  sequence  this  year 
led  to  predictions  that  many 
diseases  could  be  eliminated 
by  manipulating  a  patient's 
genetic  makeup.  That's  years 
in  the  future.  But  in  the 
near  term,  genetic  testing 
may  help  doc- 
tors better  tai- 
lor existing 
treatments. 

Researchers 
are  finding  that 
changes  in  an 
individual's  ge- 
netic makeup 
affect  how  a 
tumor  responds 
to  treatment. 
"A  pretreat- 
ment  blood  test 
could  deter- 
mine what  dose 
of  drugs  or 
drug  combination  would  be 
most  effective  for  an  individ- 
ual patient,"  says  Howard  L. 
McLeod  of  Washington  Uni- 
versity School  of  Medicine. 

In  one  study,  a  team  from 
Duke  University  and  pri- 
vately held  dna  Sciences  Inc. 
found  that  women  with  two 
specific  genetic  variations 
survived  breast  cancer  half 
as  long  as  those  without  the 
variations.  A  third  variation 
protected  against  cancer — 
those  patients  survived  twice 
as  long  as  women  without 
the  variation.  Tests  for  these 
variations  could  help  doctors 
treat  patients'  cancers  more 
effectively. 

In  a  separate  study,  re- 
searchers at  the  University 
of  Aberdeen  in  Scotland 
found  a  mutation  that  re- 
duces the  production  of 
P-glycoprotein  (pgp),  which 
pumps  chemotherapy  drugs 
out  of  tumor  cells  before  they 
can  kill  them.  The  next  step 
will  be  to  see  if  differences 
in  PGP  production  do  indeed 
lead  to  different  patient  re- 
sponses to  treatment. 
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CLIMATE  CHANGE 


GLOBAL  WARMING 

HAS  BUSH  ON  THE  HOT  SEAT 

His  reversal  on  emissions  has  ceos  and  foreign  leaders  worried 


In  mid-March,  George  W.  Bush  made  a 
stunning  reversal  of  a  campaign 
pledge  to  limit  emissions  of  carbon 
dioxide,  a  culprit  in  global  warming — 
and  immediately  found  himself  on  the 
hot  seat.  Predictably,  environmental 
groups  are  mobilizing  to  flood  the  White 
House  with  letters  demanding  that  Bush 
stick  to  his  promise.  Bush  may  pay  little 
attention  to  them,  but  in  the  weeks  to 
come  he  will  face  pressure  from  others 
who  will  be  much  tougher  to  ignore. 

It  will  come  from  European  leaders, 
ceos  who  favor  action  on  global  warm- 
ing, and  members  of  his  own  party  in 
Congress.  "Bush  has  not  had  equal  ex- 
posure to  the  other  side  yet,"  says  Rep- 
resentative Sherwood  L.  Boehlert  (R- 
N.Y.),  chairman  of  the  House  Science 
Committee  and  co-sponsor  of  a  bill  to 
regulate  carbon  dioxide.  "As  part  of  the 
enlightenment  process,  we're  going  to 
do  our  level  best  to  present  the  Presi- 
dent with  the  information  he  needs  to 
make  the  best  decision."  Boehlert  thinks 
the  White  House  didn't  realize  that 
Bush's  backtracking  would  provoke  such 
an  angry  response — and  he  thinks  the 
President  will  have  to  soften  his  hardline 
stance.  One  reason  is  that  controls  on 
C02  are  supported  by  Treasury  Secre- 
tary Paul  H.  O'Neill,  who  sent  a 
Feb.  27  memo  to  the  President  outlining 
a  policy  to  slow  the  increase  in  levels  of 
greenhouse  gas  in  the  atmosphere. 

Another  sympathetic  Administration 
official  is  Environmental  Protection 
Agency  chief  Christine  Todd  Whitman, 
who  thought  she  had  the  White  House's 
full  support  when  she  began  talking  up 
Bush's  campaign  promise  on  carbon  diox- 
ide. "Global  warming  is  one  of  the  great- 
est environmental  issues  we  face,"  she 
warned  in  early  March  at  a  conference  of 
world  environment  ministers  in  Trieste, 
Italy.  Her  remarks  prompted  a  quick  re- 
sponse from  right-wing  members  of  Con- 
and  utility  execs,  who  raised  such  a 
ruckus  that  Bush  cut  Whitman  off  at 
the  knees.  In  a  pithy  Mar.  13  letter  to 
huck  Hagel  (R-Neb.),  Jesse 
Helms  (R-N.C),  and  others,  he  labeled 
cience  of  global  warming  "incom- 
trashed  the  1997  Kyoto  Protocol, 


which  calls  on  developed  nations  to  cut 
greenhouse-gas  emissions,  and  ruled  out 
caps  on  C02  from  U.  S.  power  plants. 
PLAN  B.  But  now  the  heat  is  on  Bush. 
Global  warming  was  high  on  the  agenda 
of  German  Chancellor  Gerhard  Schroder 
when  he  visited  the  White  House  in  late 
March.  The  Germans  are  warning  that 
U.S.  inaction  on  climate  will  guarantee 
chilly  receptions  for  other  Bush  propos- 
als, such  as  a  missile  defense  system. 
"This  is  all  about  transatlantic  relations 
in  general,"  explains  Sascha  Miiller- 
Kraenner,  director  of  the  Washington  of- 
fice of  the  Heinrich  Boll  Foundation, 
which  is  affiliated  with  the  Green  Party, 


Social  Democrat  Schroder's  coalition  part 
ner  and  a  major  player  in  German  for 
eign  policy. 

Now  that  the  Bush  Administratior 
has  declared  Kyoto  dead,  many  in  Eu 
rope  are  already  considering  a  Plan  B 
ratifying  the  protocol  without  the  U. 
But  the  prospect  of  other  countries 
moving  ahead  with  limits  on  greenhous( 
gases  while  the  U.S.  sticks  its  head  ii 
the  sand  worries  many  American  com 
panies.  With  the  evidence  that  humai 
activities  are  causing  global  warminj 
getting  ever  more  convincing,  emission 
curbs  in  many  countries  are  inevitable 
execs  believe.  "Economies  will  have  ti 
adjust  to  that,"  says  Tom  Jacob,  man 
ager  for  international  and  industry  al 
fairs  at  DuPont.  "It  would  be  a  mis 
take  if  the  U.S.  economy  is  insulatei 
from  those  pressures.  When  the  realit; 
comes,  the  U.  S.  will  have  a  bigger  gam 
of  catch-up — and  our  competitors  wi 
be  ahead  of  us"  in  developing  and  usin  I 
climate-friendly  technologies.  Even  uti]  I 
ities  such  as  American  Electric  Powe  I 
Co.  (AEP)  say  establishing  reasonabl  I 
regulations  is  better  than  continuin  I 


WHERE  THERE'S  SMOKE... 

Evidence  that  human  activity  causes  global  warming  is  ever  more 
convincing,  and  many  executives  feel  that  curbs  are  inevitable 


Leaders  warn  that 
climate  backtracking 
will  sour  transat- 
lantic relations  and 
could  damage  the 
Bush  agenda  on  mis- 
sile defense,  NATO, 
and  trade. 


■WHLW 

Multinationals  like 
Dupont  and  Alcoa 
worry  that  other 
countries  might 
move  ahead  on  cli- 
mate change  without 
the  U.S.,  thus  hurting 
competitiveness. 


HIMM.IMJIHH 

They've  kicked  oft 

a  nationwide 
letter-writing  cam- 
paign and  vow  that 
voters  will  punish 
Bush  and  the  Repub- 
licans in  the  2002 
election. 


■Enma 

Bipartisan  legislator 

to  curb  C02  emis- 
sions is  in  the  works 

Moderate  Republi- 
cans worry  that 

stonewalling  on  cli- 
mate could  hurt  thei 

reelection  chances. 


Ly 
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Network  Storage  Facts: 

1 .  Network  attached  storage  costs  about  55%  less  than  the  NT  servers  you  buy  now. 

2.  Snap  Server  is  the  #1  selling  brand  of  workgroup  network  attached  storage.4 

Estimate  your  company's  savings  with  our  easy  online  calculator. 

www.snapappliances.com/roi 
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in  the  present  state  of  uncertainty. 
That's  why  the  number  of  companies 
supporting  efforts  to  fight  global  warming 
is  growing.  The  Pew  Center  on  Global 
Climate  Change  now  has  33  corporate 
members,  including  heavyweights  like 
DuPont,  Alcoa,  United  Technologies,  and 
AEP.  They  are  scrambling  to  tell  the 
White  House  that  it  made  a  colossal  mis- 
take. Backing  away  from  C09  curbs  "is 
not  doing  business  a  favor,"  says  Pew 
President  Eileen  Claussen.  In  addition, 
emissions-trading  experts,  like  Richard  L. 
Sandor,  ceo  of  Chicago-based  Environ- 
mental Financial  Products,  say  that 
Bush's  stated  reason  for  the  reversal  is 


WARNING: 


"Congress  is  not 
going  to  sit  back  and 
fiddle  while  the 
planet  warms" 

wrong.  Bush  argues  that  C02  curbs 
would  lead  to  higher  prices  for  electrici- 
ty from  coal-fired  utilities.  But  Sandor 
calculates  that,  if  a  system  of  buying  and 
selling  permits  to  emit  C02  is  used,  coal 
plants  with  environmental  controls  need 
be  no  costlier  than  natural  gas  plants. 
LEARNING  CURVE.  More  pressure  is  com- 
ing from  Capitol  Hill,  where  bipartisan 
bills  have  already  been  introduced  in 
both  the  Senate  and  House  to  regulate 
carbon  dioxide.  "Congress  is  not  going  to 
sit  back,  if  you  will,  and  fiddle  while  the 
planet  warms,"  says  Democratic  Senator 
Joseph  I.  Lieberman  of  Connecticut. 

The  push  to  turn  Bush  around  is  just 
beginning.  Hill  gop  staffers  say  the  White 
House  underestimated  the  support  in  in- 
dustry and  Congress  for  action  on  glob- 
al warming.  Now,  with  the  Administra- 
tion on  a  steep  learning  curve,  "there 
may  be  an  opening,"  says  one  staffer.  So 
far,  Whitman  is  echoing  the  Bush  line 
by  saying  only  that  the  Administration 
takes  "the  issue  of  climate  change  very 
seriously."  But  there  soon  could  be  signs 
of  White  House  efforts  to  look  more  en- 
vironmentally conscious.  The  Adminis- 
tration is  expected  to  put  increased  em- 
phasis on  renewable  energy  sources  and 
conservation  measures  in  the  forthcoming 
energy  plan,  for  example.  And  top  aides 
are  telling  companies  that  they  haven't 

'  o  irnpletely  ruled  out  C02  curbs.  Giv- 
en the  political  momentum  around  the 
world  to  address  global  warming,  this  is 
-    I  lush  won't  be  able  to  cool  off. 
John  Carey  in  Washington,  with 
7  in  Frankfurt  and  Janet 
burg  in  Chicago 


Government 


By  Lee  Walczak 


WHO'S  IN  CHARGE  HERE 
ANYWAY? 


On  Mar.  9,  Transportation  Secretary 
Norman  Y.  Mineta  got  a  nice  note 
from  Gerald  W  McEntee,  president 
of  the  American  Federation  of  State, 
County  &  Municipal  Employees.  His 
good  deed:  opposing  plans  to  privatize 
the  air- traffic  control  system.  That's  not 
much  of  a  stretch  for  Mineta,  who's  a 
Democrat.  But  as  it  happens,  his  boss, 
George  W  Bush,  backs  privatization.  So 
was  Mineta  struck  by  a  bolt  of  lightning 
for  his  apostasy?  Hardly.  He  was  mere- 
ly expressing  a  personal  opinion. 

Mineta  isn't  the  only  Administration 
bigwig  who's  exercising  his  First 
Amendment  rights.  From  Foggy  Bot- 
tom to  1600  Pennsylvania  Avenue  itself, 
the  Bush  folk  seem  uninhibited  when  it 
comes  to  putting  a  personal  take  on  the 
President's  policies.  Treasury  Secretary 
Paul  H.  O'Neill,  White  House  religion 
czar  John  J.  Dilulio  Jr.,  White  House 
economist  Larry  Lindsay,  and  Health  & 
Human  Services  Secretary  Tommy  G. 
Thompson,  among  others,  have  gone  off 
the  reservation  on  topics  ranging  from 
taxes  to  abortion.  In  most  cases,  the 
White  House  reaction  has  been  a  public 
shrug — and  much  private  gnashing  of 


teeth.  "These  are  minor  miscues 
pared  to  Bill  Clinton's  early  temj  je 
insists  former  gop  Chairman  Ric  fa 
Bond.  "Besides,  Bush  is  cool  witlpK 
He's  a  very  secure  guy." 

As  the  nation's  first  MBA-toting 
Executive,  Bush  designed  his  teal 
a  corporate  model.  He  tapped  a  s| 
administrator  in  Vice-President 
Cheney,  and  he  installed  strong-^ 
vision  heads  in  the  Cabinet.  This  ] 
tralized  setup  frees  Bush  up  to  b\ 
support  for  his  policies  while  lea\ 
mechanics  of  governing  to  subordj 
SHAKY  SYSTEM.  But  if  that's  the 
the  Bush  crew's  early  dissonancd 
gests  that  the  system  hasn't  jell] 
retary  of  State  Colin  Powell  vo\i 
resume  the  Clinton  Administrate 
rapprochement  with  North  KoreJ 
day  later,  Bush  scuttled  the  idejj 
casting  doubt  on  North  Korea's 
intentions.  White  House  aide  Di] 
his  part,  has  riled  the  President] 
by  opining  that  Hush's  plan  to 
estate  tax  could  harm  charitable 
and  by  charging  that  evangelicaj 
who  balk  at  federal  aid  may  Ih' 
touch  with  their  Hock. 
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iiiry's  O'Neill,  a  former  Alcoa 
ecutive,  also  is  struggling  in  the 
rena.  He  questioned  the  idea 
Dnt-loaded"  tax  cuts,  a  key  selling 
r  Bush's  plan,  could  fend  off  a 
\nd  O'Neill  belittles  the  10-year 
projections  the  cut  is  based  on. 
ult:  Right-wingers  are  demanding 
sh  muzzle  his  Treasury  chief.  "As 
»Jeill  was  used  to  having  his 
etermine  things,"  notes  Stephen 
Brookings  Institution  scholar, 
lcult  for  him  in  his  new  role." 
Thompson  spent  his  freshman 
r  mired  in  the  politics  of  abor- 
ter  he  voiced  doubts  about  a 
Fetal  stem-cell  research,  abortion 
elled — and  Thompson  backed 
social  conservatives  are  furious. 
Parro  of  the  Republican  Nation- 
;ion  for  Life  calls  the  hhs  Secre- 
major  disappointment." 
pson  also  said  he  believes  "to- 
lould  be  regulated,"  a  position 
s  not  embraced.  Concedes  the 
»f:  "I've  also  been  told  some- 
y  opinions  don't  matter." 
•»PS.  Belatedly,  the  Bushies  are 
o  impose  more  discipline.  "This 
plex  management  challenge," 
lite  House  Counselor  Karen 
"Ultimately,  what  any  of  us  do 
effects  on  the  President.  There 
:h  thing  as  a  'personal  opinion' 
Iministration." 
le  is,  sometimes  it's  the  boss 
who  seems  to  be  winging  it. 
point:  Bush's  reversal  on  carbon- 
emissions.  During  the  campaign, 
:d  C02  controls  for  industry.  En- 


vironmental Protection  Agency  Adminis- 
trator Christine  Todd  Whitman  trumpet- 
ed that  vow  for  weeks  until  the  White 
House  decided  the  energy  crunch  made 
the  promise  inoperative. 

More  recently,  Bush  has  used  hyper- 
ambiguity  to  build  support  for  his  tax 
cut.  On  Mar.  13,  he  told  Maine's  gop 
senators  he  would  consider  all  congres- 
sional proposals  for  tax  cuts,  including 
Senator  Olympia  Snowe's  idea  of  a 
"trigger"  that  ties  tax  reductions  to 
revenues.  Earlier,  White  House  political 
guru  Karl  Rove  called  such  a  device 


Bush's  lieutenants 

keep  wandering  away 

from  his 

political  agenda 


unacceptable.  So  who's  out  of  sync? 

Democrats  see  a  pattern  in  the  back- 
and-forth:  an  attempt  to  reconcile  the 
compassionate  and  conservative  parts  of 
Bush's  rhetoric.  "The  people  getting  in 
trouble  are  trying  to  put  a  moderate 
face  on  this  Administration's  policies," 
says  John  Podesta,  President  Clinton's 
ex-chief  of  staff.  "But  when  the  chips  are 
down,  Bush  always  veers  right." 

Of  course,  every  White  House  faces 
startup  woes — the  Clintonites'  chaotic 
first  months  in  office  certainly  resem- 
bled a  tower  of  babble.  But  Bush's 
problems  could  run  deeper.  For  one 


thing,  his  team  is  not  yet  in  place.  The 
post-election  interregnum  in  Florida 
cost  the  White  House  precious  weeks  in 
staffing  up.  As  a  result,  more  than  400 
key  jobs  remain  open,  and  Cabinet 
chiefs  lack  key  deputies. 
ELUSIVE  HARMONY.  Bush's  complex 
management  structure  could  also  make 
harmony  tougher.  There  are  three  pow- 
er nodes  in  the  White  House:  Cheney's 
high-powered  organization,  the  Texas- 
based  political  commissariat  headed  by 
strategist  Rove  and  message-meister 
Hughes,  and  Chief  of  Staff  Andrew  H. 
Card's  office.  With  overlapping  circles 
of  authority,  there  is  no  single  source  of 
discipline  and  policy  synchronization. 

"Bush  may  yet  pay  a  price  for  all  of 
his  delegating,"  ventures  Fred  I.  Green- 
stein,  a  Princeton  University  political 
scientist.  "The  story  could  change  from 
'Gee,  look  at  his  great  personnel  picks' 
to  'team  in  disarray.'" 

At  the  moment,  the  public  seems 
only  dimly  aware  of  the  Administra- 
tion's outbreak  of  foot-in-mouth  disease. 
But  warnings  are  flashing.  In  a  Mar. 
8-12  New  York  Times/CBS  News  poll, 
half  of  those  surveyed  said  they  doubt 
the  President  is  in  full  command  of  the 
government  over  which  he  presides.  Ul- 
timately, says  Greenstein,  that  percep- 
tion could  rekindle  "doubts  about 
Bush's  gravitas,"  turning  a  promising 
Hundred  Days'  performance  into  a  se- 
ries of  Clinton-style  pratfalls. 

With  Richard  S.  Dunham 

Walczak  and  Dunham  cover  the 
White  House. 


All  the  President's  Talking  Heads 


t  ''era!,  members  of  the  Bush  Administration  have  put  their  personal  spin  on  issues  ranging  from 
abortion  to  taxes — and  caused  much  consternation  in  the  White  House 


John  Dilulio 

Head  of  Office  of  Faith-Based  Initiatives  says 
killing  the  estate  tax  may  discourage  charita- 
ble giving.  Teeth  gnash  at  White  House. 

Tommy  Thompson 

HHS  chief  infuriates  abortion  foes  by  ex- 
pressing doubts  about  a  ban  on  fetal  stem- 
cell  research.  Later  recants. 


Larry  Lindsey 

Bush  economist  says  a  "front-loaded"  tax  cut 
could  delay  elimination  of  estate  tax.  White 
House  calls  remarks  academic  musings. 


Christine  Whitman 

EPA  chief  spends  weeks  saying  Bush  will 
keep  vow  to  regulate  C02  emissions.  Caught 
flat-footed  when  Prez  abandons  promise. 


Paul  O'Neill 

Treasury  boss  questions  whether  tax  cuts  can 
head  off  a  slump  and  ridicules  the  surplus 
projections  the  tax  plan  is  based  on. 

Colin  Powell 

Secretary  of  State  says  thawing  relations 
with  North  Korea  will  continue.  Bush  nixes 
idea,  making  Powell  look  out  of  the  loop. 
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Government 


THE  CABINET 


LOW  VOLTAGE 

AT  THE  ENERGY  DEPT. 

Secretary  Abraham  is  letting  the  White  House  set  the  agenda 


In  the  first  months  of  the  Bush  Ad- 
ministration, the  lights  have  flickered 
in  California,  New  Yorkers  have  been 
warned  of  similar  trouble,  and  analysts 
have  predicted  spikes  in  summer  gasoline 
prices.  To  help  cope  with  it  all,  George 
W.  Bush,  the  oilman  in  the  Oval  Office, 
and  Richard  B.  Cheney,  his  petroleum-in- 
dustry sidekick,  promise  to  unveil  their 
"pump  more"  strategy  in  a  month. 

Meanwhile,  there's  one  player  who 
seems  to  be  on  the  sidelines:  Spencer 
Abraham.  Bush's  surprise  pick  to  head 
the  Energy  Dept.  hasn't  exactly  jumped 
into  the  fray.  Indeed,  Abraham  is  candid 
in  noting  that  the  White  House  "big 
dogs"  are  drafting  the  blueprint,  with 
only  modest  input  from  Energy  experts. 
A  top  industry  rep  says  he  met  with  a 
Cheney  task  force  three  times.  Only  once 
has  anyone  from  Energy  attended. 

Call  Abraham  the  Accidental  Energy 
Secretary.  He  got  the  job  after  losing 
his  reelection  to  the  Senate,  where  he 
spent  six  years  specializing  in  high-tech 
issues,  not  energy.  Bush  named  him  only 
after  at  least  three  others  rejected  the 
post.  Abraham  once  even  offered  legis- 
lation to  abolish  the  Energy  Dept. 

Abraham  insists  he's  not  out  of  the 
loop,  adding  that  it's  a  "good  idea"  that 
Cheney  is  leading  the  President's  task 


force  because  that  shows  energy  is  a  na- 
tional priority.  Besides,  he  says,  his  de- 
partment "will  take  a  very  major  role 
in  the  implementation  of  policy.  Some- 
times we  pay  too  much  attention  in 
Washington  to  public  relations, 
as  opposed  to  the  substance." 

True  enough.  But  if  Abra- 
ham isn't  crafting  solutions  to 
the  energy  mess,  won't  he  at 
least  have  a  key  role  in  build- 
ing support  for  the  plan  in 
Congress?  Only  one  problem: 
Even  Abraham's  friends  admit 
that  the  shy  Midwesterner 
lacks  the  requisite  schmoozing 
skills.  "He's  going  to  have  to 
convince  senators  that  he's  not 
just  carrying  an  oil  industry 
chain  letter,"  says  Ed  Sarpo- 
lus,  a  Lansing  (Mich.)  pollster. 

A  favorite  of  economic  con- 
servatives, Abraham  gets  high 
marks  for  his  intellect.  But  as 
Energy  chief,  he'll  have  to  sell  Bush's 
pro-industry  policies  in  a  Senate  teeming 
with  hostile  Democrats.  To  complicate 
matters,  Bush's  plan  to  expand  domestic 
production  has  little  short-term  payoff. 
"We're  not  going  to  take  an  approach 
that  says  that  somehow  all  the  energy 
demand  increases  of  the  next  20  years 


N0SCHM00ZER 

Can  Abraham 
sell  Bush's  pro- 
industry  plan  to 
a  deeply  divided 
Congress? 


ABRAHAMS  CHALLENGES 


PUEt 


ENVIRONMENT  Bush 
wants  to  roll  back  envi- 
ronmental regulations 
to  expedite  new  power 
plant  and  refinery  con- 
struction. Democrats 
and  moderate  Republi- 
cans may  balk. 

GAS  PRICES  Rising 
gasoline  prices  are 
likely  to  sock  con- 
sumers hard  this 
summer.  White  House 
plan  could  get  hit  for 
not  addressing  short- 
term  supply  shocks. 


NUCLEAR  POWER 

Bush  is  expected  to 
back  incentives  for 
new  nukes,  which 
voters  are  likely  to 
oppose.  The  U.S.  also 
lacks  a  nuclear  waste 
depository. 

ALASKA  DRILLING 

The  Administration 
will  push  exploration 
n  the  Arctic  National 
Wildlife  Refuge. 
Democrats  and  envi- 
ronmentalists will 
strongly  oppose  it. 


can  be  addressed  with  conservation 
says  Abraham.  "The  principal  kinds  c 
solutions  are  ones  that  are  going  to  b 
driven  by  private  investment." 
TOUGH  TASKS.  One  of  his  biggest  cha 
lenges  is  persuading  Congress  to  ope 
up  the  Arctic  National  Wildlife  Refug 
even  though  the  oil  won't  be  availah 
for  years  and  won't  ease  today's  energ 
crunch.  Equally  controversial:  openir 
other  protected  federal  lands  to  natura 
gas  production.  Nor  is  there  much  su] 
port  for  nuclear  energy,  which  Bus 
hopes  to  boost  by  encouraging  inves 
ment  in  nukes.  And  even  gop  lawmaker 
may  balk  at  the  number  of  environment 
rules  Bush  wants  to  relax  to  build 
refineries,  electricity  transmi 
sion  lines,  and  pipelines. 

Is  Abraham  up  to  the  tas] 
His  defenders  insist  the  19' 
Harvard  law  grad  has  con 
up  to  speed  quickly.  "He  h: 
the  potential  to  be  a  star,"  sa; 
conservative  journalist  Willia 
Kristol,  who  served  with  Abr 
ham  on  Vice-President  D; 
Quayle's  staff.  Supporters  al 
say  his  Senate  stint  will  pro- 
valuable.  "He  will  do  very  W' 
in  selling  the  Administratioi 
plan  on  Capitol  Hill,"  sa; 
David  N.  Parker,  president 
the  American  Gas  Assn. 

But  doubts  remain.  Ju 
when  the  White  House  nee 
an  energetic  pitchman,  it  has  to  ma 
do  with  a  reticent  Abraham.  In  his  m 
big  address  on  Mar.  19  to  the  U 
Chamber  of  Commerce,  he  just  read  1 
eight-page  speech,  then  disappeared  wi! 
out  taking  audience  questions. 

White  House  spokesman  Ari  Fleiscr 
added  to  Abraham's  hapless  image 
trying  to  explain  why  Bu 
failed  to  stop  a  Mar.  17  OP 
production  cut.  "There  we 
communications.  They  wti 
handled  by  the  Secretary 
Energy,"  he  deadpanned. 

Political  pressure  on  Ab 
ham  is  certain  to  build 
governors  worry  that  Calif 
nia's  energy  shortage 
spread  eastward.  Lawmak 
of  all  stripes  are  braced 
gasoline  and  electricity  pr 
hikes  this  summer.  If  Ab 
ham  can't  convince  the  coi 
try  that  the  Bush  plan 
ease  their  pain,  he  may  dec 
that  his  original  impulse- 
abolish  the  Energy  Dept 
was  the  right  one  after  all. 
By  Laura  ('< 
in  Washing 
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TO  A  NEW  GOLFER,  THEY  RAISE  EXPECTATIONS. 


TO  A  SEASONED  PRO,  THEY  LOWER  THE  SCORE. 


C(    llawaj  Golf,   Stcelhead  and   X - 1 4  are  trademarks  of  Callaway  Golf  Company. 


vnww.callawaygolf.com 


Finance 


MUTUAL  FUNDS 


THERE'S  HARDLY 
ANYWHERE  TO  HIDE 


!: 

f 
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funds — which  are  down  an  average 
17.6%  in  under  three  months.  Still,  it's  Ittnn 
little  hard  to  get  jazzed  over  your  larg  i  vain 
cap  value  fund's  5.1%  loss.  Last  yea 
small-cap  and  midcap  value  fund  gah 
hit  the  high  teens  for  the  first  time    fo 
years,  but  preliminary  quarter  numbei  town 
show  they,  too,  are  off  to  a  lousy  start 
2001— off  an  average  0.33%  and  1.53^ 
respectively. 

Setting  this  sorry  scene  has  been  trlu 
nonstop  pain  inflicted  by  Nasdaq.  Tl  hf 
tech  index's  14%  plunge  hollowed  oi  ip  "!■ 
some  divots  in  equity  funds  of  all  stripe  |$b 


With  even  stalwart  value 
stocks  getting  hit,  the  smart 
place  for  investors'  money 
may  be  bear  and  bond  funds 

You've  curbed  your  daily  habit  of 
checking  portfolio  balances  online 
and  tuned  out  the  TV  pundits. 
Maybe  you've  even  tacked  on  a  few 
years  to  your  expected  retirement  age  as 
market  realities  have  set  in.  But  now 
get  ready  for  what  bond  manager  Paul 
McCulley  of  pimco  dubbs  "pbd" — post- 
bubble  disorder. 

What  will  bring  it  on?  Why,  your  first- 
quarter  mutual  fund  and  401(k)  state- 
ments, soon  to  arrive  in  the  mail.  O.K., 
so  the  markets  ticked  up  as  the  quarter 
wound  down,  but  it's  hardly  an  elixir  for 
pbd.  For  the  quarter  through  Mar.  27, 
the  average  U.S.  diversified  stock  fund 
turned  in  negative  total  returns  of  10.9%, 
even  worse  than  the  7.9%  decline  of  the 
Standard  &  Poor's  500-stock  index.  Eq- 
uity funds  did  slightly  better,  down  10.4% 
(table).  Worse,  not  a  single  equity  mutu- 
al fund  category  is  in  the  plus  column  in 
2001.  Overseas  markets  were  no  refuge: 
International  equity  funds  posted  average 
losses  of  9.8%. 

DASHING  FROM  DOTS.  The  losses  are 
starting  to  shake  investors'  buy-and-hold 
resolve.  During  the  week  ended  Mar.  21, 
investors  yanked  $6.2  billion  out  of  equi- 
ty funds,  the  largest  outflows  so  far  this 
year,  reports  Robert  Adler  at  AMG  Data 
Services  in  Areata,  Calif.  That  date  also 
marked  the  seventh  straight  week  of 
outflows  from  tech  funds,  which  have  lost 
about  $2  billion  throughout  the  quarter. 
"Technology  is  clearly  being  rejected  by 
investors,"  Adler  explains.  "They've 
stopped  buying,  and  now  they're  starting 
to  redeem." 

What  new  money  has  come  into  mu- 
linds  has  headed  for  milquetoast  in- 
vestments: $197  billion  gushed  into  mon- 


ey markets  alone,  a  record.  And  $19  bil- 
lion went  to  bond  funds,  both  invest- 
ment-grade and  high-yield.  While  equity 
funds  lured  some  $19  billion,  the  bulk  of 
it  came  early  in  the  year  into  small-cap 
and  aggressive  growth.  Those  flows  have 
effectively  dried  up,  with  a  trickle  now 
going  to  growth  and  income  funds.  "Even 
the  value  sectors  are  not  recipients  here," 
Adler  says.  "Investors  have  simply  be- 
come risk-averse." 

It's  not  that  those  stalwart  value  funds 
are  holding  up  so  well  anyway.  They're 
still  outdoing  all  varieties  of  growth  stock 
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The  Best  Performers 

Bear  funds  &  value  dominate 


TOTAL  RETURN* 


TOTAL  RETURN 


POTOMAC  INTERNET  SHORT 
RY0EX  DYNAMIC  VENTURE  100 
PROFUNDS  ULTRASHORT  0TC 
THIRD  MILLENNIUM  RUSSIA 
PILGRIM  TROIKA  DIALOG  RUSSIA  A 


30.15% 

29.08 

27.89 

27.43 

24.01 


POTOMAC  U.S.  SHORT 
0AKMARK  SELECT  I 
INVESTEC  ASIA  SMALL-CAP 
PRUDENT  BEAR 
GABELLI  C0MST0CK  STRATEGY  0 


10.83°/c  ■ 


10.67 
10.47 
10.26 
10.22 


m 


PROFUNDS  ULTRABEAR 
RYDEX  DYNAMIC  TEMPEST  500 
RYDEX  ARKTOS  INV. 
POTOMAC  0TC  SHORT 
iSHARES  MSCI  TAIWAN  INDEX 


22.79 
21.92 
21.85 
21.83 
20.96 


WARBURG  PINCUS  JAPAN  SM.  CO.  ADV  9.87 

SPIRIT  OF  AMERICA  INVESTMENT  A  9.75 

AL  FRANK  9.66 

LONGLEAF  PARTNERS  INTERNATIONAL  9.62 

SCHRODER  CAPITAL  MICRO-CAP  INV.  9.46 


SELECT  SECTOR  SPDR.  BASIC  INDUSTRIES  19  34 

GABELLI  C0MST0CK  CAPITAL  VALUE  A  18.33 

DREYFUS  SMALL  COMPANY  VALUE  17  31 

PERKINS  OPPORTUNITY  16  52 

MATTHEWS  CHINA  15.62 

BOSTON  PARTNERS  LONG  SHORT  EQUITY  INV.  15.22 

BEARGUARD  INV.  14.34 

AEGIS  VALUE  13.68 

BOSTON  PTNS.  SMALL-CAP  VALUE  II INSTL  13.24 

PROFUNDS  BEAR  12.67 

RYDEX  URSA  12.67 

FRANKLIN  MICROCAP  VALUE  12.30 

BRI0GEWAY  ULTRA-SMALL  COMPANY  12.16 

DREYFUS  MIDCAP  VALUE  1115 

POLYNOUS  GROWTH  A  11.02 


IMS  CAPITAL  VALUE  9.34 

STRATTON  MONTHLY  DIVIDEND  REIT  8.91 

KINETICS  SMALL-CAP  OPPORTUNITY  8.90 

APEX  MID-CAP  GROWTH  8.89 

FIFTH  THIRD-MAXUS  AGGRESSIVE  VALUE  INSTL.  8.63 


MATTHEWS  KOREA  8.48 

MEYERS  PRIDE  VALUE  8  26 

KENSINGTON  STRATEGIC  REALTY  A  8  02 

PERRIT  MICRO-CAP  OPPORTUNITIES  7  94 

STRONG  ADVISOR  SMALL-CAP  VALUE  Z  7.92 


MASTERS  SELECT  VALUE 
HEARTLAND  VALUE  PLUS 
ROYCE  SPECIAL  EQUITY 
ALPINE  U.S.  REAL  ESTATE  Y 
OAKMARK  I 


7.85 
7.84 
7.43 
7.32 
7.24 


'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes,  January  1  through  March  27,  2001 

Data:  Standard  4  Poor's 
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Call  it  the  Fear  Factor:  $197  billion  from  nerv« 
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c  whole  mess  is  proving  that,  in  fact, 

•  Zero  Gravity  Internet  Fund,  down 
7c,  can't  defy  Newtonian  physics.  But 
ti-stakes  Internet  funds  aside,  the  rout 
i  especially  sideswiped  sector  funds: 
•h  funds'  25.7%  loss  takes  the  Oscar 

the  year's  worst  performance.  Health 
ids  are  down  24%,  and  telecom  funds 

BO.8%. 
[f  a  fund  does  happen  to  be  neatly  in 

•  black,  it's  likely  to  be  a  bear  fund 
•rting  stocks.  The  ProFunds  Ultra- 
ar  gained  22.8%,  while  the  Prudent 
ar  and  Potomac  U.  S.  Short  funds  have 
far  gained  about  10.5%  each  (table), 
ese  anti-bull-market  funds — plus  a 
ttering  of  emerging-market  and  small- 
»  value  funds — are  the  only  ones  with 
ihle-digit  gains. 

There  are,  however,  a  handful  of 
ndouts  catching  investors'  eyes.  The 
kmark  I  fund,  for  instance,  has  crept 
$200  million,  to  $2.5  billion,  in  assets 
:e  December.  Two  years  ago,  this  mid- 
»  value  fund  was  four  times  as  big, 
,  investors  drifted  off  in  search  of  su- 
rcharged returns.  Too  bad:  The  fund 
lp  7.24%  this  year,  a  record  net  asset 
lie  gain  for  the  10-year-old  fund.  "Most 


How  The  Big  Funds  Fared 

FUND                                               NET  ASSETS 
(BILLIONS) 

TOTAL 
RETURN* 

FIDELITY  MAGELLAN                               $86.5 

-10.85% 

VANGUARD  500  INDEX                                 80.6 

-10.24 

INVESTMENT  CO.  OF  AMERICA  A                54 .8 

-4.41 

WASHINGTON  MUTUAL  INVESTORS  A           47.4 

-1.64 

FIDELITY  GROWTH  &  INCOME                      37.1 

-10.51 

FIDELITY  C0NTRAFUND                               361 

-13.05 

GROWTH  FUND  OF  AMERICA  A                   35  6 

-11.00 

JANUS                                                 34.7 

-13.83 

EUROMCIFIC  GROWTH                              30.7 

-6.09 

NEW  PERSPECTIVE  A                                30.5 

-4.62 

AMERICAN  CENTURY  ULTRA  INV.                 30.4 

-15.66 

JANUS  WORLDWIDE                                29  1 

-14.79 

VANGUARD  WINDSOR  II                           25.4 

-3.12 

'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before 
taxes,  Jan.  1  through  March  27,  2001                      Data:  Standard  &  Poor's 

of  our  shareholders  left  before  they  got 
the  benefit  of  us  being  right,"  says  port- 
folio manager  William  C.  Nygren.  Ny- 
gren  buys  companies  that  trade  at  60% 
discounts  to  their  private  market  value, 
leading  him  to  Toys  'R'  Us,  Washington 


The  Worst  Funds 

Tech  &  Internet  funds  scrape  bottom 
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TOTAL  RETURN* 
1KSHIRE  FOCUS                                    -54.17% 

TOTAL  RETURN* 

BOYLE  MARATHON 

-40.27% 

RKSHIRE  TECHNOLOGY 

-53.91 

IPS  NEW  FRONTIER 

-39.68 

I0FUNDS  ULTRAOTC 

-52.54 

CONSECO  SCIENCE  A  TECHNOLOGY  Y 

-39.37 

M  WAGONER  TECHNOLOGY 

-51.92 

CHASE  VISTA  HAQ  GLOBAL  TECHNOLOGY  A 

-39.36 

N  WAGONER  MID-CAP  GROWTH 
N  WAGONER  POST  VENTURE 

-51.78 
-51.77 

MONETTA  LARGE  CAP  EQUITY 

-39.08 

NEUBERGER  BERMAN  TECHNOLOGY  INV. 

-38.94 

■  WAGONER  EMERGING  GROWTH 

-51.74 

ING  INTERNET  A 

-38.93 

RSTHAND  E  COMMERCE 

-50.68 

NUVEEN  INNOVATION  A 

-38.49 

I 

Ji  KAMPEN  TECHNOLOGY  A 

-49.44 

JACOB  INTERNET 

-38.39 

i 

ILAWARE  TECHNOLOGY  A  INNOVATION  A 

-49.08 

MERRILL  LYNCH  PREMIER  GROWTH  B 

-38.28 

1 

>  ERRILL  LYNCH  FOCUS  TWENTY  B 

-48.75 

ING  GLOBAL  COMM.  A 

-38.26 

l 

ORLD  GEN0MICSFUND.COM 

-47.30 

FIRSTHAND  COMM. 

-38.21 

1 

IULST0N  EMERGING  GROWTH 

-46.99 

MONTEREY  MURPHY  NEW  WLD.  BIOTECH. 

-38.16 

5 

IP  TRUECBOSSINGS  TECHNOLOGY 

-45.92 

ZERO  GRAVITY  INTERNET  A 

-38.10 

1 

M  GLOBAL  TELECOM  AND  TECHNOLOGY  A 

-45.52 

EMERALD  SELECT  TECHNOLOGY  A 

-38.07 

8 

PHA  ANALYTICS  DIGITAL  FUTURE 

-44.73 

INVESTEC  INTERNET.COM  INDEX 

-38.05 

5 

IERIT0R  INVESTMENT 

-43.57 

BERGER  NEW  GENERATION  INSTL. 

-37.86 

! 

IERIND0  TECHNOLOGY  D 

-43.07 

RES.  PRIV.  EQ.  INFORMED  INV.  GROWTH  R 

-37.69 

1 

M  WAGONER  MICRO-CAP  GROWTH 

-42.70 

IVY  GLOBAL  SCIENCE  &  TECHNOLOGY  ADV. 

-37.62 

I 

HARES  D.J.  U.S.  INTERNET  INDEX 

-42.41 

HUDSON  INVESTORS 

-37.50 

•■: 

ITOMAC  INTERNET  PLUS 

-41.91 

RED  OAK  TECHNOLOGY  SELECT 

-37.37 

!( 

P  INNOVATIONS  Y 

-41.77 

MONUMENT  EURONET  B 

-37.30 

13 

KONG  INTERNET 

-40.90 

MONETTA  MID-CAP  EQUITY 

-37.20 

;? 

RST  AMERICAN  TECHNOLOGY  RET.  A 

-40.81 

PUTNAM  OTC  EMERGING  GROWTH  A 

-37.14 

;■; 

(AND  PRIX  A 

-40.74 

IDEX  PILGRIM  BAXTER  TECHNOLOGY  B 

-36.75 

'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes,  Jan.  1  through  Mar.  27, 

2001 

Data:  Standard  &  Poor's 

Mutual,  and  Black  &  Decker. 
"We  were  hit  hard  by  redemp- 
tions because  investors  felt  they 
were  missing  an  opportunity  to 
make  money,"  Nygren  adds.  "I 
find  it  hard  to  believe  that 
growth  and  momentum  funds 
won't  have  a  similar  experience." 
Many,  in  fact,  are  making  the 
least-wanted  list.  Janus  funds 
topped  the  charts  until  last  year 
as  managers  loaded  up  on  ag- 
gressive tech  and  telecom 
names.  Now  that  8  of  the  16  eq- 
uity funds  of  the  Colorado  group 
are  performing  in  the  bottom 
half  of  their  respective  peer 
groups  most  have  double-digit 
losses,  investors  are  taking  a 
hike.  Blaine  P.  Rollins,  manager 
of  the  flagship  Janus  Fund, 
shrugs  off  this  year's  $1.5  bil- 
lion in  firmwide  outflows  (from  a 
total  of  $250  billion  under  management). 
"Big  whoop,"  says  Rollins,  whose  fund 
lost  14%.  He  won't  sell  a  single  share  of 
Cisco  or  other  top-10  holdings,  such  as 
Charles  Schwab  and  Nokia.  "I  don't  want 
to  become  a  reit  and  utility  fund  for  just 
one  quarter,"  he  says.  "I  like  to  take  ad- 
vantage of  the  freakouts  in  these  stock 
prices." 

VEXING  INDEX.  The  $34.7  billion  Janus 
fund  isn't  the  only  mammoth  fund  un- 
der water.  Most  of  the  nation's  largest 
funds  share  similar  fates.  That's  "no  sur- 
prise," says  James  H.  Lowell,  editor  of 
Fidelity  Investors  newsletter,  since  huge 
funds  are  near-proxies  of  the  s&p  500  and 
load  up  on  blue-chips  and  large-cap  tech 
stocks.  With  Fidelity  Magellan's  10.8% 
loss  is  deeper  than  the  s&p's  loss,  the 
return  is  "within  easy  shooting  distance  of 
being  able  to  outperform  the  index  by 
yearend,"  Lowell  contends. 

Portfolio  managers  with  experience 
in  bear  markets  could  ultimately  edge 
out  their  benchmarks  and  competitors 
this  year.  That  means  that  the  ever  pop- 
ular index  funds — such  as  Vanguard 
Group's  $80  billion  500  Index  Fund, 
down  10.2% — could  have  a  tough  haul 
against  active  managers  in  2001.  Legg 
Mason's  William  H.  Miller,  for  instance, 
has  turned  in  a  nifty  7%  return  in  his 
newest  Opportunity  Trust  fund.  He's  the 
only  fund  manager  to  beat  the  S&P  for  a 
decade  straight  with  his  Value  Trust 
fund,  down  2.7%  and  still  ahead  of  the 
s&p.  Paul  H.  Wick  of  the  Seligman  Com- 
munications &  Information  fund  has 
earned  a  22%  annualized  10-year  return, 
although  he  says  he  has  been  hit  re- 
cently by  "tech's  worst  downturn  ever." 
The  fund  is  down  50%  over  the  past 


vostors  has  scurried  over  to  money-market  funds 
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year,  vs.  Nasdaq's  60%  tumble.  But  so 
far  in  2001,  it  has  shed  just  0.4% — a 
huge  edge  over  rival  funds  averaging 
30%  losses.  Holdings  include  csg  Sys- 
tems International  and  Nvidia  Corp., 
stocks  that  won't  be  immune  from  a 
tech  rout  forever,  says  Wick,  who  wor- 
ries about  future  outflows:  "There  are 
lots  of  things  that  keep  me  awake  at 
night,  and  that's  one  of  them." 
BANKRUPTCY  BET.  A  handful  of  suc- 
cessful managers  are  buying  stocks  that 
buck  the  downturns.  The  Heartland 
Value  Fund  is  one  such  fund.  It  in- 
vests in  low-price  small-value  compa- 
nies with  an  average  price-earnings  ra- 
tio of  11  times  2001  earnings  and  which 
trade  at  less  than  1.5  times  book  value. 
Still,  its  managers  forecast  up  to  20% 
growth  rates  for  these  companies.  Con- 
sider one  top  holding,  Navigant  Con- 
sulting. Its  financial-claims  arm  will 
perk  up  as  bankruptcy  claims  do,  and  a 
utility  consulting  unit  will  benefit  from 
mergers  and  acquisitions  in  the  energy 
field.  "There's  going  to  be  a  lot  of  work 
for  these  guys,"  says  co-manager  Eric 
J.  Miller,  who  notched  up  a  5.4%  gain 
this  year,  while  a  sister  fund  with  few- 
er stocks,  Heartland  Value  Plus  Fund, 
is  up  8%. 

Even  former  highfliers  hope  to  im- 
prove returns  by  now  playing  it  safe. 
Take  a  look  at  the  H&Q  IPO 
&  Emerging  Company 
Fund,  which  closed  to  new 
investors  within  weeks  of 
its  1999  launch  amidst  a 
rush  of  new  cash.  The  fund 
lost  49%  last  year  and  an 
additional  24.5%  since  Jan- 
uary. Management  has 
since  shifted  gears:  Hold- 
ings include  Met  Life,  John 
Hancock  Financial  Ser- 
vices, Monsanto,  and  Unit- 
ed Parcel  Service.  Peter 
B.  Doyle's  Kinetics  Inter- 
net Fund  is  down  3.8% 
this  year  after  shunning 
"what  the  rest  of  the 
world  was  doing.  A  lot  of 
things  people  were  buying 
were  thin  air."  The  Kinet- 
ics Internet  Fund  had  bof- 
fo  216%  returns  in  1999 
chasing  the  dot-com  revo- 
lution, but  lost  50%  last 
year.  Doyle  now  buys  the 


The  Best  Bond  Funds 


TAXABLE  FUNDS 

TOTAL  RETURN* 

SMITH  BARNEY  HIGH  INCOME  Z 

9.73% 

STRONG  ADVISOR  AGG.  HIGH-YLD.  BOND  A 

9.16 

DEUTSCHE  HIGH-YIELD  BOND  INV. 

7.90 

BUFFALO  HIGH-YIELD 

7.78 

CALVERT  INCOME  A 

7.60 

CALVERT  SOCIAL  INV.  BOND  A 

•    7.33 

AFBA  FIVE-STAR  HIGH  YIELD 

7.18 

PILGRIM  HIGH-YIELD  II  0 

6.84 

MFS  HIGH-YIELD  A 

6.71 

STRONG  HIGH-YIELD  BOND  INV. 

6.33 

TAX-FREE  FUNDS 

TOTAL  RETURN* 

PIMC0  MUNICIPAL  BOND  A 

3.08% 

ALLIANCE  MUNI  INCOME  N.J.  A 

3.05 

MAS  MUNI  INST. 

2.91 

ALLIANCE  MUNI  INCOME  OHIO  A 

2.80 

ALLIANCE  MUNI  INCOME  PA  A 

2.76 

LEBENTHAL  N.J.  MUNICIPAL  BOND 

2.71     , 

MERRILL  LYNCH  FLA.  LTD.  MAT.  MUNI 

2.69 

ALLIANCE  INC.  MUNI  NATIONAL  A 

2.67 

LORD  ABBETT  Ml.  TAX-FREE  INCOME  A 
0FFITBANK  NATIONAL  MUNICIPAL  SELECT 

2.64 
2.63 

'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes,  Jan.  1  through  March  27,  2001 
Data:  Standard  &  Poor's 


likes  of  tech  and  media  giants  Liberty- 
Media  Corp.  and  aol  Time  Warner. 

Meanwhile,  bond  funds  continue  to 
shine.  Not  only  have  they  provided 
shelter  from  a  rocky  market  but  high 
yields  and  capital  appreciation  are  part 
of  the  equation,  too.  Don't  be  fooled  by 
comparing  the  single-digit  returns  in 
the  accompanying  table  with  what  you 
get  in  a  money-market  fund;  these  are 


The  Fund  Averages 

Not  a  plus  sign  in  sight 


only  three-month  returns.  Long  bon< 
invested  in  U.S.  Treasuries  (all  matui 
ties)  are  up  a  healthy  2.73%,  follow* 
by  a  4%  gain  in  high-yield,  or  "jun 
bond  funds,  which  are  the  best  of  br& 
in  the  fixed-income  funds. 

"With  the  Fed  set  to  lower  rates 

least  two  more  times  this  year,  bon 

should  benefit  and  continue  to  show  pc 

itive  returns  for  the  year,"  says  Geor 

Strickland   of  Thornbu 

Muni  Bond  Funds.  "Wi 

money  markets  likely  to  i 

turn  a  paltry  4%  later  tl 

year,  tax-free  bonds  becoi 

even  more  attractive."  B 

CATEGORY MAI.  .RETURN*       CATEGORY TOTAL  RETURN*      |    ^stors  should  not  exp( 

the  capital  appreciati 
they've  gotten  over 
past  year.  Says  PIMCo's  ]V 
Culley:  "Bonds  have  be 
huge  performers,  t 
they're  already  fully  valu 
to  a  4%  Federal  Fur 
rate.  You  don't  have  a 
more  upside." 

Don't  worry  abc 
missing  an  upside  move 
the  stock  market.  Inste 
you  should  be  concerr 
about  exposure  on  1 
downside.  After  all,  y 
don't  want  folks  calli 
you  a  DBF — a  diehard  b 
market  patsy. 
By  Mara  Der  Horiun-s 


TECHNOLOGY 

-25.71% 

DIVERSIFIED  EMERGING  MARKETS 

-4.81% 

HEALTH 

-24.15 

INTERNATIONAL  HYBRID 

-4.12 

COMMUNICATIONS 

-20.76 

JAPAN 

-3.51 

SMALL-CAP  GROWTH 

-18.14 

NATURAL  RESOURCES 

-3.30 

MID-CAP  GROWTH 

-17.84 

PACIFIC/ASIA  EX-JAPAN 

-2.68 

LARGE-CAP  GROWTH 

-16.93 

LATIN  AMERICA 

-2.47 

EUROPE 

-14.04 

MID-CAP  VALUE 

-1.53 

FOREIGN 

-11.90 

PRECIOUS  METALS 

-1.44 

WORLD 

-11.75 

REAL  ESTATE 

-1.15 

LARGE-CAP  BLEND 

-10.67 

SMALL-CAP  VALUE 
ALL  EQUITY  AVERAGE 

-0.33 
-10.40 

MID-CAP  BLEND 

-10.42 

FINANCIAL 

-7.30 

U.S.  DIVERSIFIED  FUNDS 

-10.94 

UTILITIES 
CONVERTIBLES 
SMALL-CAP  BLEND 
LARGE-CAP  VALUE 

-7.28 
-6.34 
-6.28 
-5.11 

SAP  500  W/DIV 

-10.27 

•Appreciation  plus  reinvestment  of  dividends 
and  capital  gains  before  taxes,  Jan.  1  through 
March  27,  2001 

Data:  Standard  &  Poor's 

If  a  fund  managed  to  stay  neatly  in  the  black, 
it's  probably  because  someone  knew  how  to  short 
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A  box  without  service  is  a  box. 

With  hp  people,  hp  superdome  becomes  a  solution  instead  of  a  server. 

Service  is  comprehensive  and  included.  We  handle  site  planning,  integration  services,  customized  training,  and 

monitoring.  It's  service  made  simple.  So  simple,  in  fact,  that  we  can  adjust  your  capacity  over  the  phone. 

Without,  ironically,  a  service  call,  hp.com/superdome 
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Finance 


COMMENTARY 

By  Lewis  Braham 


MONEY  MARKET  FUNDS  ENTER  THE  DANGER  ZONE 


It's  simple:  You  put  a  buck  in  and 
get  a  buck  back.  In  between,  you 
collect  a  better  interest  rate  than 
you  would  at  the  bank.  Since  their  cre- 
ation in  1969,  money  market  funds 
have  kept  that  promise,  except  once, 
when  Community  Bankers  U.  S.  Gov- 
ernment Money  Market  Fund  shares' 
net  asset  value  fell  to  940  in  1994. 

The  aura  of  safety  reassures  in- 
vestors, who  hold  a  record  $2  trillion 
in  such  funds.  But  many  are  less 
rock  solid  than  they  appear.  In 
January,  five  fund  families,  includ- 
ing Scudder  Kemper  Investments 
and  Dreyfus  Founders,  revealed 
they  had  to  buy  defaulted  com- 
mercial paper  issued  by  Southern 
California  Edison  Corp.  and  Pacific 
Gas  &  Electric  Corp.,  to  prevent 
their  funds  from  breaking  the 
buck.  The  total  bill  could  be  $400 
million,  according  to  Peter  Crane, 
editor  of  Money  Fund  Report. 

With  debt  defaults  on  the  rise 
and  corporate  credit  ratings  tum- 
bling as  the  economy  weakens, 
similar  incidents  will  become  much 
more  common.  "Pacific  Gas  & 
Electric  isn't  the  only  one  in  trou- 
ble," says  Douglas  A.  Rivkin,  a 
credit  analyst  at  Moody's  Investor 
Service.  "We  recently  downgraded 
AT&T,  DaimlerChrysler,  and 
France  Telecom." 
WIGGLE  ROOM.  Of  course,  there  are 
safeguards.  But  they're  not  as 
strong  as  they  first  seem.  For  in- 
stance, by  law  money  market  funds 
have  to  invest  at  least  95%  of  their  as- 
sets in  top-notch  short-term  debt  such 
as  commercial  paper  rated  P-l  by 
Moody's  or  A-l  by  Standard  &  Poor's 
Corp.  But  there's  a  wrinkle:  A  fund 
holding  paper  that  is  later  downgraded 
can  keep  it.  Many  do,  betting  that  the 
paper  won't  default,  as  did  pg&e's. 

Producing  a  high  yield,  a  big  draw 
to  many  investors,  is  getting  tougher. 
The  dearth  of  high-quality  debt,  cou- 


pled with  smaller  issues  of  Treasury 
bills,  makes  for  fierce  competition  be- 
tween the  1,500  money  funds.  So,  av- 
erage yields  have  dropped  sharply  to 
4.8%  from  5.9%  on  Jan.  1.  "In  order 
to  have  the  best-performing  money 
fund  now,  you've  got  to  do  something 
out  of  line,"  says  Bruce  Bent,  ceo  of 
Reserve  Funds  and  creator  of  the 
first  money  market  fund. 

Bent  invests  his  own  funds  in 


"In  order  to  have  the  best- 
performing  money  fund  now,  you've 
got  to  do  something  out  of  line" 

BRUCE  BENT  CEO,  Reserve  Funds 

Treasurys,  bank  CDs,  and  repurchase 
agreements,  spurning  commercial  pa- 
per. Other  managers  love  it — and 
have  branched  out  into  asset-backed 
credits,  which  bundle  the  likes  of 
credit  card,  mortgage,  or  auto  loans 
into  a  single  pool.  Because  hundreds 
of  borrowers  are  involved,  the  debt 
is  harder  to  assess  and  may  have  a 
greater  risk  of  default. 

Funds  can  also  buy  unrated  com- 
mercial paper  and  municipal  debt, 
which  usually  yield  more  than  rated 


securities.  Unrated  doesn't  mean 
poor  quality:  The  issues  are  just  too 
small  to  rate.  Determining  that 
their  quality  is  up  to  snuff  is  left  to 
fund  managers.  That  creates  an  in- 
herent conflict  of  interest,  as  man- 
agers could  be  tempted  to  okay 
poor-quality  debt  to  boost  their 
yields.  Funds'  boards  monitor  this 
activity,  but  not  specific  issues.  "We 
approve  the  fact  that  the  fund  has 
effective  procedures  in  place  to 
make  a  rating,"  says  Gerald  C. 
McDonough,  a  retired  Fidelity 
Investments  fund  director. 

Distressed  unrated  debt  could 
cause  serious  problems  because  it 
is  often  thinly  traded  and  hard  to 
sell.  Nobody  knows  how  much 
unrated  debt  money  funds  hold, 
but  tax-free  funds  appear  to  be 
the  largest  buyers.  Manager 
John  C.  Bonnell  of  the  top-yield- 
ing Strong  Municipal  Money 
Market  Fund  says  there  are  sev- 
eral unrated  securities  in  his 
portfolio.  But  he  usually  insists 
that  the  debt  issuer  has  insur- 
ance: a  letter  of  credit  from  a 
top-rated  bank,  guaranteeing  the 
investment.  In  such  cases,  he 
says  it's  the  bank's  credit  quality 
that  matters,  not  the  issuer's. 

But  the  law  does  not  mandate 
letters  of  credit.  Nor  does  it  re- 
quire mutual  fund  companies  to 
bail  out  their  money  market  funds 
when  they  stumble.  While  funds  al- 
ways have  in  the  past,  betting  on  the 
next  bailout  isn't  a  sound  investment 
strategy.  Investors  seeking  safe  haven 
should  ignore  outsized  yields  and  stick 
to  money  funds  with  low  expenses, 
run  by  large,  established  fund  compa- 
nies. Or  they  should  buy  funds  that  in- 
vest only  in  Treasurys  and  govern- 
ment agency  bonds.  That's  as  sound  as 
you  can  get. 


Braham  covers  mutual  funds. 


CLOSE  CALLS 

i;-Fund  families  sometimes 
\jhave  to  bail  out 
their  money  funds 


2001  At  least 
five  fund  families 
must  purchase 
paper  in  troubled 


1997  Strong 
Funds  bails  out 
three  money  funds 
holding  Mercury 


California  utilities      Finance  paper 


1994  30  money 
funds  hold 
positions  in 
defaulted  Orange 
County  paper 


199439  money 
funds  must  buy 
out  distressed, 
interest  rate 
derivatives 
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The  box  is  only  as  good  as  the  thinking  outside  of  it. 

hp  superdome  is  more  than  an  enterprise  server, 

it's  an  enterprise  solution. 

It's  a  team  of  thoughtful  people  and  smart  hardware  that  adjusts 

to  a  very  specific  future  -  yours. 

This  is  the  first  generation  of  a  new,  more  complete  way  of  managing  your  business. 

One  in  which  comprehensive  service  and  system  integration  are  parts  of  the  process, 

not  expensive  afterthoughts. 

hp  superdome  is  the  first  step  into  an  internet  infrastructure  that's  always  on, 

always  flexible,  always  exactly  what  you  need. 

Not  more.  Or  less.  Just  exactly. 

Look  ahead,  at  hp.com/superdome 
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Finance 


PRIVACY 


THINK  YOUR 
SECRETS  ARE  SAFE? 

You  need  to  act  fast  to  control  access  to  your  financial  data 

In  coming  weeks,  households  will  re- 
ceive a  torrent  of  notices  from  every 
financial  institution  with  which  they 
do  business.  Many  will  dump  the  deluge 
as  so  much  junk.  If  they  do,  they  risk 
throwing  away  their  right  to  protect 
their  privacy  over  vast  swaths  of  their 
personal  and  financial  information  from 
name  and  address  to  details  of  assets, 
income,  and  debts. 

Under  new  rules  now  going  into  effect, 
financial  institutions  must  disclose  what 
information  they  collect  about  their  cus- 
tomers, and  how  they  share  it,  both  with 
affiliates  and  outside  firms.  Consumers 
can't  stop  in-house  sharing,  such  as  by  a 
bank  with  its  brokerage  arm,  but  they 
must  be  offered  the  chance  to  opt  out  of 
sharing  with  third  parties.  Hence,  the 
avalanche  of  mail. 

NO  PROTECTION.  If  customers  don't  ob- 
ject, financial  institutions  can  release  cus- 
tomer account  numbers  to  outside  mar- 
keters or  partners  who  run  programs 
such  as  air-miles.  The  rules  don't  require 
institutions  to  make  sure  that  third  par- 
ties, handling  everything  from  prepar- 
ing account  statements  to  marketing, 
keep  consumer  information  under  wraps. 
They  don't  protect  infor- 
mation about  people  in 
employee  benefit  plans, 
such  as  401(k)s,  adminis- 
tered by  financial  compa- 
nies. And  they  allow  the 
sharing  of  extensive  cus- 
tomer information  that, 
while     not     personally 
identified,  can  be  merged 
easily  with  other  data- 
bases to  create  detailed 
portraits  of  consumers' 
financial  dealings. 

Until  now,  information 
sharing  has  been  largely 


ial 

spn  _ 
rbaH 
)keH 

ign  I 


HOW  TO  PROTECT 
YOURSELF 

IRead  your  mail  carefully, 
and  for  the  next  few 
weeks  at  least,  don't  toss 
anything  that  looks  like  junk 
mail.  It  could  be  a  privacy 
notice. 

2  Read   each    notice  and 
understand     how    each 


says  Julie  L.  Williams,  chief  counsel  to 
the  Treasury  Dept.'s  Office  of  the  Comp- 
troller of  the  Currency,  who  played  a 
key  role  in  writing  the  rules. 

But  privacy  advocates  complain  the 
law  permits  an  Orwellian  intrusion  into 
consumers'  financial  lives.  Short  of  an 
outright  ban  on  sharing  of  consumer  in- 
formation, they  wanted 
a  much  stronger  opt-in 
rule  that  would  have 
prevented  information- 
sharing  unless  customers 
positively  agreed.  "Con- 
sumers have  no  control 
over  sharing  most  of 
their  information  most  of 
the  time,"  complains  Ed 
Mierzwinski,  consumer 
director  for  the  U.  S. 
Public  Interest  Research 
Group,  a  Washington 
watchdog  group. 

The   rules   are   even 


firm  handles  your  personal 

and  financial   information. 

Notices  will  not  be  uniform, 
unregulated,  leaving  in-      leakier  than  they  appear. 

3 If  you're  unhappy,  exer-  For  example,  financial  in- 
cise your  right  to  bar  dis- 
closure of  your  information — 
and  reply  promptly.  If  you 
don't,  financial  institutions 
can  assume  you  accept. 


dividual  companies  to  de- 
cide how  much,  or  little, 
they  would  protect  pri- 
vacy. "[The  new  law]  ex- 
tends some  important  ad- 
ditional protections  to 
consumers  about  their 
personal     information," 


Data:  BusinessWeek 


stitutions  must  protect 
private  information.  But 
if  they  "reasonably  be- 
lieve" that  information  is 
publicly  available,  the 
data  can  be  shared  with 
third  parties.  So  if  infor- 


mation has  been  published  say  inanuii 
azine  or  on  a  Web  site — even  if  access 
restricted  by  a  password — then  it's 
longer  protected.  Some  joint  accou 
holders  might  be  in  a  strange  situatii 
Though  all  holders  have  the  right  to  ( 
out  of  disclosure  of  their  information,  t  ' 
rules  say  financial  institutions  need  se 
only  one  notice  per  account.  And  e 
ployees  in  benefit  plans  don't  get  t 
chance  to  protect  themselves,  as  th 
employers,  not  they,  are  considered  t 
-    -   customers. 

If  the  new  arrangements  sou  | 
as  though  they  were  designed' 
please  banks,  brokers,  and  insi 
ers,  that's  because  they  larg< 
were.  They  are  the  by-product  , 
a  hugely  expensive,  two  decadi 
long  campaign  by  the  financial 
dustry  to  sweep  away  Depn 
sion-era     laws     that     forte 
mergers  among  banks,  brokel 
and    insurers.     The     resultil 
Gramm-Leach-Bliley  Act,  sig 
in  Nov.,  1999,  aimed  to  legal 
one-stop  financial  conglomeral  I 
such  as  Citigroup.  But  it  also  1; 
down  the  parameters  for  priva 
protection. 

Financial  institutions  for  t 
most  part  aren't  adopting  co 
pletely  new  privacy  policies, 
stead,  they're  codifying  their  curre 
practice  and  telling  customers  about 
Atlanta's  SunTrust  Banks  Inc.,  for 
ample,  uses  outside  firms  to  provide  s 
vices  such  as  credit  cards  and  insuran 
If  customers  don't  object,  the  bank  c 
give  suppliers  their  information,  includi 
name,  Social  Security  number,  assets, 
come,  account  balance,  and  details 
transactions  with  itself  or  its  affiliate 
Some  firms,  like  New  York's  J.  P.  Morg 
Chase  &  Co.,  go  further.  Its  policy 
lows  customer  contact  informatior 
names,  addresses,  and  phone  numbers 
to  be  shared  with  nonfinancial  compa 
offering  travel  programs,  dental  or  lej| 
services,  and  the  like. 

A  few  institutions,  leery  of  consum| 
backlash,  have  decided  not  to  share 
formation  with  outsiders.  Bank 
America  Corp.,  for  instance,  will  hand 
all  customer  contact  itself  if  it  entel 
joint  marketing  projects  with  thi| 
parties. 

Still,  most  of  the  industry  is  inte 
on  defending  the  rules.  So  far,  it  h 
been  able  to  protect  its  big  investme 
in  getting  the  law  changed.  If  cu 
tomers  don't  react  to  the  tiotio 
they're  now  receiving,  that  investme 
will  be  even  safer. 

By  Christopher  H.  Sclim 
in  Washingt 
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jTTiink  Silicon  Valley  is  too 
crowded?  Think  you'd  like 
to  move  your  company? 
Think  you've  never  heard 
of  anyone  moving  their 
company  to  New  Mexico? 


i 
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Think  anyone  had  ever 
eard  of  Silicon  Valley 
5  years  ago? 


vww.newmexicodevelopment.com 


1-800-374-3061 


NEW  MEXICO  NEXT. 

SF/E/7 


www.oaklandzoo.ors 


tH's  is  n°t  «  ftfwse- 


THE  OAKLAND  ZOO  % 


SF/E/8 
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The  Line  Waiting  Ritual 

Recently  unearthed  evidence  suggests  a  strange  pattern  of  prc-flight  behavior 
'among  our  air  traveling  ancestors:  In  search  of  boarding  passes,  large  tribe* 
would  gather  and  stand  single  file  for  long  periods  of  time.  Eventually,  modern 
"travelers  would  learn  to  use  simple  tools  like  the  Alaska  Airlines  Instant  Travel 
Machine  to  check  themselves  in,  select  their  scats,  receive  their  boarding  passes, 
even  check  their  own  baggage.  All  without  waiting  in  long  lines. 


Self  check-in 
marked  the  arrival 
of  a  new  specie*  — 
liotirdits  inMunluiw 


.■</  footprints  indicate  thai  the  herding 
strong  among  primitive  passengers 


today 


you  have  the  freedom  to  change  your  wireless  plan 
no  matter  where  tomorrow  takes  you. 


INTRODUCING     AT&T     WIRELESS     CUSTOMER    ADVANTAGE!" 
Ask  us   how  you   can   adjust  your  wireless   plan, 


technology  and   service  whenever  your  life  changes. 
AT&T  Wireless    Customer  Advantage!" 


•  If  your  needs  change,  switch  to  another 
qualified  calling  plan  without  fees  to 
change  your  service. 

•  Make  sure  your  calling  plan  suits  your 
needs  with  a  free  plan  analysis. 

•  After  1 2  months,  upgrade  to  new 
equipment  at  a  discounted  price. 

•  Customer  service  to  fit  your  needs: 
online,  in  person  or  automated. 


YOUR  WORLD.  CLOSE  AT  HAND. 


AT&T  Wireless 


www.attwireless.com 

Important  Information 


I  800-IMAGINE 


)l  AT&T  Wireless.  The  AT&T  Wireless  Customer  Advantage"  program  applies  to  customers  on  and 
moving  to  12-month  voice  calling  plans.  Does  not  apply  to  prepaid  calling  plan  users.  Change  of  calling  plans 
may  require  purchase/use  of  different  wireless  device.  Customers  may  be  eligible  for  discounted  equipment  based  on  tenure,  calling  plan  and  time  from 
last  upgrade,  among  other  factors.  Customer  must  be  current  in  account  and  in  good  standing  to  be  eligible  for  phone  discount. To  receive  discounted 
equipment,  customer  must  agree  to  new  12-month  contract  term.  Program  limited  to  one  discounted  phone  per  12-month  period.  Recommendations 
to  nationally  available  AT&T  Wireless  calling  plans  only  and  are  not  a  guarantee  of  lower  wireless  costs.  Program  not  available  in  some  areas  or 
with  respect  to  customers  on  or  moving  to  certain  calling  plans  (including  business  calling  plans).  Migration  to  promotional  calling  plans  requires 
fulfillment  of  all  promotional  requirements,  which  may  include  new  12-month  term  and  which  may  not  be  combined  with  other  promotions.  Customers 
switching  to  another  calling  plan  may  lose  promotions  available  on  current  plan.  Subject  to  the  General  Terms  and  Conditions  contained  in  the  AT&T 
Wireless  Welcome  Guide.  Calling  areas,  rates,  agreements,  provisions,  business  practices,  procedures  and  policies  are  subject  to  change  as  specified  in 
the  General  Terms  and  Conditions. 


SF/E/10 


Your  e-business 
is  only  as  sound  as 
its  infrastructure. 


Infrastructure  Before  E-Business  * 

E-business  will  fail  without  a  strategically 
planned  network  infrastructure.  Sound 
infrastructure  enables  companies  to 
improve  value  chains,  achieve  M&A 
integration,  and  build  virtual  networks. 

Catalyst  Conference  2001: 
"Putting  i  Before  e" 

Catalyst  2001  addresses  the  challenges 
that  organizations  face  as  they  build 
e-business  infrastructure.  The  only 
conference  of  its  kind,  Catalyst  focuses 
on  critical  network  issues,  separating 
substance  from  hype.  Catalyst  mirrors 
The  Burton  Group's  ten-year  reputation: 

Interactive.  Facilitates  dialogue  among 
end  users,  industry  experts,  vendors. 

Independent.  Champions  vendor- 
independent  viewpoints. 

In-Depth.  Drills  down  to  same  level  of 
detail  found  in  Burton  Group  research. 

Intense.  Delivers  compelling  content: 
expert  analysis,  end-user  case  studies, 
vendor  presentations. 

Influential.  Contributes  thought 
leadership  on  industry  trends  as  well  as 
existing  and  emerging  technologies. 


San  Diego,  CA 

July  23-25, 2001 

Marriott  Hotel  and  Marina 

www.tbg.com/catalyst  info@tbg.com 

801-566-2880  ext.  161 

800-824-9924  ext.  161 


About  The  Burton  Group 

The  Burton  Group,  a  technology 
pioneer  and  leader,  provides  world-class 
integrated  research,  advisory  and 
consulting  services  for  evolving  network 
infrastructure.  A  proven  resource  for 
Global  2000  firms,  The  Burton  Group 
guides  IT  professionals  in  the  strategy 
of  building  and  the  tactics  of  managing 
scalable,  secure,  efficient  networks. 


Sponsored  by 


BusinessWeek 


*  Visit  www.tbg.com  tor  a  complimentary  research  report, 
"New  Infrastructure  for  New  Business" 


ft  I  Who's  taking  care  of  you?b 
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Sheraton  Grand 
Sacramento 


HOTEL 


There's  a  new  kid  on  the  block. 

The  Sheraton  Grand  Sacramento  Hotel-Opening  late  April  2001 


175' 


119" 


Mon.-  Set  in  one  of  Sacramento's  most  popular  downtown  areas,  you'll  experience  the 

Thurs.  incredible  level  of  service  synonymous  with  the  Sheraton  name  in  a  legendary  designed 

Fri.-  building.  And  for  a  limited  time,  take  advantage  of  our  special  rates  and  earn  double 

Sun.  Starwood  Preferred  Guestsm  points* 

•  Located  in  the  beautifully  restored,  historic  Public  Market  Building 

•  503  comfortable  guest  rooms,  including  27  suites 

•  20,000  square  feet  of  flexible  event  space,  including 
a  10,500-square-foot  ballroom 

•  An  open  kitchen  concept  restaurant  in  a  Market  atrium  setting 

•  Fully-equipped  fitness  center  overlooking  an  outdoor  heated  pool 

•  Located  near  the  Convention  Center  and  Capitol  Building 

•  15-minute  drive  to  the  Sacramento  International  Airport 

For  reservations,  call  800-325-3535,  visit  sheraton.com  or  call  your  travel  planner. 
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formation  Technology 


INTERNET 


IP3.COM 

ACES  THE  MUSIC 

tas  a  new  survival  strategy.  Is  it  enough? 


was  early  1998  when  MP3.com  Inc. 

under  and  ceo  Michael  L.  Robert- 

n  first  realized  just  how  much  the 

c  industry  had  it  in  for  him.  At  a 

2rence  in  Los  Angeles  sponsored 

le  National  Academy  of  Recording 

&  Sciences,  Robertson  stood  up 

the  audience  and  announced  that 

ad  placed  software  in  everyone's 

iway  bags.  The  software  could  turn 

s  into  MP3  files  that  could  be  sent 

the  Internet.  He  hadn't  thought 


much  about  how  this  might  be  a  mortal 
threat  to  the  recording  industry.  But 
the  crowd  of  grey-haired  music  execu- 
tives clued  him  in.  They  started  booing 
and  screaming  obscenities.  Then  "they 
yelled,  'Sit  down!'"  Robertson  recalls. 

He  sat,  but  he  didn't  back  off.  Ever 
since  Robertson  founded  San  Diego- 
based  MP3.com  in  1998,  he  has  relent- 
lessly pursued  his  vision  of  turning  the 
Web  into  a  place  where  people  can  hear 
their  favorite  music  anytime,  anywhere. 


ROBERTSON:  Now  he's  scrambling  to 
come  up  with  new  revenue  streams 

While  the  site  is  famous  for  featuring 
the  work  of  unknowns,  his  most  impor- 
tant offering  now  is  My.MP3.com,  which 
allows  users  to  store  music  in  virtual 
lockers  on  his  site,  dream  up  their  own 
playlists,  and  tap  in  instantly  from  any 
Web-connected  device.  Supported  most- 
ly by  advertising  revenues,  MP3.com  in 
February  served  up  59  million  tunes  to 
nearly  1  million  consumers.  Its  revenues 
for  fiscal  2000  were  $80.1  million,  a  266% 
increase  over  1999 — though  it  reported 
a  loss  of  $23  million. 

Napster  Inc.  gets  most  of  the  press, 
but  when  it  comes  to  creating  a  busi- 
ness from  distributing  music  on  the  Net, 
MP3.com  at  least  has  a  shot  at  it.  That's 
because  Napster  does  little  more  than 
let  individuals  swap  songs  stored  on 
their  computers.  It  has  no  revenues — 
and  no  immediate  prospects  of  getting 
any.  By  contrast,  MP3.com  controls  the 
name-brand  music  on  its  site — storing 
the  files  on  its  own  computers  and  only 
allowing  access  to  songs  the  consumer 
already  owns.  As  a  result,  it  can  more 
easily  charge  for  services. 
CD  BURN.  That's  the  theory,  anyway. 
Through  a  combination  of  Robertson's 
missteps  and  the  music  industry's  re- 
sistance to  change,  the  future  of  MP3.com 
is  very  much  in  doubt.  My.MP3.com 
sparked  a  string  of  copyright  suits  that 
shut  the  service  down  for  seven  months 
last  year.  Robertson  eventually  settled 
with  the  five  major  record  labels,  re- 
quiring MP3.com  to  pay  them  fees  each 
time  one  of  their  songs  is  played.  But 
new  legal  barbs  just  keep  jabbing  him. 
He  still  faces  suits  from  a  handful  of 
smaller  labels.  In  one  case,  brought  by 
Tee  Vee  Toons,  which  represents  such 
bands  as  Nine  Inch  Nails,  a  judge  al- 
ready ruled  against  MP3.com,  and  the 
trial  to  determine  damages  began  on 
Mar.  26.  The  past  doesn't  bode  well  for 
MP3.com.  Last  September,  the  same 
judge  ordered  it  to  pay  a  staggering 
$25,000  per  CD  to  Universal  Music.  The 
ruling  would  have  pushed  MP3.com  into 
bankruptcy  were  it  not  for  a  settlement. 

To  make  matters  worse,  it's  becoming 
clear  that  the  record  labels  intend  to 
take  over  the  digital  distribution  of  mu- 
sic. In  February,  Sony  and  Universal 
announced  a  joint  site,  Duet,  that  will 
offer  music  from  both  labels.  The  see- 


It's  becoming  clear  that  record  labels  fully  intend 
to  take  over  the  digital  distribution  of  music 
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Robertson  has  a  new  headache:  Rolling  blackouts 
in  California  that  shut  down  operations 


nario  is  eerily  reminiscent  of  what  has 
occurred  in  so  many  other  industries, 
from  toys  to  clothing:  Old-line  companies 
stumble  slowly  onto  the  Net,  but  they 
eventually  put  pure  dot-coms  out  of 
business.  That  fear,  plus  the  threat  of 
huge  legal  bills,  has  given  MP3. corn's 
stock  price  a  bad  case  of  the  boogie- 
woogie  flu.  At  just  $2.40,  it's  down  90% 
in  the  past  year. 

Robertson's  response:  He's  scrambling 
to  come  up  with  new  revenue  streams. 
In  the  past  few  weeks,  he  has  added 
subscription  "channels,"  offering  users 
unlimited  access  to  children's 
songs  or  classical  pieces  for  fees 
ranging  from  $4.99  a  month  to 
$29.99  a  year.  On  My.  MP3.com, 
users  can  store  up  to 
25  CDs  for  free,  or  up 
to  500  CDs  for  $49.95  a 
year.  Robertson  hopes 
to  make  his  biggest 
splash  by  offering 
record  labels  marketing 
services  such  as  e- 
mail  campaigns  to 
promote  new  album 
releases  and  concert 
tours. 

The  new  strate- 
gies don't  seem  likely 
to  pay  off  anytime 
soon.  Credit  Suisse 
First  Boston  esti- 
mates that  the  new  sub- 
scription services  will  add 
only  $1.6  million  to  $8  mil- 
lion in  revenues  this  year. 
At  the  same  time,  music  in- 
dustry insiders  say  Robert- 
son will  have  a  hard  time 
getting  the  industry  to  play 
along.  "He  offended  the 
great  bulk  of  the  industry 
by  copying  their  music,  and 
now  he's  saying,  'Gee  I'd 
like  to  be  in  business  with  you,'"  says 
attorney  Lawrence  Y.  Iser,  a  specialist 
in  copyright  law  at  Los  Angeles-based 
Greenberg  Glusker  Fields  Claman 
Machtinger  &  Kinsella  LLP.  "It's  going 
to  be  difficult." 

GARAGE  HEROES.  Cash  is  crucial  while 
the  company's  fortunes  play  out. 
MP3.com  has  $98  million  in  the  bank  to 
on  operations — and  another  $170 
million  set  aside  in  a  fund  to  cover  legal 
les.  The  company  burns  about  $10 
million  a  quarter  on  operations,  so  its 
cash  could  last  more  than  two  years  at 


the  current  rate.  Even  though  its  ad 
sales  have  held  up  so  far,  the  economic 
slowdown  could  menace  future  revenues. 
And  a  major  loss  in  court  could  put 
MP3.com's  finances  in  peril  practically 
overnight.  Even  without  that,  analysts 
expect  it  to  lose  about  $11  million  this 
year. 

Robertson  has  overcome  perils  and 
confusion  before.  The  company  got  its 
start  in  1996  when  Robertson,  then  a 
computer  consultant,  launched  Z  Co., 
which  ran  a  collection  of  search  engines. 
Working  out  of  his  living  room  with  two 


SINGING  THE  BLUES 


After  the  My.MP3.com  service  set  off  a  rash  of  copyright-viola 
tion  lawsuits,  the  company  struck  licensing  deals  that  al- 
lowed music  from  the  major 
recording  companies  to  be  offered 
on  the  site.  Yet  challenges  remain. 


E 


NEW  REVENUES  NEEDED  MP3.com  must 
generate  revenue  streams  beyond  online  ad- 
vertising. It  just  started  charging  monthly  fees 
beginning  at  $4.99  for  classical  and  chil- 
dren's music  services.  It  also  charges  yearly 
fees  for  access  to  songs  from  major  labels.  If 
the  new  businesses  aren't  hits,  MP3.com  will 
have  a  hard  time  making  a  profit. 


STIFFER  COMPETITION 

Bertelsmann  is  allied 
with  Napster,  and  Sony 
and  Universal  are  plan- 
ning a  joint  site.  MP3.com 
says  it  can  be  a  third- 
party  marketing  resource 
for  all  labels.  But  it  needs 
to  find  allies  with  deep 
pockets. 


LEFTOVER  LITIGATION  It's 
battling  insurers  that  are 
refusing  to  pay 
litigation-related 
claims  covered  under 
MP3. corn's  policies. 
And  it  faces  copy- 
right lawsuits  from  a 
few  indie  labels. 
MP3.com  set  aside 
$170  million  to  cov- 
er legal  damages,  but 
setbacks  could  threaten 
its  remaining  $98.8  mil- 
lion cash  cushion. 


partners,  he  noticed 
an  increasing  num- 
ber of  searches  for 
the  term  "  MP.:."  In- 
trigued, they  down- 
loaded a  few  MP3 
files  and  played 
them. 
They  knew  they  had  hit  upon  an  op- 
portunity, they  just  weren't  sure  what  it 
was.  At  first,  Robertson  dodged  the 
recording  industry  altogether.  His  site 
simply  listed  other  sites  related  to  MP3 
technology.  Then  Robertson  started  get- 
ting e-mails  from  amateur  musicians 
asking  if  they  could  post  their  songs  on 
UPS.com.  Robertson  complied,  and  the 
garage  bands  poured  in.  They  now  num- 
ber more  than  140,000.  The  garage-band 
service  attracted  consumers.  And  that 
allowed  MP3.com  to  attract  some  major 
advertisers,  including  a  unit  of  Groupe 


Arnault,  a  French  conglomerate,  th 
committed  to  spending  $120  million 
advertising  through  2004. 

Robertson  wanted  more — hence  IV 
MP3.com.  Flush  with  $361  million  frc 
the  company's  July,  1999,  initial  pub 
offering,  he  bought  80,000  music  < 
and  installed  them  at  headquarters 
La  Jolla,  Calif.  Unschooled  in  copyrie 
law,  he  figured  that  if  he  forced  cc 
sumers  to  prove  that  they  alrea 
owned  the  CDs,  he  would  be  able 
serve  the  music  up  to  them  over  t 
Net  without  running  afoul  of  the  mu 
publishers.  Wrong.  All  h 
broke  loose  when  the 
vice  launched.  The  lab 
screamed     "copyright 
fringement"  and  it  took 
months  to  settle  with  th 
Since  then,  Robertson 
made  only  a  little  pr 
ress     in     turning 
recording  giants  into 
lies.  For  Warner  Mu 
Group,  which  signed 
for  his  marketing  serv 
in  February,  the  900,' 
regular  users  of  the  V 
site  and  MP3.com's  ini 
mation  about  their  int 
ests  are  a  strong 
"That's  powerful  info: 
tion  that  we  can  use 
research  purposes  as 
as  targeted  promoti 
purposes,"     says 
Vidich,  an  executive 
president  for  Warner 
sic  Group.  Warner  has  done  over 
dozen  "e-mail  blasts"  promoting 
CDs,  with  a  response  rate  avera 
around  3%,  which  is  considered  e 
lent.  Still,  Warner  is  the  only  majo 
bel  that's  playing  along. 

As  if  he  didn't  have  enough  to  w< 
about,  Robertson  encountered  a 
enemy  on  Mar.  20:  the  electric  comp 
When     mandatory     blackouts     ro 
through  energy-depleted  Southern 
ifornia,  the  lights  went  out  at  MPS. 
for  more  than  an  hour,  though  the 
site  wasn't  affected.  Robertson 
the  best  of  it,  taking  a  quick  drive  h| 
to  visit  his  family.  Then  the  man 
sees  a  light  at  the  end  of  every  tu 
even  when  the  electricity  is  off,  ho 
into  his  car  and  went  back  In  (lie  d; 
ing  task  of  trying  to  turn  the  new, 
MP8.com  into  a  profitable  business. 
By  Aflcuc  Weintraub  in  Los  An. 


90  BusinessWeek  /  April  9,  2001 


fcT 


On  a  phone... 

with  AOL  by  Phone 


(34     On  your  TV... 


Now  get  your  favorite  AOL  features 

-anywhere,  any  tune! 

A 

Check  e-mail  from  the  airport.  Receive  instant  messages  on  the  go.  /^^ 

Get  real-time  weather,  news,  even  stock  quotes  right  on  your  TV.  Mi flV/V 

Wherever  you  happen  to  be,  you're  connected  mKL        .^^ 

with  AOL  Anywhere  A  M   E    R^  I    C  A 


with  AOLTV 


^Z 


1 


On  a  RIM  Device... 


with  AOL  Mobile  Communicator 


So  easy  to  use, 
no  wonder  it's  #1 


E=] 


■ 


ot  an  America  limine  member  yetr 
(all  I-800-4-0NLINE  for  your  free  sign  up  kit  today! 


AOL  Keyword:  AOL  Anywher 
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Media 


THE  INTERNET 


TAKE  ME  ONLINE 
TO  THE  BALL  GAME 

Will  fans  line  up  for  MLB.com-and  pay  for  premium  goodies? 


Is  there  anyone  in  baseball 
feeling  more  pressure  to 
perform  this  season  than 
the  latest  salary  record- 
breaker,   Texas    Rangers 
shortstop  Alex  Rodriguez? 
Just  maybe.  Meet  Robert 
A.  Bowman,  a  45-year-old 
rookie    to    Major    League 
Baseball  who  confesses  he 
has  "bad  butterflies"  heading 
into  Opening  Day  on  Apr.  1. 

Bowman  isn't  spending  the  last  days 
of  spring  training  shagging  fly  balls  or 
working  on  his  swing.  He's  toiling  away 
in  the  ramshackle  office  of  a  converted 
factory  near  Manhattan's  meatpacking 
district.  Bowman  was  hired  by  MLB  in 
November  to  help  bring  America's  pas- 
time into  the  future  by  overhauling  its 
Internet  operations.  The  final  touches 
are  being  put  on  features  that  the  league 
hopes  will  attract  scores  of  new  users  to 
its  six-year-old  Web  site,  MLB.com. 
SURPRISE  MOVE.  But  the  league,  which 
has  been  slow  to  exploit  the  Internet 
compared  with  other  sports  leagues, 
wants  the  site  to  do  more  than  just  build 
brand — it  wants  it  to  make  lots  of  money. 
That's  why  mlb  has  spun  off  the  Net 
unit  as  a  for-profit  limited  partnership. 
The  league's  30  team  owners  have  com- 
mitted $60  million  to  the  site  over  the 
next  two  years — an  interesting  strate- 
gy at  a  time  when  costly  Internet  units 
set  up  as  separate  operations  are  being 
folded  into  big  media  companies  and  lots 
of  question  marks  still  linger  over  how 
best  to  make  money  online.  "This  is  not 
necessarily  a  smart  move  in  this  envi- 


ronment,"  warns    Christopher 
Todd,  a  Jupiter  Media  Metrix 
Inc.  analyst.  "The  self-suffi- 
cient model  is  not  going  to 
be  viable." 

But  MLB.com  execs  are 
predicting  that  the  obses- 
sive devotion  of  baseball 
fans  and  the  ubiquitous  na- 
ture of  the  Internet  will  com- 
bine to  make  the  site  prof- 
itable. "There's  never  a  good  time 
to  [launch  a  business].  But  any  dot-com 
now  that  has  this  kind  of  brand-name 
funding  has  a  great  chance  to  succeed," 
says  Bowman,  who  has  worked  in  both 
the  Old  and  New  Economies.  The  high- 
energy  Bowman,  who  grew  up  a  Milwau- 
kee Brewers  fan,  is  a  former  president  of 
conglomerate  fit  Corp.  and  was  most  re- 
cently ceo  of  online  consumer  electronics 
retailer  Cyberian  Outpost. 

Back  in  January,  2000,  baseball's  30 
team  owners  voted  to  hand  over  control 
of  their  teams'  Web  sites — including  edi- 
torial content — to  the  league  in  an  ef- 
fort to  be  more  economical.  Bowman  and 
his  staff,  including  two  writers  based  in 
each  team's  home  city,  now  run  all  those 
sites.  Major  League  Baseball 
Commissioner  Bud  Selig  com- 
pares the  move  to  turn  over  the 
Web  sites  to  the  landmark  deci- 
sion in  1961  by  National  Foot- 
ball League  teams  to  share  ~ 
television  revenues.  "Sharing 
Internet  revenues  equally  will 
change  the  internal  economics  of 
the  game,"  says  Selig.  "It  helps 
us  to  solve  our  disparity  problem" 


between  large-  and  small-market  teams. 

But  how  does  MLB.com  plan  to  drum 
up  money?  Through  sponsorships,  ad- 
vertising, subscriptions,  and  e-commerce, 
say  executives.  Bowman  predicts  the 
site  will  turn  a  profit  in  the  2003  season. 
It  will  at  first  rely  heavily  on  sponsor- 
ships, such  as  the  current  $2  million  on- 
line sweepstakes  being  offered  by  Mar- 
riott International  Inc.  But  increasingly, 
execs  says,  e-commerce,  especially  auc- 
tions of  memorabilia  and  subscriptions, 
will  be  the  largest  revenue  generators. 
CUSTOM  REPLAYS.  About  80%  of  the  con- 
tent on  the  MLB  site  will  be  free.  The  re- 
mainder will  be  accessible  for  a  fee — in- 
cluding radio  broadcasts  of  all  games 
from  Anaheim  to  Atlanta,  live  and 
archived — for  $9.95  for  the  season.  That 
spells  the  end  of  listening  to  games  on  lo- 
cal radio  station  Web  sites,  since  mlb's 
rights  supersede  those  of  the  local  broad- 
casters that  already  pay  fees  to  the 
league.  MLB.com,  which  offered  the  games 
for  free  last  year,  now  becomes  the  gate- 
keeper for  all  Internet  broadcasts  of 
games.  As  part  of  the  deal,  though,  fans 
get  a  $10  gift  certificate  to  the  MLB.com 
store.  By  contrast,  NBA.com  charges  $30 
a  season  for  audio  downloads  of  games, 
while  on  NFL.com,  game  broadcasts  are 
free.  Baseball  broadcasts  will  also  be 
available  through  Real  Networks'  $4.95- 
a-month  RealPlayer  Gold  Pass.  For  an- 
other MLB.com  fee,  probably  $20  for  the 
season,  fans  get  to  edit  video  highlights. 

Bowman  says  that  he  and  his  120 
employees  will  need  to  make  team  sites 
as  "local"  and  hard-hitting  as  possible  to 
lure  new  users.  "There  won't  be  any 
Major  League  Baseball  pablum  here," 
he  says.  But  with  such  established 
competition  as  CBS.sportsline.com, 
CNNSi.com,  and  ESPN.com — to  say  noth- 
ing of  the  waning 
economy — Bowman 
just  might  need 
A-Rod's  advice  on 
how  to  score  big  in 
the  clutch. 

By  Tom  Lowry  iri\ 
New  York 
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HOW  MLB.COM  HOPES  TO  HIT  A  HOMER 


CONTESTS  In  one 

game,  fans  pick  a  player 
who  they  think  will  get 
a  hit  that  night.  If  he 

the  fan  picks 
again,  If  the  streak  hits 
57-  Leafing  Joe  DiMag- 
gio's  56~game  record — 
the  fan  goes  to  the  Hall 
of  Fame  ceremonies. 


AUCTIONS  Baseball 
enthusiasts  can  buy 
sports  memorabilia  that, 
for  the  first  time  ever,  is 
authenticated  by  the 
league.  It  will  put  a 
hologram  on  an  auto- 
graphed baseball  or 
jersey  to  prove  it's  the 
real  thing. 


Want 


HIGHLIGHTS 

subscri 
can  get 
lights. 
Derek  Jeter 
in  the  fifth 
last  night 
Rot  it. 
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TICKETS  will  be  avail- 
able for  every  league 
game.  More  than 
500,000  tickets  have  al- 
ready been  sold  for  the 
upcoming  season. 
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COMMENTARY 


By  Paul  Magnusson 


THE  BORDER  IS  MORE  POROUS  THAN  YOU  THINK 


Humane  Borders,  an  Arizona  char- 
itable group,  recently  erected 
65-gallon  water  tanks  on  federal 
land  along  the  border  with  Mexico  to 
aid  thirsty  migrants  making  their 
way  north  across  the  Sonoran 
Desert.  Although  the  U.  S. 
Border  Patrol  could  easily 
stake  out  the  towers  to 
snare  parched  illegals,  it 
has  promised  not  to  do  so. 

The  decision  by  authorities  to  look 
the  other  way  neatly  captures  U.  S. 
ambivalence  about  illegal  immigra- 
tion: It's  officially  discouraged  but 
quietly  tolerated.  The  result  of  this 
policy  confusion  shows  up  clearly  in 
the  recently  released  Census  2000 


of  immigrants  needing  an  extra  hand. 
Statistics  show  that  illegals  usually 
arrive  with  less  money,  younger  chil- 
dren, no  health  insurance,  and  fewer 
job  skills  than  U.S.  citizens. 
Magnifying  the  impact,  immi- 
grants, legal  and  other- 
wise, tend  to  bunch  up  in 
certain  areas.  California 
gets  40%.  Most  others 
head  for  Miami,  New  York, 
Chicago,  Washington,  or  large  cities 
in  Texas.  Local  schools  and  hospitals 
shoulder  most  of  the  burden,  "partic- 
ularly because  these  are  adminis- 
tered and  funded  locally,"  says 
William  H.  Frey,  a  demographer  at 
the  Milken  Institute  in  Santa  Monica, 


soared  to  31  million,  up  from  20  mil- 
lion in  1990.  By  contrast,  the  bu- 
reau's regular  annual  survey  of 
households  produced  an  estimate  of 
28  million  foreign-born  residents.  Of- 
ficials assume  that  most  of  the  3  mil- 
lion people  missed  in  the  less  thor- 
ough annual  survey  are  here  illegally. 

That  conclusion  is  buttressed  by 
the  fact  that  employers  report  hav- 
ing 4  million  more  workers  than  the 
household  surveys  show.  The  pre- 
sumption is  that  illegals  aren't  re- 
vealing themselves  in  the  household 
surveys,  while  the  employer  data 
which  is  reported  to  tax  agencies- 
are  more  accurate.  "There  has  been 
a  lot  more  happening  on  the  immi 


THE  TWO  FACES  OF  IMMIGRATION 


ILLEGALS  CAN  BE  A  SOCIAL  BURDEN. 


SCHOOLS  More  demand  for  English- 
language  instruction.  Overcrowding  in 
melting-pot  cities. 

HOSPITALS  Greater  need  for  emer- 
gency-room care.  Less  likely  to  have 
health  insurance  and  preventive  care. 

WELFARE  Higher  local  spending  for 
traditional  welfare. 


.BUT  THEY  CONTRIBUTE  AS  WELL 


ECONOMY  Larger  supply  of  labor.  Addi- 
tional small-business  formation.  More 
and  younger  workers  paying  into  So- 
cial Security. 


figures.  Until  now,  the  U.  S.  Census 
Bureau  had  pegged  the  number  of  il- 
legal immigrants  in  the  U.  S.  at  6 
million.  But  the  recent  count  boosts 
the  figure  up  to  9  million  or  more. 
The  bureau  came  to  this  conclusion 
after  the  census  found  millions  more 
foreign-born  residents  than  prior  sur- 
veys, many  of  whom  it  assumes  are 
here  illegally — probably  from  Mexico. 
This  huge  extra  flow  of  illegal  en- 
trants casts  a  harsh  light  on  U.  S. 
immigration  policy.  Whether  you're 
pro  or  con  current  immigration  rules, 
it's  clear  that  the  U.S.  policy  of  lim- 
iting entry  to  official  visa  holders  isn't 
ing.  This  failure  poses  serious 
luences  for  state  and  local  offi- 
cials, who  are  on  the  front  lines  of 
dealing  with  a  rapidly  growing  influx 


Calif.  "We  can  decide  we  want  more 
immigration,  but  we  also  have  to 
start  being  more  strategic  in  our  ap- 
proach." One  way  to  start:  Washing- 
ton should  aid  the  areas  most  affect- 
ed by  porous  immigration  policies. 

That's  especially  true  in  light  of 
mounting  political  pressure  to  accept 
even  more  immigrants.  Mexican  Pres- 
ident Vicente  Fox  advocates  opening 
the  border  with  his  country.  The  APL- 
cio  has  come  out  against  penalizing 
U.S.  employers  who  hire  undocu- 
mented workers.  And  pro-immigra- 
tion groups  in  the  U.  S.  want  to  legal- 
ize millions  of  undocumented  workers. 

Meanwhile,  the  new  census  figures 
show  that  U.  S.  borders  are  more 
penetrable  than  ever.  The  foreign- 
born  population  in  the  U.S.  has 


gration  side  than  we've  been  measurl 
ing,"  says  John  F.  Long,  chief  of  the  ] 
bureau's  population  division. 

There's  little  doubt  that  the  huge 
rise  in  immigration  during  the  past 
decade  has  helped  the  economy  by 
keeping  inflation  low,  easing  labor 
shortages,  and  fostering  business  for| 
mation.  But  a  higher  flow  of  immi- 
grants will  also  present  a  great  chal-| 
lenge  over  the  next  decade  to  local 
governments  that  are  least  able  to 
cope.  Politicians  in  Washington  need] 
to  come  up  with  a  clearer  immigra- 
tion policy.  Meanwhile,  they  could 
help  case  the  burden  of  assisting  t  lit 
newcomers. 

Magnusson  covers  international 

economics  from  Washington, 
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lealthCare  System  CIO  John  Glaser 

liscovered,  however,  that  that's  not 

lecessarily  so  with  e-health. 

Due  to  a  security  requirement  of 
he  Health  Insurance  Portability  and 
Vccountability  Act  (HIPAA),  hospitals 
lave  severe  restrictions  on  how  pa- 
ient  data  can  be  shared  electronically. 
Vhen  planning  a  wireless  Web  appli- 
:ation,  Glaser  had  to  design  the  sys- 
em  so  that  no  personal  data  would  be 
tored  on  physician  handheld  devices. 

"Clinical  data  cannot  be  left  on  the  portable 
levice.  It  could  be  lost  or  stolen,"  Glaser  says.  "You 
vant  to  design  these  things  so  they  are  essentially 
lumb  terminals."  The  bright  side  is  that  handhelds 
vill  need  much  less  storage  for  medical  applications, 
vhich  is  a  potential  cost-savings. 

Welcome  to  the  complicated  world  of  e-health, 
yhere  the  potential  finacial  payoffs  are  only  bested 
iy  the  challenges  for  the  Information  Technology 
taff. 

Bill  McKeever,  an  analyst  with  UBS  Warburg,  a 
mancial  services  organization  whose  U.S.  headquar- 


ters are  in  New  York,  estimates  that 
of  the  $1  trillion  spent  on  health  care 
in  the  United  States  in  1998,  $250  bil- 
lion was  squandered  on  administra- 
tive inefficiency,  incompatible  sys- 
tems and  redundant  tests. 

E-health  proponents  argue  that  in- 
novations such  as  e-prescriptions  and 
electronic  medical  records  (EMR)  sys- 
tems are  desperately  needed  to  pro- 
vide better  patient  care  and  tighter 
financial  control. 

But  before  any  of  those  enhance- 
ments can  help  anyone,  they  have  to 
be  made  to  work.  That  chore  falls 
throughout  an  organization  —  finance, 
IT  and  human  resources,  among  other 
areas.  A  full-fledged  e-health  implementation  has  all 
of  the  roadblocks  of  any  major  computer  network  up- 
grade, but  with  the  added  aggravation  of  a  typical 
hospital's  technologically  unforgiving  environment. 

Wiring  for  Wireless 

Consider  the  challenge  of  wireless  communications 
among  systems,  which  is  the  backbone  of  many  e- 
health  efforts.  Wireless  gives  doctors  instant  access 
to  patient  history,  drug  information,  insurance  cover- 
age and  other  data  in  a  portable  device  they  can 
carry  from  ward  to  ward. 


BY    JOE    MULLICH    AND    LAUREN    GIBBONS    PAUL 


■usiness  Week  |  April  9,  2001 


E-Health  Innovations    3 


You  got  out  of  bed  this  morning  and  the  world  was  still  there. 


The  trains  were  running. 


The  lights  worked. 


And  so  did  everything  else  you  turned  on. 


But  who's  making  sure  it  all  works? 


We  are. 


All  over  the  world. 


We're  one  of  the  largest  companies  in  the  world. 


And  if  you  haven't  heard  of  us, 


You  will. 
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E-Health's 
Long-Term  Prognosis 

■  y  2003,  Japan's  Matsushita  Electric  Industrial  Co.  is 
promising  Internet-enabled  diagnostic  toilets.  These  pot- 
ties will  be  capable  of  analyzing  urine,  body  weight, 
temperature  and  blood  pressure.  Through  existing  Internet  con- 
nections, the  data  will  be  transmitted  to  the  medical  facility  of 
choice,  providing  a  physician  with  an  ongoing  snapshot  of  the 
patient's  basic  physical  health. 

As  connection  capabilities  -  both  wireless  and  wired  -  and 
hardware  processing  speeds  improve,  a  wide  range  of  capab.l.- 
ties  will  be  available  for  e-health  considerations. 

Siemens  Medical  Solutions  of  Erlangen,  Germany,  is  trying  to 
perfect  a  product  called  HealthMan,  which  is  a  sort  of  Walkman 
for  healthcare  monitoring.  The  HealthMan,  which  hooks  onto  a 
patient's  belt  and  captures  basic  physical  and  chemical  ind.cators 
such  as  blood  pressure  and  blood  sugar  level,  would  requ.re  a 
communication  hub  in  houses  and  other  places  the  patient  fre- 
quents The  information  would  be  transmitted  wirelessly  to  the  hub 
and  then  to  the  physician  or  personal  health  record,  says  Apt 
Singh,  Siemens'  group  vice  president  for  e-health. 

Other  wireless  devices  that  may  become  more  widely  used 
include  Medtronic's  Chronicle,  which  allows  pacemakers  to  com- 
municate with  physicians  via  the  Internet;  VivoMet- 
rics'  Life  Shirt,  which  embeds  electrodes  and  sensors 
into  a  shirt  that  tracks  bodily  functions  and  transmits 
the  data  via  a  handheld  device  over  the  Web;  Health 
Hero  Network's  Health  Buddy,  which  uploads  vital 
patient  information  to  a  physician  daily;  and  Agilent 
Technologies'  Interactive  Healthcare  Services  sys- 
tem, which  measures  data  from  congestive  heart 
failure  patients  and  transmits  it  to  the  physician. 

Eventually,  technicians  will  be  able  to  use 
video-enabled  stethoscopes  and  endoscopes  in 
patient  sessions,  which  will  be  viewed  in  real  time  by  phys.aans 
in  different  locations  and  allow  for  remote  diagnoses,  says 
I       Norman  Gaut,  CEO  of  Andover,  Mass.-based  PictureTel. 

-  Karen  D.  Schwartz 


Hospital  administrators,  diagnostic  equip- 
ment technicians  and  computer  managers, 
however,  all  worry  that  electromagnetic 
waves  from  portable  wireless  devices  could 
interfere  with  other  medical  equipment. 
Many  hospitals  have  banned  cell  phones  for 
this  reason,  and  a  debate  still  rages  about 
whether  these  fears  are  justified. 

Cell  Fears 

Tom  Machacek,  IS  manager  for  Allina  Health 
System  in  Minneapolis,  for  example,  is  work- 
ing with  a  handheld  wireless  device  that 
feeds   consumption   data   into   a   supply- 
management  system.  But  the  pilot  test  will 
be  run  only  in  the  materials  area  and  receiv- 
ing dock,  not  in  the  nursing  or  urgent  care 
areas.  "We're  stepping  into  this  area  slowly 
because  of  concern  that  the  transmission 
might  affect  the  medical  devices  that  are 
literaUy  attached  to  the  patient,"  Machacek 
says.  The  nature  of  the  transmission  be- 
tween the  wireless  device  and  the  other 
computers  may  allow  use  of  wireless  tech- 
nology at  loading  docks  and  other  areas 
distant  from  patients  and  sensitive  equip- 
ment, he  says. 

Others  argue  that  cell  phone  inter- 
ference fears  are  out-of-date.  Early  cell 
phones  were  known  to  interfere  with  elec- 
tric wheelchair  circuits,  cardiac  pacemak- 
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-John  Glaser,  CIO 
Partners  HealthCare  System 


ers  and  anesthesia  equipment.  Today's 
wireless  devices,  however,  are  a  far  cry 
from  those  first-generation  analog 
phones.  Medical  equipment  shielding  to 
protect  against  electromagnetic  inter- 
ference also  has  improved  significantly. 
Memorial  Healthcare  System  in  Holly- 
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wood,  Fla.,  for  example,  has  never  had  a  ban  on  cell 
phones,  nor  has  it  ever  experienced  interference  from 
cell  phones  or  wireless  devices. 

CIO  Dennis  Miller  says  that  he  tests  the  wireless 
LAN  for  interference  against  medical  telemetry  de- 
vices, which  are  used  to  monitor  ambulatory  patients. 
"We  take  the  wireless  access  point,  which  transmits 
the  radio  frequency,  and  put  that  right  up  to  the 
telemetry  devices,"  Miller  says.  "We've  found  the  de- 
vices almost  have  to  sit  on  top  of  the  antenna  to  cause 
any  interference  at  all. " 

Doctor  Resistance 

One  of  the  biggest  obstacles  to  improved  health  care 
and  reduced  cost,  however,  isn't  regulatory  or  tech- 
nological, but  human  nature  —  specifically,  doctors'. 

Take  the  hot  area  of  e-prescriptions.  PocketScript, 
a  Mason,  Ohio-based  maker  of  an  e-prescription  sys- 
tem, has  a  deal  with  Kroger,  the  nation's  largest  retail 
grocery  chain.  The  prescriptions  will  be  sent  from 
physician  handheld  devices  to  PocketScript  servers 
and  then  on  to  a  Kroger  pharmacy. 

No  wonder  Kroger  loves  the  system,  apart  from 
its  ability  to  reduce  errors  and  improve  workflow: 
"The  patient  can't  stop  at  [pharmacy  chain]  CVS  on 
the  way  to  Kroger  and  decide  to  get  the  prescription 
filled  there,"  says  PocketScript  CEO  Steve  Burns. 
"They've  got  to  go  to  Kroger,  since  this  is  all  elec- 
tronic and  they  don't  have  a  paper  script. " 

The  problem  has  been  convincing  doctors  that  e- 
health  systems  are  worthwhile  for  them,  too.  A  re- 
cent Deloitte  Research  survey  found  that  96  percent 
of  physicians  who  use  the  Internet  daily  are  not 
working  with  an  e-prescription  program  and  the  vast 
majority  of  them  say  they  are  not  interested  in  ever 
doing  so.  "The  e-health  systems  aren't  good  for  the 
doctors  themselves  because  the  devices  require  the 
doctor  to  do  more  clerical  work,"  says  Michael  Bar- 
rett, senior  analyst  for  Forrester  Research  in  Cam- 
bridge, Mass. 

Physician  recalcitrance  shows  up  in  several  ways. 
Stonebridge  Technologies,  a  systems  integrator  in 
Dallas,  Texas,  has  put  online  the  entire  clinical  lab 
output  capacity  for  a  couple  of  hospitals.  The  hospi- 
tal administrators  thought  doctors  would  simply  go 
online  to  check  the  lab  reports,  saving  the  expense  of 
having  these  documents  couriered.  Doctors  would 
jump  at  this,  right? 

"Wrong,"  says  Mark  Muenze,  Stonebridge's  man- 
aging director  of  healthcare.  "The  doctors  were  used 
to  having  the  lab  reports  in  their  charts  when  they 
saw  patients." 


The  vendor  opted  instead  to  put  color  printouts  of 
the  reports  in  the  chart  folders.  "Then  we  would  note 
on  the  reports,  'By  the  way,  these  actual  reports 
were  available  online  yesterday  at  5  o'clock.'" 

The  doctor  persuasion  process  would  have  been 
helped  if  the  technology  had  been  crafted  with  med- 
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ical  tasks  in  mind.  Displaying  alerts  on  handheld 
screens,  for  example,  can  be  an  excellent  way  to  no- 
tify a  doctor  that  a  CT  scan  has  been  completed,  but 
actually  reading  the  results  of  a  CT  scan  on  the  same 
screen  could  strain  anyone's  eyes. 

"At  the  moment,  [handheld]  devices  dominate 
the  discussion,  but  they  don't  have  the  memory  or 
the  display  needed  to  access  detailed  databases, 
such  as  the  Physicians'  Desk  Reference,  which  lists 
drug  interactions,"  says  Forrester  Research's  Barrett. 

PocketScript  is  working  on  a  way  for  doctors  to 
speak  into  a  handheld  device  and  verbally  prepare 
a  prescription  for  a  patient.  But  today's  handheld 
devices  don't  have  the  power  to  do  complex  voice 
recognition,  forcing  PocketScript  to  do  a  workaround: 
compress  the  voice  patterns  and  send  them  wire- 
lessly  to  a  server  in  the  doctor's  office.  Server  soft- 
ware then  decompresses  the  voice  patterns. 

The  compression  makes  the  system  work  quickly 
enough  to  satisfy  doctors,  while  saving  battery  life. 
"Doctors  are  already  used  to  dictating  into  handheld  de- 
vices, so  this  fits  into  their  normal  practice,"  Bums  says. 

For  the  healthcare  industry  to  remain  competi- 
tive, the  changes  required  by  e-health  seem  unavoid- 
able. But  like  any  powerful  prescription,  before  the 
patient  starts  to  feel  better,  he  is  going  to  have  to 
swallow  a  lot  of  bitter-tasting  medicine.  ■ 
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While  the  Death  Tax 
Is  on  Death  Watch 

Don't  wait  for  Congress  to  kill  it  before  making  estate  plans 


BY  HOWARD  GLECKMAN 

Robert  Arlen,  a  Delray  Beach  (Fla.)  tax 
attorney,  says  business  has  been  slow 
lately.  The  problem:  Clients  have  put  es- 
tate planning  on  hold  while  they  wait  for 
Congress  to  decide  what  it  will  do  about 
the  "death  tax."  "People  say:  T  don't 
have  to  worry  about  the  estate  tax  be- 
cause they  are  going  to  repeal  it,'"  reports  Arlen. 
It  is  no  surprise  folks  feel  that  way.  After 
all,  Congress  voted  to  scrap  both  the  estate  and 
the  gift  tax  last  year,  though  President  Clinton 
vetoed  the  bill.  And  George  W.  Bush  has  made 
repeal  a  key  element  of  his  $1.6  trillion  tax  pack- 
age. No  doubt  something  is  going  to  happen  this 
year  to  ease  the  burden  on  estates. 

But  the  outcome  may  not  be  quite  what  you 
are  hoping  for.  The  estate  tax  won't  be  repealed, 
at  least  not  anytime  soon.  Even  if  it  is,  killing 
the  death  tax  may  actually  make  life  more  com- 
plex for  wealthy  families. 

It  has  been  25  years  since  planners  have  seen 
so  much  confusion  over  the  estate  tax.  What 
are  the  likely  revisions  in  the  law?  What  will 
they  mean  to  you?  And,  most  urgently,  what 
should  you  do  while  awaiting  final  word  from 
Washington  on  the  structure  of  those  changes? 
KICKING  AROUND.  First,  don't  wait  to  do  a  will 
and  a  living  will.  Make  sure  you've  dealt  with  all 
the  basics — guardianship  for  your  kids,  disposi- 
tion of  your  assets,  and  clear  instructions  for 
your  health  care.  And  you  may  still  want  to 
put  together  a  basic  living  trust. 

But  many  clients  are  right  to  take  it 
slow  when  it  comes  to  tax-related  plan- 
ning, say  estate  lawyers.  If  you  have 
assets  of,  say,  $2  million  or  less,  you 
are  relatively  young  and  healthy, 
and  your  principal  goal  is  to  trim 
estate  taxes,  it  may  make  sense 
to  hold  off.  But  if  you're  older 
and  wealthier,  your  goal  is  to  set 


r 
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business  succession,  or  make  sure  your  spoi  p.  k 
has  access  to  cash  after  you  die,  don't  wait  <j 
do  a  plan. 

Two  versions  of  estate  tax  reform  are  kick  ay 
around  the  Capitol.  And  they  will  have  diffen  I  m 
consequences,  especially  for  the  largest  beque;  n  to 

Democrats,  and  some  Republicans,  would  s: 
ply  exempt  bigger  estates  from  tax  and  lov  Ens 
the  rates  on  those  that  are  hit  by  the  levy.  '  m 
day,  estates  of  less  than  $675,000  are  tax-fr  M» 


That  will  gradually  increase  to  $1  million 
2006.  One  possible  change:  boost  the  exempt 
to  $1  million  right  away  and  to  perhaps 
lion  over  the  next  couple  of  years.  At  the  sa 
time,  tax  rates  could  be 
lowered  from  a  maxi- 
mum    55%     to 
roughly  35%. 
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What  to  Do  While 
They  Dither 

Estate  planning  strategies  you 
can  use  while  Congress  mulls 
changes  in  estate  and  gift  taxes 
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!y  contrast,  Bush  and  most  OOP  lawmakers 
iltl  phase  out  the  tax  completely.  But  there 
two  catches.  The  tax  would  not  be  fully  re- 
led  until  at  least  2009.  And  that  may  be 
ed  to  a  big  hike  in  capital-gains  taxes, 
[ere's  how.  Now,  when  you  die,  the  cost  basis 
our  stocks  and  other  assets  is  "stepped  up" 
ts  value  at  the  date  of  death.  As  a  result, 

heirs  pay  capital-gains  taxes  only  on  the  dif- 
nce  between  what  the  stock  was  worth  when 
died  and  its  value  when  they  sell. 
'.  estate  taxes  are  repealed,  that 
ht  change.  Cost  basis  for  inherit- 
issets  would  be  the  price  you 

paid,  rather  than  value  at  your 
,h.  Say  you  bought  shares  in  XYZ 
i).  for"  $1,000,  they  are  worth  $100,000  when 

die,  and  your  heirs  sell  them  right  away, 
y  would  owe  capital-gains  taxes  on  $99,000. 
ay,  your  estate  may  owe  tax,  but  your  heirs 
Id  owe  no  capital  gains  levies  at  all.  There  is 
n  to  no  chance"  that  the  estate  tax  will  die 
lout  the  change  in  capital  gains,  says 
ithan  Forster,  a  Tysons  Corner  (Va.)  tax 
rney. 

r-AND-SEE  STRATEGY.  To  make  matters  more 
plex,  the  first  $2  million  of  an  estate  would 
•ably  be  granted  stepped-up  basis,  while  the 

would  be  hit  by  the  tougher  carry-over  rules. 

going  to  be  an  accounting  nightmare,"  pre- 
i  Ben  Ledyard,  vice-president  at  Wilmington 
rust,  a  Delaware  bank. 

Still,  if  you  already  have  a  plan,  you  can 
take  some  steps  while  you  await  the  out- 


come of  the  tax  debate.  The  first  involves  gifts. 
Today,  you  can  give  up  to  $10,000  per  year  per 
recipient,  and  as  much  as  $675,000  over  your 
lifetime,  without  having  to  pay  the  gift  tax.  In 
many  cases,  it  is  better  to  give  even  more  and 
pay  the  gift  tax  than  it  is  to  keep  the  assets  in  a 
taxable  estate.  Still,  the  last  thing  you'd  want  to 
do  is  pay  the  levy  just  before  it  is  repealed. 

But  it's  a  great  time  to  give  away  stock.  Thanks 
to  the  plunging  market,  you  can  sign  over  lots 
more  shares  without  triggering  the  gift 
tax  than  you  could  last  year.  Says  Lau- 
rie Hall,  a  partner  in  the  Boston  law 
firm  Palmer  &  Dodge:  "If  you  have 
tons  of  assets,  figure  you're  going  to 
still  have  an  estate  tax  and  take  ad- 
vantage of  the  low  valuations." 
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One  solution,  says  Gail  Cohen,  who  is  chief 
trust  counsel  for  Fiduciary  Trust  Co.  Interna- 
tional, a  New  York  money  manager,  is  to  struc- 
ture big  gifts  as  loans.  If  the  tax  is  repealed,  just 
forgive  the  debt.  "It's  a  good  wait-and-see  strat- 
egy," Cohen  says. 

You  might  also  think  about  hedging  a  bit  if 
you  have  a  life  insurance  trust.  People  with 
large  estates  commonly  use  such  devices  to 
cover  the  cost  of  the  estate  tax.  But  if  your  es- 
tate is  going  to  be  tax-free  under  the  new 
law,  you  may  not  need  the  policy.  You  don't 
want  to  give  it  up  yet.  But  you  may  be  able  to 
delay  paying  your  premiums.  Check  with  your 
planner  or  agent. 

If  you  already  have  a  trust,  there  will  be  two 
important  matters  to  take  care  of  once  the  law 
has  changed.  First,  says  attorney  Arlen,  review 
your  will.  That  will  be  especially  important  if 
the  higher  estate-tax  exemptions  are  phased  in 
over  a  period  of  years.  Many  trusts  are  written 

so  that  each  spouse  can  take  full  advantage  of 

the  exemption.  But  wills  that  are  linked  to 
such  trusts  often  specify  an  exact  dollar 
amount  of  the  exemption.  When  the  level  is 
increased,  be  sure  that  the  will  changes  with 

:  it.  "Everybody  is  going  to  have  to  take  a 
look  at  this,"  Arlen  says. 
The  second  issue  is  important  if  you  have 

an  irrevocable  trust.  These  are  often  used  for 
passing  assets  through  generations.  Generally, 
you  are  locked  into  such  devices.  But  in  some 
states,  such  as  Florida,  it  may  be  possible  to 
unwind  the  trust  if  the  law  changes  and  your  es- 
tate will  no  longer  be  taxable. 

Whatever  Congress  does,  it  will  surely  cut  tax- 
es on  big  estates  and  create  many  new  planning 
opportunities.  It  may  also  make  life  more  compli- 
cated. And  it  surely  won't  put  tax  lawyers  and  fi- 
nancial planners  out  of  business. 

With  Mike  McNamee 


It  has  been  25 
years  since  there 
was  so  much 
confusion  about 
the  estate  tax. 
Whatever  the 
outcome,  it's 
likely  to  make  life 
more  complicated 
for  wealthy 
families 


■  Make  gifts  up 
to  the  tax-tree 
imits  of  $10,000 
per  recipient 
annually  and 
$675,000  in  your 
lifetime. 


■  Hold  off  on 
big  gifts  that 
would  trigger  the 
gift  tax.  You 
don't  want  to 
pay  the  levy  be- 


■  Consider 
structuring  large 
gifts  as  loans.  If 
Congress  ends 
the  estate  tax, 
you  can  just 


fore  it's  repealed,    forgive  the  loan. 


■  See  if  you  can 
delay  premiums 
on  second-to-die 
life  insurance 
policies  intended 
to  cover  taxes  on 
your  estate. 
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Passing  On  Your  IRA 

Now  you  can  protect  those  accounts  for  your  heirs 


BY  MIKE  McNAMEE 


IRAs  and  401(k)s 

aren't  governed  by 
wills  or  state 
laws.  "Retirement 
asset  wills"  can 
help  you  avoid  big 
taxes-or 
unintended  heirs 


So  you've  just  spent  weeks  on  your  estate 
plan,  agonizing  over  how  your  heirs  will  be 
cared  for  and  which  cousins  will  get  what 
slice  of  your  property.  Too  bad  none  of  that 
work  will  affect  what  could  be  your  biggest 
asset — your  retirement  accounts. 

It's  a  little-known  fact  that  individual  retire- 
ment accounts,  401(k)s,  and  other  tax-deferred 
plans  aren't  governed  by  wills  or  state  inheri- 
tance laws.  Instead,  the  disposition  of  your  re- 
tirement funds  depends  on  two  things:  the  fine 
print  of  your  bank  or  fund  company's  custodial 
agreement  and  the  tiny  lines  where  you  listed 
beneficiaries.  Chances  are  you've  never  given 
either  much  thought — an  oversight  that  risks 
frittering  away  a  major  asset  on  taxes,  or  send- 
ing it  to  an  heir  you  never  intended  to  enrich. 

To  head  off  those  problems,  planners  increas- 
ingly advise  clients  to  create  "retirement  asset 
wills"  (raws)— documents  spelling  out  beneficia- 
ry designations  and  distribution  plans  in  detail. 
American  Express  Financial  Advisors,  for  ex- 
ample, is  introducing  raws  in  hopes  of  capturing 
a  larger  share  of  the  $231  billion  annual  market 
in  rollover  IRAs.  Stuffed  with  a  career's  worth  of 
401(k)  savings,  such  accounts  now  frequently 
contain  $1  million  or  more. 

But  it's  still  tough  to  find  an  adviser  who  can 
steer  you  through  an  IRA  estate  plan.  "Your  typ- 
ical estate  lawyer  hopes  you'll  spend  your  last 
IRA  dollar,  then  drop  dead,  so  he  won't 
have  to  deal  with  the  account,"  says 
Victor  Finmann,  director  of  tax  and  le- 
gal planning  for  Retirement  Distrib- 
ution Strategies,  a  Summit  (N.J.) 
consulting  firm. 

A  good  IRA  estate  plan  deals  with  three  basic 
goals.  First,  you  want  to  make  sure  your  heirs 
don't  have  to  raid  the  ira  to  pay  estate  taxes.  If 
they  do,  they  could  lose  up  to  78%  of  the  account 
to  estate  and  income  taxes.  Provide  liquid  assets 
or  life  insurance  to  cover  estate  taxes. 
CONTROL.  Your  second  goal  is  to  minimize  forced 
distributions  of  the  ira's  proceeds.  The  IRS  im- 
poses minimum  annual  distributions  starting  the 
year  after  you  turn  70!4  or  upon  your  death. 
The  amount  that  must  be  withdrawn  and  taxed 
is  based  on  life  expectancies — yours  or  your 
heirs'.  The  No.  1  mistake:  naming  your  estate 
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as  a  beneficiary.  In  most  cases,  an  estate  r 
clean  out  the  account  within  five  years.  It's 
ter  to  leave  an  IRA  to  younger  beneficiaries 
to  split  the  account  so  each  heir  can  use  hi 
her  own  life  span  to  calculate  distributions.  ] 
rules  proposed  by  the  IRS  allow  heirs  to 
an  account  as  late  as  two  years  after  the  ow  '  • 
death — but  you've  got  to  provide  instructio 
For  many  IRA  owners,  the  main  reaso 
draft  a  RAW  has  nothing  to  do  with  taxes 
everything  to  do  with  control.  The  custod  n  rj 
fine  print  may  not  let  beneficiaries  relocate     ° 
account  to  another  money  manager.  It  migr  L 
low  a  beneficiary  to  change  heirs:  If  your  da 
ter  dies,  your  son-in-law's  second  family  n  .  l 
get  funds  intended  for  your  gr   ''H 
children.  And  custodians  seldon 
dress  what  happens  if  a  benefit  III 
dies  before  you  or  at  the  same 
To  resolve  those  questions,  you 
a  detailed  document. 

Finding  someone  with  the  e: 
tise  to  draw  up  a  RAW  is  one  challenge.  Ge 
your  bank  or  fund  company  to  accept  one  i 
other.  Many  custodians  don't  want  to  deal 
advice  that  may  contradict  their  boilerplate 
don't  know  what  to  do  if  you  replace  two  lin 
their  form  with  10  pages  of  legalese.  But  c 
dians  are  realizing  that  "if  they  want  the  $:  lj! 
lion  IRAs,  they've  got  to  provide  this  lev 
service,"  says  Jere  Doyle,  manager  of  estate 
ning  for  Mellon  Private  Asset  Manageme 
Boston.  So  don't  settle  for  a  firm  that  won't 
or  your  wishes.  Your  heirs  deserve  better. 


|ow  to  Make 
Siirvivop 


/  DO  provide 
**  assets  or 
life  insurance  to 
pay  estate  taxes, 
to  avoid  tapping 
the  IRA. 


/  DO  specify 
**    that  benefi- 
ciaries can  move 
the  account  to 
another  bank  or 
fund  custodian. 


/  DO  allow 
**    your  heirs  to 
split  the  account 
after  your  death  to 
spread  out  forced 
distributions. 


X  DON'T  name 
your  estate 
as  beneficiary. 
That  will  speed  up 
distributions  that 
deplete  the  IRA. 


X  DON'T  let  the 
custodian 
dictate  who  inher- 
its the  account  if  a 
named  beneficiary 
dies. 


X  DON'T  ke 
your  ace 
with  a  custodi 
that  won't  ace 
detailed  estatt 
instructions 
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If  you're  like  most  people,  each  day's 
mail  brings  a  new  crop  of  appeals 
from  nonprofit  organizations.  But  un- 
less you  are  passionate  about  the  proj- 
ects you're  being  solicited  for,  why  not  fol- 
low the  latest  trend  in  charitable  giving  and 
fund  something  that  does  excite  you — say,  a  pro- 
fessor's aids  research  or  a  local  museum's  African 
art  collection? 

These  days,  rather  than  just  hand  money  to 
charities  to  use  as  they  see  fit,  many  donors  are 
restricting  gifts,  large  and  small,  to  projects  that 
reflect  their  values  and  priorities.  They  also  are 
asking  for  more  influence  over  and  information 
about  how  their  money  is  used.  With  the  econo- 
my weakening,  donors  "have  a  lot  of  leverage  to- 
day to  negotiate  what  they  want  with  charities," 
says  Joanne  Johnson,  a  wealth  adviser  at  J.  P. 
Morgan  Private  Bank. 

Before  you  draw  up  a  list  of  demands,  be 
aware  that  even  the  most  strapped  organiza- 
tions are  unlikely  to  agree  to  certain  conditions. 
Universities,  for  instance,  might  allow  someone 
who  endows  a  chair  to  make  hiring  suggestions. 
But  most  are  loath  to  relinquish  control,  since 
that  would  compromise  academic  freedom. 

If  you  want  to  make  a  sizable  gift,  say  $10,000 
or  more,  don't  just  send  a  check  with  "football 
uniforms"  or  "teen  literacy  program"  scrawled  at 
the  bottom.  Instead,  sit  down  with  someone  at 
the  institution  and  discuss  the  need  for  your 
gift.  Of  course,  how  much  leverage  you  have 
will  depend  on  the  size  of  your  donation  relative 
to  the  nonprofit's  wealth  and  prestige. 

Once  there's  an  agreement,  put  it  in  writing. 
Specify  what  the  money  is  to  be  used 
for  and  the  time  in  which  it  should  be 
used,  says  Anne  Neal,  general  counsel 
at  the  American  Council  of  Trustees 
&  Alumni,  a  Washington  group  that 
advises  donors.  Although  a  letter 
might  do  for  small  gifts,  something  large  should 
be  handled  by  an  attorney,  adds  Beth  Rodriguez, 
a  wealth  adviser  at  J.  P.  Morgan. 

To  make  sure  your  donation  doesn't  supplant 
funds  already  earmarked  for  your  cause,  re- 
quest that  it  supplement  the  budget,  says  Stacy 
Palmer,  editor  of  The  Chronicle  of  Philanthropy. 
It  also  is  a  good  idea  to  detail  what  you  want 
done  with  the  money  in  the  unlikely  event  that 
the  charity  cannot  do  as  you  directed.  For  ex- 
ample, if  Alzheimer's  is  cured,  you  can  keep  a 
court  from  deciding  the  fate  of  your  research 


dollars  by  naming  a  backup  purpose,  Rodriguez 
says. 

Before  signing  on  the  dotted  line,  ask  the 
nonprofit  to  provide  you  with  information  to 
monitor  your  gift.  If  you  are  funding  a  program 
in  "great  books,"  for  example,  you  might  ask  to 
receive  a  syllabus  and  background  on  the  faculty. 
SMALL  CHANGE.  Although  large  gifts  garner  the 
most  recognition,  donors  who  dole  out  money  in 
smaller  installments  can  retain  control  by  using 
future  gifts  as  leverage.  Similarly,  if  you  have  a 
charitable  lead  trust — which  makes  payments  to 
a  charity  for  a  period  before  distributing  the 
rest,  generally  to  the  donor — designate  more 
than  one  nonprofit  beneficiary.  That  way,  if  you 
lose  confidence  in  one  beneficiary,  you  can  ask  the 
trustee  to  shift  the  funds  to  another,  says  Mary 
Hickok,  trust  counsel  at  Wilmington  Trust.  With 
a  charitable  remainder  trust — which  pays  the 
donor  first  and  leaves  the  remainder  to  charity — 
you  can  change  beneficiaries  until  the  final  lump 
sum  is  disbursed. 

For  gifts  meant  to  last  forever,  you  might 
wish  to  consider  ways  to  retain  control  beyond 
the  grave;  after  all,  when  buildings  are  renovat- 
ed, they  are  often  renamed.  And  just  because 
you  handpick  a  committee  to  award 
ESTATE  PLANNINIG     a  scholarship  you  endowed  doesn't 
mean  that  you'll  control  its  future 
members.  One  solution:  Ask  that  com- 
mittee members  be  allowed  to  rec- 
ommend their  replacements. 

Don't  attach  restrictions  simply  to 
throw  your  weight  around.  For  one  thing,  if  you 
load  conditions  onto  a  small  gift,  it  may  cost  the 
nonprofit  more  to  use  it  than  return  it.  "As  the 
gift  gets  smaller,  I  encourage  donors  to  give  the 
institution  some  flexibility,"  says  Eugene  Tern- 
pel,  executive  director  of  the  Indiana  University 
Center  on  Philanthropy.  And  if  everyone  re- 
stricts contributions,  charities  might  find  them- 
selves with  ample  funds  for  glamorous  pursuits, 
such  as  research,  but  not  enough  to  pay  salaries 
or  the  electric  bill.  q 
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MITTS:  Stock  Plays 
for  Chickens 

They  give  you  upside  potential  with  no  downside 


BY  LEWIS  BRAHAM 


The  trade-off  for 
eliminating  risk  is 
less  appreciation 
if  the  bull  market 

comes  roaring 
back.  These  days, 
that's  a  price 
investors  may  be 
happy  to  pay 


i 


Ihe  stock  market  has  no  sure  things,  but 
Market  Index  Target-Term  Securities,  or 
MITTS,  are  about  as  close  as  you  can  get.  Pi- 
oneered by  Merrill  Lynch,  these  securities 
are  bonds  linked  to  a  market  index  such  as 
the  Standard  &  Poor's  500-stock  index,  the  Nas- 
daq 100,  or  the  Russell  2000.  Investors  are 
guaranteed  to  get  their  principal  back 
plus  appreciation  based  on  the 
performance  of  the  underlying 
index.  "These  are  ideal  vehi- 
cles to  protect  you  when 
markets  are  treacherous," 
says  Mark  Skousen,  edi- 
tor of  investment  newslet- 
ter Forecasts  &  Strategies. 
Think  of  mitts  as  stock 
market  plays  for  chickens. 
Here's  how  they  work: 
Consider  an  s&p  500  mitts, 
mlf,  which  trades  on  the 
American  Stock  Ex- 
change for  $10.17  a 
share.  It  was  originally 
issued  in  June,  1998, 
when  the  s&P  was  at 
1119,  and  is  scheduled  to 


All-Weather  MITTS 


INDEX  /  MITTS  SYMBOL 

CURRENT 
PRICE* 

INDEX 

MATURITY 
DATE 

CURRENT 
VALUE  AT 
INCEPTION 

INDEX 
VALUE' 

DOW  JONES  IND.  AVG.  /  MDJ 
NASDAQ  100 /MNM 

$8.72 

8.25 

06/26/06 
08/2/07 

10,721 

3521 

494 

9688 
1677 

RUSSELL  2000  /  RUM 

10.37 
9.44 

09/30/04 
07/21/06 

447 

RUSSELL  2000  /  RSM 

465 

447 

S&P  500 /MLF 

10.17 

07/1/05 

1119 

1153 

S&P  500  /  FML 

*Mar.  26,  2001 

9.13 

03/27/06      1262 
Data:  American  Stock  f 

1153 
xchange 

mature  on  July  1,  2005.  On  that  date,  the  mitts 
holder  will  get  $10  a  share,  no  matter  where 
the  s&P  is,  and  if  the  index  is  below  1119,  that'll 
be  all.  Should  the  s&p  close  above  1119  on  that 
date,  the  mitts  will  pay  the  appreciation  above 
1119,  less  an  adjustment  of  about  1.3%  a  year  for 
expenses.  Suppose  the  s&P  is  at  1600  when  this 
mitts  matures.  After  adjustment,  it  will  pay 
about  $3.04  per  $10  share,  for  a  30.4%  gain.  It's  a 
good  deal  shy  of  the  s&p's  43%  gain,  but  that's 
the  trade-off  for  eliminating  downside  risk. 


Since  mitts  trade  like  stocks,  their  prices  fli 
tuate  above  or  below  the  guaranteed  $10  a  shai 
That  can  present  some  interesting  opportui 
ties.  For  instance,  one  s&p  500  mitts,  ticker  sy 
bol  fml,  currently  trades  at  $9.13  a  share 
the  Amex  (table).  When  fml  matures  in  20< 
it  will  be  worth  $10,  plus  some  of  the  rise  in  t 
s&P  index.  That's  a  guaranteed  return  of  9.5% 
the  difference  between  the  current  price  and 
demption.  rsm,  a  mitts  that  tracks  the  Russ 
2000  index,  trades  for  $9.44  a  share,  a  guaranty 
5.9%  return,  and  MNM,  which  tracks  the  Nasc 
100  index,  trades  for  $8.25  a  share,  a  guaranty 
return  of  21.2%. 

The  cheapest  mitts  aren't  necessarily  the  b 
plays.  For  instance,  MNM,  the  Nasdaq  100  se 
rity,  was  issued  when  the  Nasdaq  was  at  3521, 
the  index  has  to  double  by  August,  2007, 
return  any  more  than  $10  a  share.  In  contr; 
Russell  2000  securities  are  within  1 
of  their  index-issue  prices 
have  a  better  chance 
maturing  above  th< 
Skousen  recommends 
Russell  mitts  that  i 
ture  in  2004  because 
like  most,  they  hav 
adjustment  factor. 

These  derivative 

curities  have  charac 

istics   of  both   st 

and  bonds,  but  for 

purposes,  the  Inte: 

Revenue  Service 

siders   them   bo 

Since  the  principa 

backed  by  zero-cod 

bonds,  mitts  hole 

are  liable  each  yeai 

the  accrued  interest  € 

though  there  is  no  cash 

ment.  And  the  payoff  from 

index  appreciation  is  considered 

come,  taxed  at  ordinary  rates,  not  as  1 

term  capital  gains.  All  things  considf 

mitts  should  work  better  in  tax-defe 

retirement  accounts.  And  they  shoul 

held  till  maturity  to  get  the  full  bene: 

their  final  payout. 

Although  mitts  have  been  aroun 
nearly  a  decade,  they're  not  well  kno' 
understood  on  Wall  Street.  And  diff< 
mitts  built  on  the  same  index  can  v 
their  payouts  and  adjustment  rates, 
vestors  need  to  pay  scrupulous  atte 
to  details.  A  good  place  to  get  info  is  the  "I 
Notes"     section     of    the     Amex     Web 
www.amex.com/structuredeq/sp_index_note 
Also  on  that  page,  you  can  get  info  on  "t 
and  "PKRQS,"  similar  products  offered  by  oth 
vestment  banks.  There  are  several  secto 
foreign  mitts  worth  a  look  as  well. 

No  mitts  or  any  of  their  cousins  would 
form  as  well  as  a  plain-vanilla  index  fund 
bear  market  ended  tomorrow.  But  t lint's  pro 
a  bet  most  investors  wouldn't  take. 
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TAMING  YOUR 
TRADING  TAXES 


BY  ROBERT  BARKER 

Several  Web  sites 
now  serve  up 
interactive  cures 
for  that  killer 
headache  known 
to  taxpayers  as 
Schedule  D 


If  you,  like  me,  are  just  now  doing  your  taxes, 
chances  are  you'll  soon  be  crying  for  help. 
And  if  you're  anything  like  Tom  Lee,  who 
made  over  300  stock  trades  last  year,  you  may  be 
crying  uncle.  Lee,  a  Chicago  computer  consultant, 
did  lots  of  day-trading  in  2000.  But  like  so  many 
others,  when  it  came  to  keeping  records,  he  con- 
fesses, "I  wasn't  very  meticulous." 

Trading  and  taxes  go  together  like  cocktails 
and  hangovers.  Happily,  de- 
spite the  bear-market  sobri- 
ety now  prevailing  at  so  many 
Web  operations,  a  few  sites 
aimed  at  individual  investors 
keep   serving   up   interactive 
cures  for  that  killer  headache 
known  to  the  Internal  Revenue 
Service  as  Schedule  D. 

My  absolute  No.  1  pick  in 
this  category  remains  a  low- 
profile  place  called  GainsKeep- 
er.  You  can  find  it  at  www. 
gainskeeper.com.  Starting  out 
a  year  ago  with  a  high-end 
stock-tracking  tool,  the  site 
has  evolved  to  offer  better 
coverage  of  mutual  funds  and  short  sales,  easier 
data  entry,  and  capital-gains  reports  ready  to 
clip  right  on  a  Schedule  D.  Most  impressive  is 
the  site's  latest  feature,  GainsAdvisor. 

Launched  in  March,  GainsAdvisor  promises 
to  size  up  your  portfolio  and  tell  you  which  hold- 
ings you  can  sell  to  get  the  most  cash  while 
paying  the  least  tax.  Underlying  this  analysis 
is  the  site's  compulsive,  automatic  tracking  of 
the  cost  basis  for  each  of  your  shares — and  even 
fractional  shares — adjusted  for  splits,  mergers, 
spin-offs,  and  other  odd  dividends.  As  Shawn 
Ward,  a  GainsKeeper  product  manager  and  Fi- 
delity Investments  veteran,  said:  "Without  cost 
basis,  you  really  can't  give  good  selling  advice." 

To  test  the  new  tool,  I  created  a  hypothetical 


SERVICE/ 

WEB  SITE  (WWW.) 

K-Smart  Web  Help 

COST  FOR 

BASIC  SERVICE       j  COMMENT 

GAINSAOVISOR 

gainskeeper.com 

$49  to  $299  j  Picks  specific  lots  of  stocks  to  sell 
a  year           \  and  minimize  taxes 

0UICKEN.COM 

quicken.com/investments/ 

Free,  with      j  Helpful,  if  basic,  detail  on  gains  or 
registration    j  losses  per  lot 

SMARTLEAF  ADVISOR 

smartleaf.com 

Free*            j  Calculator  advises  whether  to 
\  take  a  tax  loss 

11  advisory  service,  scheduled  to  begin  in  June,  will  cost  $20  monthly;  calculator  alone  would  remain  free 

portfolio,  stuffed  with  lots  of  long-term  capi 
gains — and  short-term  losses — on  such  stocks 
Amazon.com,  Brocade,  and  Yahoo!  In  Yahoo, 
instance,  I  had  two  100-share  lots,  one  bough 
September  at  $100  a  share  and  another  in  Maj 
at  $15.  Dumping  the  first  lot  to  realize  a  h 
loss  looks  like  a  neat  way  to  cut  taxes.  But  s| 
ing  it  within  30  days  of  the  second  lot's  p 
chase  creates  what  the  IRS  calls  a  "wash  sale," 
validating  the  tax  benefit.  GainsAdvisor  aler 
me  via  a  little  red  flag,  then  told  me  how  m; 
days  I  needed  to  wait  to  get  the  loss. 
SIMULATED.  To  pinpoint  better  sales,  GainsAc 
sor  gives  each  lot  of  stock  or  fund  in  your  pi 
folio  a  "sell  grade."  A  grade  of  1.0  is  neutral 
tax  purposes.  The  further  over  (or  under)  1.' 
is,  the  more  (or  less)  b 
ful  to  your  tax  posit 
Ranking  my  holdings  I 
way,  GainsAdvisor  sugges 
I  sell  100  Amazon  shares 
quired  in  late  1999  at  $ 
It  then  simulated  a  sale 
fects.  Given  a  31%  tax  r 
it  calculated  $1,036  in 
proceeds,  plus  a  tax  los 
$9,992.    Using   the 
maximum  loss  allowed  < 
year,  I  could  cut  my  tax 
by  $930  and  carry  forv 
for  future  use  the  left* 
$6,992  loss.  Caution:  If 
sell  by  specific  lots,  get  ; 
broker's  written  confirmation  that  you  ord 
the  sale  of  specific  shares  bought  on  a  spe 
day  at  a  specific  price.  In  an  audit,  the  IRS  c 
demand  it. 

GainsKeeper  isn't  perfect.  Its  ways  of  imj 
ing  data  from  spreadsheets  or  such  progi 
as  Microsoft  Money  may  work  unevenly.  Son 
the  frustration  may  diminish  as  data  links 
growing  list  of  partners — now  including  Dj 
E*Trade,  National  Discount  Brokers,  and  ~\ 
Hambrecht — become  seamless.  Investors  goii 
GainsKeeper  on  their  own  can  get  a  free,  3C 
trial.  Annual  fees  range  from  $49  to  $299 
pending  on  how  much  you  trade. 

If  you've  vowed  never,  ever  to  pay  for 
thing  on  the  Web,  two  other  sites  offer  lin 
help  (table).  Smartleaf  has  a  free  tool  to  n 
the  tax  effects  of  selling  any  given  lot  of  s 
And  Quicken.com  has  stolen  a  step  on  such 
as  msn  MoneyCentral  by  letting  users  of  its] 
hanced"  portfolio  track  gains  and  losses,  s 
and  long-term,  by  lot.  (This  works  only  wit 
crosoft's  Internet  Explorer  browser.) 

As  a  certified  cheapskate,  I  like  freebies 
than  the  next  guy.  Just  the  same,  if  I  tra< 
lot,  GainsAdvisor  would  strike  me  as  a  ste; 
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IS  WEILL  AFTER  AMEX? 


BY  GENE  G.  MARCIAL 

The  Citigroup  CEO 
may  be  courting 
American  Express. 
Oil-patch  operator 
Stone  could  be 
getting  bids.  And 
a  fresh  flowering 
may  loom  at 
Service  Corp. 


NOT  MUCH  OOMP 
LATELY 


It  looks  as  if  American  Express  (AXP)  might  be 
Sandy  Weill's  last  hurrah.  Whispers  persist 
that  the  Citigroup  Chairman  is  determined  to 
acquire  AmEx,  of  which  he  was  president  in 
the  early  1980s.  Some  of  his  intimates  say  Weill 
had  expected  to  end  up  running  AmEx,  suc- 
ceeding Chairman  Jim  Robinson.  Instead,  Weill 
lost  out  in  a  power  struggle.  But  he  has  gone  on 
to  bigger  and  better  things.  And  now  that  he 
heads  a  financial  giant  with  assets  of  $900  billion 
and  a  market  value  of  $230  billion,  buying  AmEx, 
with  assets  of  $155  billion  and  a  market  cap  of 
$53  billion,  seems  within  reach. 

"Weill  has  had  a  lot  of  triumphs,  but  this  will 
be  the  glorious  prize  that  had  eluded  him,"  says 
Lewis  Rabinowitz  of  investment  firm  R.  L.  Lewis. 
He  thinks  talks  are  going  on.  At  39,  AmEx  stock 
is  ripe  for  the  picking,  he  notes — way  below  its 
October  high  of  63. 

But  why  would  Weill  bother?  For  starters, 
AmEx  would  be  "a  great  strategic  win,"  says 
Dan  Goldfarb  of  money-management  firm  David 
L.  Babson,  which  owns  2  mil- 
lion shares.  Combining  53 
million  high-spending  AmEx 
card  members  with  Citibank's 
cardholders  would  give  Citi- 
group gigantic  scale — in  ad- 
dition to  the  world-famous 
AmEx  name. 

Goldfarb  figures  the 
AmEx  card  and  travel  oper- 
ations are  worth  30  a  share, 
its  financial  advisory  unit  15, 
and  its  American  Express 
Bank,  about  10.  Tom  Gog- 
gins  of  John  Hancock  Finan- 
cial Industries  Fund,  which  owns  2.1  million 
AmEx  shares,  puts  AmEx'  value  higher.  On  fun- 
damentals alone,  he  says,  it's  worth  70  a  share. 

Citigroup  isn't  the  only  one  after  AmEx:  Mor- 
gan Stanley  Dean  Witter  and  American  Inter- 
national Group  are  also  in  pursuit,  says  Goldfarb. 
A  Weill  spokeswoman  declined  comment.  AmEx 
says  the  company  does  not  comment  on  rumors. 


WHAT  MAY  PUMP  UP 
STONE  ENERGY 


WEILL:  It  seems 
within  reach 
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he  hunt  is  on  for  undervalued  oil- 
and-gas  operators.  Especially  ones 
with  the  exploration  and  produc- 
tion capacity — and  proven  reserves — to 
lure  deep-pocketed  buyers. 

"Shell  Oil's  hostile  bid  for  Barrett  Re- 
sources has  made  it  open  season,"  says 
one  investment  banker.  He  says  a  po- 
tential target  is  Stone  Energy  (SGY),  a 
Big  Board-listed  company  with  proper- 


ties along  the  Gulf  Coast.  This  pro  says  St' 
may  have  already  gotten  bids  from  the  likes 
Phillips  Petroleum,  Exxon  Mobil,  or  bp  Am< 
cfo  Jim  Prince  says  he  isn't  aware  of  any  off 

In  2000,  Stone  produced  a  record  3.3  mill 
barrels  of  oil  and  46.5  billion  cubic  feet  of  j 
The  company  aims  to  boost  production  by  1 
this  year.  Ellen  Hannan  of  Bear  Stearns  n 
the  stock,  now  at  49,  a  buy.  Stone  is  an  "ex 
lent  operator  with  strong  growth  prospec 
says  Hannan,  who  has  a  12-month  target  of 
This  year,  she  figures  Stone  will  earn  $7.2  (t 
share  and  generate  cash  flow  of  $14.27  a  shs  p 

The  stock,  trading  at  just  3.8  times  Harm 
estimated  2001  cash  flow,  historically  trades  fUC 
4.5  to  9  times  forward  cash  flow,  she  notes.  Stc  py 
low-cost  structure  and  low  leverage  have  enal 
the  company,  she  says,  to  lift  reserves  and    ty| 
duction  without  straining  its  balance  sheet. 

SERVICE  CORP. 
COMES  BACK  TO  LIFE 


The  period  of  mourning  may  be  over  at  m 
world's  largest  funeral  and  cemetery  oper 
Throughout  2000,  shares  languished  betv  L 
1.25  and  2.  But  this  year,  the  stock  has  revived,  L 
ing  to  4.55  on  Mar.  28.  John  Ransom,  an  analy; 
Raymond  James  &  Associates,  has  upgraded  ug{ 
rating  on  the  stock  to  a  "strong  buy"  from  a  "i 
ket  perform,"  with  a  price  target  of  6.  The  stocl 
40  in  1999— but  then  over-expansion  and  j  ry 
competition  began  to  hurt  the  company. 

Ransom's  bullish  stance  stems  in  part  i 
management's  efforts  to  reduce  its  debt  load  L. 
increase  cash  flow  per  share.  But  there  is  anc  |  j 
factor  that  has  helped  revive  the  stock:  Sei 
Corp.  has  been  getting  takeover  nibbles  J  m 
several  groups,  including  two  leveraged-bu 
outfits  and  two  major  financial-service  compa 
says  one  money  manager.  Service  Corp.,  i  m^ 
the  end  of  2000,  operated 
3,611  funeral  parlors,  569 
cemeteries,  and  200  crema- 
toriums in  18  countries  on 
five  continents. 

In  a  buyout,  the  compa- 
ny could  be  worth  7  to  8, 
says  one  investment  banker. 
He  says  suitors  are  attract- 
ed by  the  company's  strong 
cash-flow  growth  and  real 
estate  properties.  Service 
Corp.  has  been  selling  some  properties  to 
off  debt.  Its  goal,  he  says,  is  to  slash  debt  ol 
billion,  to  $2.5  billion  or  $2  billion,  by  the  ei 
2002.  Ransom  projects  cash  flow  of  44<?  a  shs 
2001  on  revenues  of  $2.4  billion.  Service  dec 
comment  on  the  buyout  rumor 
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Figures  of  the  Week 


■  Stocks 

S&P  500 

Mar.    Sept.    Mar.    Mar.  22-28 
1560  i —  —  i 1200 


U.S.  MARKETS 


Mar.  28 


%  change 
Year  to    Last  12 
Week      date    months 


GLOBAL  MARKETS 
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2.8  -12.6  -23.5 

9785.4         3.1  -9.3  -10.5 

1854.1         1.3  -25.0  -61.6 

457.3         1.3  -11.5  -6.6 

201.7         1.3  -8.2  -5.9 

10,570.1         2.5  -13.2  -27.1 
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COMMENTARY 

Cursed  techs!  The  major  indexes  were 
rebounding  nicely,  up  6%  or  more  for 
the  week.  Then  Nortel  Networks  and 
Palm  said  business  is  worse  than  they 
thought.  Down  went  Microsoft  and  Intel, 
big  issues  in  all  the  indexes.  IBM  and 
Hewlett-Packard  fell,  too.  A  shadow  fell 
over  budding  optimism  about  the  econ- 
omy. Once  again,  tech  trouble  had 
thwarted  a  convincing  market  recovery. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 
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Dow  Jones  Industrials 

Nasdaq  Composite 

S&P  MidCap  400 

S&P  SmallCap  600 

Wilshire  5000 

SECTORS 

BusinessWeek  50*  796.1        2.5 
BusinessWeek  Info  Tech  100**     434.4        1.7 

S&P/BARRA  Growth  566.2        3.9 

S&P/BARRA  Value  586.2        1.9 

S&P  Energy  859.6      -2.6 

S&P  Financials  145.9        5.5 

S&P  REIT  85.2      -0.4 

S&P  Transportation  693.6       4.4 

S&P  Utilities  315.7        2.4 

GSTI  Internet  109.8      -1.5 

PSE  Technology  671.2        1.2 
*Mar.  19,  1999=1000       **Feb.  7,  2000  =  1000 
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S&P  500  P/E  Ratio  (Trailing  12  mos.) 

S&P  500  P/E  Ratio  (Next  12  mos 

First  Call  Earnings  Revision* 

'First  Call  Corp. 

TECHNICAL  INDICATORS 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 
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3.20  2.89 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 
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79.0 
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Health-Care  Services 
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Mutual  Funds 


Week  ending  Mar.  27 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
4-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return % 
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Japan  1.7 

Real  Estate  -0.4 

Natural  Resources  -1.8 

International  Hybrid  -1.9 

Laggards 

Health  -14.1 

Technology  -11.2 

Communications  -10.0 

Small-cap  Growth  -9.5 


52-week  total  return 
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Real  Estate 

Natural  Resources 

Financial 

Mid-cap  Value 

Laggards 

Technology 

Communications 

Small-cap  Growth 


22.6 
21.3 
21.2 
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-57.1 
-54.7 
-38.4 


Diversified  Emerging  Mkts.   -37.7 


Week  ending  Mar.  27 
■  S&P  500  ■  U.S.  Diversified  BAH  Equity 
52-week  total  return 
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EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 
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Potomac  Internet  Short 
ProFunds  Ultrashort  OTC 
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Data:  Standard  &  Poor's 
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ProFunds  Ultrashort  OTC  137.2 
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Schroder  Cap.  Micro  Cap  93.0 
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ProFunds  UltraOTC  Inv.  -91.2 

Potomac  Internet  Plus  -87.9 

Jacob  Internet  -87.3 

ING  Internet  A  -83.3 


■  Interest  Rates 
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Week  ago   m 

MONEY  MARKET  FUNDS 
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1-YEAR  TREASURY  BILLS 
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10-YEAR  TREASURY  NOTES 
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4.77 
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30-YEAR  TREASURY  BONDS 
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5;28....   ta 

30-YEAR  FIXED  MORTGAGE! 
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tBanxQuote,  Inc. 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond     |t~ 


GENERAL  OBLIGATIONS 
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I  THE  WEEK  AHEAD 


PURCHASING  MANAGER'S  INDEX  Monday,  Apr. 
2,  10  a.m.  edt>  The  National  Associa- 
tion of  Purchasing  Management's  index 
likely  rose  to  42.5%  in  March,  from 
41.9%  in  February.  That  is  the  median 
forecast  of  economists  surveyed  by  Stan- 
dard &  Poor's  mms,  a  division  of  The  Mc- 
Graw-Hill Companies. 

CONSTRUCTION  SPENDING  Monday,  Apr.  2, 
10  a.m.  EDi  ►  Building  outlays  in  Febru- 
obably  rose  0.3%,  after  rising 
in  January.  Mild  weather  and  low 


mortgage  rates  have  helped  to  keep 
spending  strong  so  far  this  year. 

FACTORY  INVENTORIES  Tuesday,  Apr.  3,  10 
a.m.  edt>  Manufacturing  inventories 
were  likely  flat  in  February  after  jumping 
0.7%  in  January.  That's  suggested  by  a 
decline  in  February  factory  output. 

EMPLOYMENT  Friday,  Apr.  6,  8:30  a.m.  mi 
►  Nonfarm  payrolls  are  expected  to  have 
added  83,000  new  jobs  in  March,  after 
adding  135,000  jobs  in  February.  Manu- 


facturing payrolls  likely  lost  36, 
after  a  larger-than-expected  loss 
94,000  in  February.  Hourly  earn 
March  likely  rose  by  a  moderate 
following  n  advance  of  0.5%  in 
According  to  the  s&p  mms  foreca<j 
March  jobless  rate  probably  rose 
4.2%  to  4.3%. 

INSTALLMENT  CREDIT  Friday,  Apr.  6 
3  p.m.  EDi  ►  Consumers  likely  tc 
$10  billion  of  additional  debt  in 
ary,  after  adding  $16  billion  in  J 


Week  /  April 


usinessWeek  Fifty 
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>ner  had  pharmaceutical  company  Alza  Corp.  been  added  to  the  BW  50  than  it  snagged  a  $10.5 
>r  trom  Johnson  &  Johnson.  The  stock  jumped  36.5%  for  the  week,  helping  the  BW  50  to  a  2.5% 
I  and  progress  on  an  antidepressant  help  lift  Forest  Laboratories  15.3%.  The  ugly:  ADC  Telecom- 
ell  17.3%  after  announcing  3,000  new  job  cuts  and  slowing  sales  of  broadband  gear. 
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Washington  Mutual 
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47 
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Merrill  Lynch 
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Texas  Instruments 
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Dduction  Index 


Change  from  last  week:  0.5% 
Change  from  last  year:  9.13 


.The  index  is  a  4-week 
moving  average 


July 
2000 


Nov. 
2000 


Mar. 
2001 


index  rose  in  the  latest  week.  Before  cal- 
four-week  moving  average,  the  index 
'9.2,  from  177.3  in  the  week  of  Mar.  10. 
idjustments,  trucks  rebounded  to  lead  the 
ith  automobiles,  lumber,  coal,  crude-oil 
ail-freight  traffic  all  rising.  Steel  pro- 
:ined,  despite  high  inventories  and  pro- 
'to  make  late  February  price  hikes  stick. 
was  the  only  sector  to  fall. 
h  of  the  index  components  is  at  www.business- 
iuction  index  Copyright  2000  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real-time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 
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For  more  investment  data  and  the 

components  of  the  production  index,  visit 
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NIGHTMARE. 
For  a  kid  with  asthma, 

the  joys  of  childhood  quickly 

become  living  nightmares. 

A  playful  kitten, 

a  cuddly  puppy, 

a  bouquet  of  flowers. 

All  are  potential  triggers 

for  terrifying  attacks. 

Don't  let  asthma 

rob  another  childhood. 

Call  1.800. LUNG. USA. 

t  AMERICAN  LUNG  ASSOCIATION 

www.LUNGUSA.org 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Abbott  Laboratories 

(ABT)40 
ABC  (DIS)  40 
Acer  38 
Agere  Systems  (AGR.A) 

40 

Ahmanson  Land  10 
Alcoa  (AA)  76, 78 
Alza  (AZA)  40 
Amazon.com  (AMZN)  28 

32,40,108 
American  Electric  Power 

(AEP)  76 
American  Express  (AXP) 

104,110 
American  General  (AGO 

46 
American  International 

Group  (AIG)  110 
AMG  Data  Services  82 
Amgen  (AMGN)  75 
AOL  Time  Warner  (AOL) 

53,82 
Apple  Computer  (AAPL) 

18,31,50 
AT&T  (J)  10, 86 
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Bank  of  America  (BAC) 

31,88 

Bank  One  (ONE)  40 
Barrett  Resources  (BRR) 

110 

Bear  Stearns  (BSC)  110 
Bertelsmann  89 
BHP  (BHP)  46 
Billiton  (BLTOY)  46 
BlueStone  Capital 

Partners  28 
Boeing  (BA)  8 
Bosch  42 

BPAmoco(BP)110 
Brocade 

Communications 

Systems  (BRCD)  108 
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Citigroup  (C)  46, 88, 

110 

CNNSI.com  (AOL)  92 
Coca-Cola  (KO)  50 
Comair  (DAL)  40 
Compaq  Computer 

(CPQ)  28, 38 
CSG  Systems 

International  (CSGS)  82 
Cushman  &  Wakefield 

28 

CVS  (CVS)  50 
Cyberian  Outpost  (COOL) 

92 
Cyternex  75 
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CBS.sportsline.com  (VIA) 

92 
Charles  Schwab  (SCH) 

28,82 

Chevron  (CHV)  58, 72 
CIBC  World  Markets  32 
Cisco  Systems  (CSCO)  8, 

31,82,116 


DaimlerChrysler  (DCX) 

86 
Dataquest  Gartner  (IT) 

28,38 
Datek  108 
Dell  Computer  (DELL) 

28,31,82 

Deloitte  Consulting  12 
Delphi  Automotive  42 
Delta  Air  Lines  (DAL)  40 
Deutsche  Bank  (DBK)  46 
DNA  Sciences  75 
Dreyfus  Founders  Fund 

86 

DuPont(DD)12,76 
Duquesne  Capital 

Management  40 
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EMC  (EMC)  31, 82 
ENI  (E)  58 
Enron  (ENE)  58 
Environmental  Financial 

Products  76 
ESPN.com  (DIS)  92 
E*Trade  Group  (EGRP) 
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Exodus  (EXDS)  31 
Exxon  Mobil  (XOM)  58, 

70,72,110 


Fuji  (FUJHY)  42 
Fujitsu  38 
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Gap  28 

Gateway  (GTW)  31 
General  Electric  (GE)  58 
General  Motors  (GM)  42, 

58 
GlaxoSmithKline  (GSK) 

40 

Goldman  Sachs  (GS)  46 

Groupe  Arnault  89 
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H&Q  IPO  &  Emerging 

Company  Fund  82 
Handspring  (HAND)  18 
Hasbro  (HAS)  53 
Heartland  High-Yield 

Municipal  Bond  Fund 

(HRHYX)  86 

Heartland  Value  Fund  82 
Hellman  &  Friedman  40 
Hewlett-Packard  (HWP) 

18,28,31,116 
HSBC  Securities  (HBC) 

24 
Hyundai  49 


IBM  (IBM)  18 
Imperial  Chemical 
Industries  (ICI)  46 
Intel  (INTO  12, 28, 31 
ITT  (ITT)  92 


Fahnestock  58 
Fidelity  Investments  82, 

86,108 
Fiduciary  Trust 

International  102 
First  Call  31 
France  Telecom  (FTE)  46, 
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Janus  Fund  82 

JDS  Uniphase  (JDSU)  31 

John  Hancock  Financial 

Services  (JHF)  82 
Johnson  &  Johnson  (JNJ) 

40 
J.P  Morgan  Chase 
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(JWEB)  32 

Jupiter  Media  Metrix 
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Lehman  Brothers  (LEH) 

28,  36, 40, 53 
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Liberty  Media  82 
Lucent  Technologies  (LU) 

31,40 
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Kimelman  &  Baird  36 
Kinetics  Internet  Fund  82 
Kmart  (KM)  50 
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LaSalle  Bank  (ABN)  40 
Legg  Mason  82 


Macroeconomic  Advisers 

32 

Mannesmann  (VOD)  46 
Marriott  International 

(MAR)  92 
Mattel  (MAT)  53 
Maverick  Capital  40 
McGraw-Hill  (MHP)  112 
Mellon  Private  Asset 

Management  104 
Merrill  Lynch  (MER)  28, 

36,106 

MetLife  (MET)  82 
Microsoft  (MSFT)  8, 18, 

38,108 

Mitsubishi  Motors  40 
MITTS  (MLF)  106 
Monsanto  (MON)  82 
Moody's  (MCO)  86 
Morgan  Stanley  Dean 

Witter  (MWD)  46, 53, 
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MP3.com  (MPPP)  89 
Munroe  Consulting  72 
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Nadasky  Kopelson 

Architects  12 
Napster  89 
National  Discount 

Brokers  (NDB)  108 
Navigant  Consulting 

(NCI)  82 

Nestle  (NSRGY)  46 
Netstock  88 
Nissan  (NSANY)  42 
Nokia  (NOK)  82 
Norman  Nielsen  Group 

32 
Nomura  Securities 

International  (NRSCY) 

24 
Nortel  Networks  (NT)  28, 

31,116 
Nvidia  (NVDA)  82 


Oakmark  Select  Fund  82 
Opportunity  Trust  Fund 
82 
Orange  (OGE)  46 


Pacific  Gas  &  Electric 

(PCG)  86 
Palm  (PALM)  18, 31, 38, 

40,116 
Peakstone  28 
Petroleo  Brasileiro  (PBR) 

58 

Petroleum  Finance  58 
Philip  Morris  (MO)  53 
Phillips  Petroleum  (P) 

110 

PIMCO  82 
Potomac  U.S.  Short  Fund 

82 
ProFunds  UltraBear  Fund 

82 

Prudent  Bear  Fund  82 
Prudential  Securities  46 


Quicken.com  108 


Ralston  Purina  (RAL)  46 
Raymond  James  110 
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Editorials 


AMERICA  NEEDS  THAT  TAX  CUT-RIGHT  NOW 


Political  wrangling  between  Republicans  and  Democrats 
threatens  to  scuttle  any  possible  fiscal  stimulus  for  2001. 
With  companies  such  as  Nortel,  Palm,  Cisco,  and  Hewlett- 
Packard  saying  the  high-tech  economy  is  so  bad  that  they 
have  no  "visibility"  on  revenues  and  profits  for  the  second  half 
of  the  year,  a  fiscal  boost  is  needed  fast.  Both  parties  agree 
that  President  Bush's  campaign  proposal  for  a  tax  cut  of 
$1.6  trillion  over  10  years  doesn't  address  the  downturn.  But 
they  can't  come  up  with  an  alternate  package.  Each  is  hold- 
ing out  for  political  advantage  and  maximum  benefit  to  its 
core  constituencies.  The  Democrats  are  pushing  for  a  quick, 
small  tax  cut  that  benefits  the  working  class.  The  President  is 
still  trying  to  help  those  at  the  top.  It  is  time  for  both  sides 
to  make  the  necessary  compromises  to  create  a  front-loaded 
plan  that  provides  both  short-term  fiscal  stimulus  and  long- 
term  economic  incentives. 

Here's  how  to  do  it.  Make  income-tax  cuts  this  year's  pri- 
ority. The  $1.6  trillion  cut  is  actually  a  hodgepodge:  cuts  on 
marginal  income-tax  rates,  elimination  of  estate  taxes  and  the 
marriage  penalty,  and  bigger  child  credits  stretched  over  a 
decade.  A  stand-alone  income  tax  cut  would  amount  to  about  $1 
trillion.  Democrats  and  moderate  Republicans  agree  this  size  of 
an  income  tax  cut  could  be  passed  quickly.  The  Bush  Admin- 
istration is  free  to  submit  a  separate  tax  bill  later  for  getting 
rid  of  estate  taxes  and  debate  it  solely  on  its  own  merits.  Or 
the  Administration  can  package  it  with  the  marriage  tax 
penalty  and  child  care  in  a  broader  second  tax  bill. 


The  distribution  of  cuts  is  the  real  bone  of  contentior 
speeding  up  an  across-the-board  cut.  Democrats  and  ] 
publicans  both  have  fair  points  of  view.  A  reasonable  c 
promise  would  be  to  cut  the  top  rate  a  bit  less  from  39.8' 
35%  rather  than  down  to  33%,  allowing  leeway  for  some 
bigger  cuts  for  middle-class  and  working  families.  A  mo 
rebate  to  families  who  pay  high  payroll  but  not  income 
es  would  also  be  possible.  The  key,  however,  would  b 
front-load  the  tax  cuts.  Instead  of  taking  five  years — sfc 
in  2002  and  ending  in  2006— for  marginal  rates  to  c 
down,  as  the  Bush  plan  now  proposes,  they  should 
faster  over  three  years  beginning  in  2001.  Lowering 
holding  for  this  year  could  provide  a  countercyclical  boo 
the  economy. 

There  is  room  in  the  budget  surplus  for  a  $60  billion 
cut  in  2001.  But  Washington  must  act  soon.  During  the 
Administration,  when  Vice-President  Richard  B.  Cheney 
White  House  Chief  of  Staff,  when  Treasury  Secretary  Pa 
O'Neill  was  in  the  Office  of  Management  &  Budget, 
when  Fed  Chairman  Alan  Greenspan  was  head  of  the  C 
cil  of  Economic  Advisers,  Congress  passed  a  tax  reba 
combat  a  bad  recession,  which  began  early  in  1974.  Re 
checks  were  mailed  amounting  to  0.5%  of  gross  dom 
product,  or  about  $50  billion  in  today's  dollars.  But  the 
ical  process  took  too  long.  By  the  time  people  got  their 
ey,  in  1975,  the  recession  was  already  over.  The  White 
and  Congress  should  stop  their  bickering  and  act  now. 


HOW  OPEC'S  PRICE  HIKES  SAP  GROWTH 


Make  no  mistake  about  it.  If  the  opec  cartel  succeeds  in 
keeping  oil  prices  artificially  high  for  years,  it  will  have  a 
deleterious  effect  on  growth — for  the  U.S.  and  the  world. 
The  shift  of  corporate  profits  away  from  high  tech,  service,  and 
manufacturing  and  toward  the  energy  sector  will  curb  do- 
mestic investment  and  productivity  growth  (page  74).  The 
shift  of  financial  resources  away  from  the  U.  S.,  Europe,  Asia, 
and  Latin  America  and  toward  the  Middle  East  will  have  a 
similar  effect.  Washington  policymakers  should  be  aware  that 
accepting  opec's  actions  has  enormous  economic  costs. 

Take  profits.  The  capital  spending  boom  that  boosted 
growth  in  the  1990s  was  fueled  by  strong  corporate  profits. 
Higher  energy  prices  are  now  sapping  those  profits  across  a 
wide  spectrum  of  U.S.  companies.  With  reduced  cash  flow, 
corporations  are  cutting  back  investment  in  information  tech- 
nologies. Instead,  profits  are  flowing  to  a  narrow  handful  of 
energy  companies  and  utilities. 

Increased  oil  company  investment  can't  compensate.  In- 
■  ompetition  in  high-tech,  services,  and  manufacturing 
industries  guarantees  that  greater  capital  spending  and  high- 
er productivity  will  ripple  through  society — lowering  prices, 


promoting  innovation,  and  generating  employment.  But| 
the  opec  cartel  keeping  energy  prices  artificially  hi£ 
cutting  output,  gains  go  mostly  to  a  handful  of  energy  j 
panies,  which  employ  few  people. 

Slow-growing  opec  countries  make  far  less  efficient 
new  capital  inflows  than  fast  growing  North  America,  Ei 
and  Asia.  Dictatorial,  monarchical — even  feudal — in  pol 
and  statist  in  economics,  these  countries  tend  to  be  | 
market  and  anti-entrepreneurial.  Trillions  of  dollars 
flowed  into  the  Middle  East  over  the  past  three  del 
with  little  sustained  growth  to  show  for  it.  WhethJ 
prices  are  high  or  low,  capital  inflows  generally  go  to  we^ 
subsidies,  government  bureaucracy,  and  corruption.  It 
little  difference. 

High  energy  prices  that  are  maintained  by  monopoly  tl 
en  New  Economy  productivity  inside  the  U.S.  and  ecol 
growth  around  the  world.  The  15-year  productivity  slow! 
following  the  1973-74  oil  price  shocks  was  due,  in  part,  til 
panies  spending  more  on  energy  efficiency  and  less  onl 
vation-generating  technologies  and  growth.  The  same  I 
happen  again,  if  opec's  market  manipulations  go  unchall<| 
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HOW  MUCH  DO  YOU  LOVE  YOUR  CAMRY? 
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CAMRY  IS  AMERICA'S  FAVORITE  CAR  FOR  THE  4TH  YEAR  IN    £g)  TOYOTA 
A  ROW.'  WITH  MORE  REPEAT  BUYERS  THAN  ANY  OTHER  CARV  tovota.com 


'  "same  mlfZtl'.T  '"V""* ""  *"?  2°°°  '°ta'  T^"9*'  <*  re9ls,ra,,°"5-  "Customer  loyalty  based  on  the  number  of  owners  who  replaced  a  new  veb.cle  w,,h  a  new  veh.de 
e  same  model,  based  on  a  sampl.ng  of  personal-use  new-veh.cle  purchases  and  leases  from  10/99-9/00.  42001  Toyota  Motor  Sales.  US  A  .  Inc.  Buckle  Up!  Do  ,t  for  those  whoTove  you 
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Wherever  you  are,  whenever  you 
need  us,  the  Allianz  Group  is 
always  there  for  you. 

At  our  internationally  respected  Allianz  Center  of 
Technology,  we  have  been  setting  safety  standards  in  the 
high  technology  arena  for  decades.  And  at  all  times, 
enhancing  personal  safety  has  been  high  on  our  list  of 
priorities.  Now  Allianz  has  entered  into  a  Formula  1 
partnership  with  the  renowned  BMW  WilliamsFl  Team. 
Because  no  other  sport  draws  so  highly  on  high-tech 
expertise;  and  no  other  boasts  more  innovation  in  the 
area  of  risk  reduction.  Our  involvement  is  geared  to 
steering  such  safety  innovations  from  the  racetrack  to 
the  roads  you  use.  Because  that's  where  they  belong. 

Allianz.  The  Power  Beside  You. 


Allianz  (fij) 


Allianz  Group.  Europe's  leading  global  insurer 
and  provider  of  financial  services. 
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FIRE  SALES 

AT  LEAST  PART  OF 
THE  NET  IS  RED-HOT 

NASDAQ   MAY   BE    KNEE-DEEP 

in  losses,  but  the  secondary 
market  for  domain  names  is 
hot.  Some  of  the  most 
sought-after  Web  addresses 
are  changing  hands  for  the 
first  time — and  for  hefty 
prices.  With  more  than  28 
million  domain  names  regis- 
tered, "all  the  good  dot-com 
names  are  already  gone," 
says  Jon  Whelan,  chief  exec- 
utive of  domain  name  reseller 
Afternic.com. 

That  means  companies  just 
going  online  now  may  need 
to  buy  Web  names  that 
someone  already  owns.  Whe- 
lan is  currently  brokering  the 
resale  of  homefinance.com  and 
hobby.com  for  $2  million 
apiece.  Another  re 


sale  company,  GreatDo- 
mains.com,  sold  loans.com 
last  year  for  $3  mil- 
lion; now  it's  listing 
stocks.com  for  $2.5  mil- 
lion. And  companies  such 
as  PlanetRX.com,  which 
bought  up  several  single- 
name  urls  long  ago  in  hopes 
of  using  them  to  extend 
brands,  are  selling  them  for 
cash.  Now  that  its  online 
drugstore  is  defunct,  Planet- 
RX  has  put  26  names,  includ- 
ing arthritis.com,  alzheim- 
ers.com,  and  fertility.com,  on 
the  block. 

While  .com  names  hold  the 
most  prestige,  the  next  fron- 
tier is  the  new  suffixes — .info, 
.biz,  and  .pro — likely  to  be- 
come available  later  this  year. 
And  even  though  folks  can't 
yet  own  them,  they're  bid- 
ding on  them  by  reserving 
them  with  a  credit  card  or 
offering  to  buy  out  the  people 
who  already  have  them  on 
hold.  "We're  already  seeing  a 
secondary  market  for  the 
new  domains,"  says  Whelan. 
"And  they  don't  even  exist 
yet."    Victoria  S.  Stefanakos 


Napster  may 
be  under 
siege,  but 
clones*  are 
popping  up 
everywhere — 
for  video,  pic- 
tures, and  soft, 
ware  as  well  as 
musu  files  Cam  the 
i.  cording  and  mo- 
tion picture  Indus 
■ad,  othier  c.opy- 
I  olders  kill 
ill?  Not  likely, 

:•  i  rugh  to 


Software  uses 
encryption  to 
protect  the 
contents  of 
files,  e-mails, 
and  messages. 


GNUTELLA 
gnutella.wego.com 
Launched  3/00 

Napster's  heir  apparent, 
Provides  truly  decentral- 
ized sharing  for  any  type 
of  file.  Download  soft- 
ware by  visiting  a  client 
site  like  Bearshare.com. 


Allows  users  to 
search  content  other 
iMesh  users  have 
available;  similar  to 
Napster.  Tracking  system 
helps  it  avoid  copyright 
issues  if  sued. 

MOJO  NATION 
mojonation.net 
Launched  6/00 

Users  who  provide  their 
computers  to  store 
files  that  MojoNation 
distributes  earn  Mojo 
currency  towards  faster 
search  results. 


TALK  SHOW  Dim  prospects  for  Apple  <  'omputer.  Sopredicts 
Dell  Computer  founder  and  ceo  Micliael  Dell  in  a  jmblic  inter- 
view with  BusinessWeek  Editor-in-Chief  Stephen  B.  Shepard— 
part  of  BusinessWeek's  ongoing  "Captains  of  Industry"  series 
with  the  92nd  Street  Yin  Manliattan.  (See  interview  on  page  ^i 

Q:  What  is  the  future  of  Apple  Computer? 

A:  Silicon  Graphics. 

Q:  That  bad,  huh? 

A:  Maybe  it's  a  little  bit  different,  but  if  you  look  at  propriet 
computer  companies,  whether  it's  Digital  or  Data  General 
Silicon  Graphics  or  Prime  or  Apple,  I  think  the  fates  are  all 
atively  similar.  We  know  how  the  movie  ends. 


DOWNHILL  RACERS 

The  Nasdaq  and  the  Nikkei  have  tanked  to  the  same  degree.  Sim 
its  high  on  Dec.  29,  1989,  the  Nikkei  is  now  down  66%.  Tl 
Nasdaq,  since  its  high  on  Mar.  10,  2000,  has  fallen  67.5% 


INDEX 
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Data:  Bloomberg  Financial  Markets 


'  MP3  com  has  similauties  to  Napster  but  is  riot  a  true  peer-to-peer  site.      Data:  O'Reilly  &  Associates 


THE  ART  OF  THE  SNUB 

FOR  BALTIMORE,  NOT 
EVENASPITBALL 

A       MERE       40       MILES       LIE 

between  the  White  House 
and  Baltimore's  Camden 
Yards  ballpark.  And  there,  re- 
cent U.S.  Presidents  have 
jnade  a  habit  of  opening  the 
.Baltimore  Orioles'  season 
with  the  ceremonial  first 
pitch.  During  their  Pres- 
idencies, Ronald  Reagan, 
George  Bush  (the  elder), 
and  lefty  Bill  Clinton  all 
took  the  field. 

But  this  year,  Presi- 
dent Bush  (the  younger) 
skipped    the    Baltimore 
tradition  when  the  Orioles 
opened  against  the  Boston 
Red  Sox  on  Apr.  2.  The 
President,  a  former  part- 
owner    of   the    Texas 
Rangers,  apparently 
wasn't     eager     to 
share     a     ballpark 
with    the    Orioles' 
owner,  heavy-hitting 
Democrat  donor  Pe- 
ter Angelos. 


Instead,  Bush  scheduler. 
Opening  Day  pitch  for  A 
in  Milwaukee,  where 
planned  to  christen  the 
Miller  Park  and  schm 
with  an  old  pal,  game 
mish  Bud  Selig. 

It's  no  surprise  that  1 
would  bristle  from  an  in 
tion  from  the  Orioles'  f 
owner.  Last  summer,  An 
had  a  harsh  assessmei 
candidate  Bush,  asserting 
just  don't  think  [he]  is 
pared  for  this  job — int 
tionally  or  domestically 
really  doesn't  have  a  c 
But  that's  the  past.  A 

strident  Angelos  now 

"Many  things  are  ss   I 
an  election,  but  one 

no  fan  of  Angel 


IM 


ncti 


result  is  in,  A 

cans  unite  b 

the        SUCCf 

candidate' 

but  (lun't 

on    the 

'    pitching 

year,  eith< 

Mark  II 
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<  A  PERSPECTIVE  ON  THE  FRANKLIN  INCOME  FUNDS  > 


EARN    IIONTHLY    INCOME    AND    DIVERSIFY    YOUR 


PORTFOLIO    WITH    FRANKLIN    INCOME    FUNDS- 


ENJOY  THE 
BENEFITS 
OF  IIONTHLY 
INCOME  AND 
DIVERSIFICATION 
WITH  FRANKLIN 
INCOME  FUNDS- 


Many  investors  forget  the  importance  of 
diversity  in  their  portfolios.  The  fact  is 
income  funds  can  help  provide  a  good 
balance  to  more  speculative  investments  in 
a  portfolio. 

Franklin  income  funds  serve  two  impor- 
tant roles  for  many  of  today's  investors: 
creating  monthly  income  and  helping 
reduce  overall  portfolio  risk.  We  concentrate 
on  the  basics  with  these  funds,  evaluating 
investments  on  principles  that  continue  to 
hold  true.  Our  investment  approach  is 
results-driven  and  has  been  consistent  over 
the  years.  We  also  don't  speculate  on  the 
direction  of  interest  rates.  Our  management 
team  studies  market  conditions  to  uncover 


opportunities    that   we    believe    have    the 
potential  to  exceed  the  risks. 

To  gain  more  perspective  on  the  Franklin 
income  funds,  mail  in  the  postage-paid  card 
or  call  1-800-FRANKLIN  Ext.  F830. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   PERSPECTIVE™  > 


mklin  Templeton  Distributors,  Inc.,  777  Mariners  Island  Blvd.,  San  Mateo,  CA  94404  Call  for  free  prospectuses  containing  more  complete  fund  information,  including  sales  charges, 
penses  and  risks.  Please  read  them  carefully  before  you  invest  or  send  money.  tranklintefnpleton.com 
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Up  Front 


HALLS  OF  IVY 

THE  FEW,  THE  PROUD,  THE  MBAs 

it's  b-school  meets  boot  camp,  about  80  students 
from  the  University  of  Pennsylvania's  Wharton  School  will 
head  to  the  U.S.  Marine  Corps  base  at  Quantico,  Va.,  on 
Apr.  19  for  two  days  of  intense 
basic  training.  The  goal:  use  hard- 
core Marine  discipline  to  whip 
business  students  into  quick-think- 
ing leaders. 

Marine  officers  say  they  won't 
go  easy  on  the  suit-and-tie  crowd; 
they'll  be  evaluating  students' 
ability  to  assess  new  situations 
and  develop  action  plans  under 
time  pressure.  The  students  will 
get  the  same  drill  as  grunts  at 
Officer  Candidates  School:  water 
hazards,  8-foot  walls,  barked  orders — though  they  only  have  to 
endure  one  night  of  barracks  and  meals-ready-to-eat.  "Our 
whole  philosophy  is  to  see  how  someone  functions  in  a  chaot- 
ic and  unfamiliar  environment . . .  [and  instill]  a  philosophy  of 
winning  while  incorporating  risk,"  says  Quantico's  operations 
director  Maj.  Patrick  Kelleher. 

The  base  has  tested  similar  groups  before,  including  the 
Notre  Dame  women's  soccer  team  and  even  a  few  corpora- 
tions. The  Wharton  crew  is  the  first  from  a  business  school. 
Given  the  market  uncertainty,  boot  camp  may  be  just  the 
thing  for  tomorrow's  Wall  Street  warriors.  Eric  Dash 


GREEN  WATCH 

SAY  GOOD-BYE  TO 
SHERWOOD  FOREST 

IF  ROBIN  HOOD  WERE  AROUND 
today,   he   wouldn't  have  a 
place  to  hide.  Sherwood  For- 
est,   like    97%    of 
Europe's  ancient 
woods,    has    been 
mostly  turned  into 
farmland,    houses, 
and  office  parks  by 
unrestrained    log- 
ging and  building — 
particularly  in  the 
past  few  decades, 
according    to    the 
World   Wildlife 
Fund  in  Brussels. 
Other   vanishing 
forests  are  Italy's 
Etna  and  France's 
Rambouillet.    And 
most  of  the  tradi-   ROBIN:  Would  he 
tiohal     birch     and   recognize  Britain? 
oak  trees  that  gave 


Germany's  Black  Forest  its 
allure  have  been  replaced  by 
easier-to-grow  fir  trees. 


The  wwf  is  calling  for  lim- 
its on  new  logging  and  con- 
struction— measures  opposed 
by  business  groups.  It  also 
wants  stricter  enforcement 
of  existing  laws,  which  safe- 
guard less  than  3%  of  Eu- 
rope's forests.  "Many  African 
countries  do  much 
better,  designating 
up  to  10%  as  nat- 
ural parks,"  says 
Ellen  von  Zitzewitz, 
WWF's  European 
forest  policy  officer. 
But  the  politics 
aren't  promising. 
Since  1991,  the  Eu- 
ropean Commission 
has  required  forest 
protection.  "But 
when  it  blocks  de- 
velopment and  em- 
ployment possibili- 
ties," says  Heidi 
Hautala,  president 
of  the  European 
Parliament's  Green 
group,  "local  governments 
simply  don't  enforce  the 
law."  William  Echikson 
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AFTERLIVES 

YOU  CAN  TAKE  THIS 
FURNITURE  WITH  YOU 

EVERY    GENERATION    HAS    A 

fascination  with  vampires. 
Witness  the  cult-like  following 
of  Buffy  the  Vampire  Slayer 
among  teens  today,  much  as 
Bela  Lugosi  enraptured  those 
of  the  1930s. 

So  it's  natural  that  a  cer- 
tain kind  of  e-tailer  would 
seek  to  exploit  the  niche: 
Casketfurniture.com,  which 
sells  display  cabinets,  coffee 
tables,  even  entertainment 
centers  that  can  be  promptly 
converted  into  coffins,  usually 
by  just  removing  the  shelves. 
"Why  should  you  pay  $5,000 
for  a  casket  and  use  it  for 
only  one  day?"  reasons  Mark 
Zeabin,  a  25-year-old  Canadi- 
an who  enlisted  his  family  to 
help  start  the  site  in  British 
Columbia  a  few  years  ago. 


He      reports 
$50,000      in 
sales  last  year, 
and — unusual 
for  an  e-tail- 
er— profitabil- 
ity. The  best- 
seller,      at 
$1,975,     is     a 
display  cabinet 

BEST-SELLER: 

Coffin  cabinet 

made  of  birch. 
Since  2.6  million 
people  die  each 
year  in  the  U.S. 
alone,  Zeabin  fig- 
ures that  his  com- 
pany could  grab 
a  chunk  of  the  i 
casket  market 
by  offering  free  shipping 
in  North  America  in  3  td 
days.  Maybe  not  in  time  f| 
funeral,  but  certainly  in 
to  redecorate.      Olga  K)i 


WOMEN  WANT  THE  TOP.  .OR  ELSE 

Two-thirds  of  women  professionals 
say  they  desire  top-level 
positions,  and  more  than 
half  say  they'll  move  to 
another  company  if 
they're  passed 
over  for  them 


sys 


Data:  The  Leader's 
Edge  Research 


BID! 
MY  TIME 


LtAKN  ASK  WHY, 

WEAKNESSES,  CORRECT,  THEN  N 

WORK  HARDER  IF  NOT  PROMOTi 

'SURVEY  Or  700  SENIOR  WOMEN  EXECS  AI  Bl  EIE  CHIP  C0MP 

WIN)  AT  1 1  AM  I.IIIHIIMPKIYII'.ANIIKIVINIII'  "I  $M)  Ml 


FOOTNOTES  Americans  who  know  items  such  as  wheelchairs  can  be  80%  paid  for  by  Medicare:  ages  65  and  up,  38%;  18  to  64,  52 
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Sun  Cobalt 
Server  Appliances 

n 

ready 

The  Sun 
Cobalt"  server 

Out  of  the  box,  it's 
ready  for  virtual  or 
dedicated  hosting, 
email  and  other 
revenue-driving 
applications. 

appliance. 
Plug  it  in. 

The  first  1RU  server 
appliance  to  offer 
four  front-removable 
RAID  harddisk  drives 

Turn  it  on. 
And  start 

Offers  RAID  levels 
0,  1  and  5  for  maxi- 
mum reliability  and 
flexibility. 

making  bread. 

Tough  casing  is 
impervious  to  toast 
crumbs  and  jelly. 

As  a  service  provider,  you've  got  to 
deliver  new  services  ahead  of  mar- 
ket demands,  or  you're  toast.  So 
we  designed  the  new  Sun  Cobalt™ 
RaQ  XTR  server  appliance  to  bring 
you  high  performance  combined  with 
turnkey  deployment.  The  RaQ  XTR's 
integrated  software  and  easy-to-use 
web  interface  mean  you  won't  have 
to  dedicate  IT  staff  to  manage  it.  In 
fact,  customers  can  easily  configure 
and  manage  it  themselves.  And  the 
low  price  and  compact,  stackable 
design  mean  you  can  efficiently  and 
cost-effectively  add  more  RaQ  units 
in  just  minutes.  (No,  really.  Minutes.) 

So,  what  are  you  waiting  for?  Plug  in 
a  RaQ  XTR,  and  start  hosting  content- 
rich,  interactive  web  sites  right  out 
of  the  box.  And  the  next  thing  you 
know  —  DING!  —  profits  are  up. 

sun.com/cobalt 


take  it  to  the  n" 
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Readers  Report 


WHAT  THE  INTERNET 
HATH  WROUGHT 


"Rethinking  the  Internet"  (Cover  Sto- 
ry, Mar.  26)  attempts  to  cover  over  the 
killing  of  the  New  Economy  with  the 
comforting  thought  that  the  Internet  is 
now  graciously  improving  the  Old  Econ- 
omy. To  understand  the  real  import  of 
the  New  Economy,  one  must  under- 
stand that  it  was  the  first  Schumpeter- 
ian  "creative  destruction"  to  attack  the 
entire  economic  system. 

Regardless  of  whether  many  New 
Economy  companies  understood  it  (and 
they  didn't),  such  epochal  change  was  no 
less  threatening  to  the  status  quo  pow- 
ers than  was  Galileo's  free  thinking  to 
the  Church.  And  the  Old  Economy  cor- 
porate inquisition  has  been  no  less  bru- 
tal in  suppressing  it. 

Alan  MacDonald 
Sanford,  Me. 


rive.  Now,  we  collaborate  with  supp 
using  digital  imaging  over  the  Inte: 
making  decisions  in  five  minutes 
previously  might  have  taken  five  d 
The    Internet   sharply   improves 
speed  and  accuracy  of  decision-ma 
and  there's  nothing  "uneven"  about 
Dana  Cartwrl 
Presk 
Designer  Softv 
Syracuse,  I 

FOR  BIG  LABOR, 
POLITICS  ISN'T  A  HOBBY 


- — «■  ""myi*"""! 


Your  article  left  out 
one  consistently  success- 
ful and  profitable  corner 
of  the   Web:   the   very 
small  business.  Almost 
every  small-time  opera- 
tor  with   a   low-budget 
Web  site  has  generated 
new  customers  and  new 
income.  An  extra  $300  or 
$400   a   month   may   not 
warrant  a  mention  in  your 
story,    but    it    can    make 
quite  a  difference  to  many 
a  one-person  operation. 

Bernard  Kamoroff 
Willits,  Calif. 

You  say  the  Internet's  impact  is  being 
felt  unevenly  across  industries.  I  dis- 
agree. My  business  (textiles)  is  not  an 
obviously  information-intensive  area.  We 
used  to  wait  days  for  samples  to  ar- 


"Big  Labor:  So  out  it's  'off  the  r; 
screen' "  (Washington  Outlook,  Mar  : 
describes  the  anti-union  and  retalia 
posture  of  the  Bush  Administration 
concludes  that  "Big  Labor  will  havf* 
decide  whether  to  organize  another 
sade  to  reclaim  Congress  for  the  D(  [« 
crats  in  2002 — or  focus  on  its  day 
organizing  workers." 


h 


I  would  submit  that 

"day   job"   in    represen 

working  families  invol 

in  equal  measure — colle 

bargaining  and  political 

islative  action,  as  well  a] 

ganizing  new  membe 

maintain   strength.   A 

these  efforts  are  linked 

we  don't  have  to  ma 

choice  between  politics 

tion  and  organizing. 

Morton 

Pres 

Communications  Workers  of  Am 
Washir 

WHEN  YOU'RE  READY  TO  TELL 
YOUR  BROKER  WHERE  TO  GO 


The  Private  Securities  Litigatioi 
form  Act  of  1995  has  reduced  the 
ber  of  class  actions  ("This  crash 
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DRRECTIONS  &  CLARIFICATIONS 

In  "The  BusinessWeek 
50"  (Spring,  2001),  our 

Special  Bonus  Issue, 
the  BW50  ranking  on 
page  26  of  No. 12  EMC 
Corp.  displays  a  photo 
of  Michael  C.  Ruettgers, 
chairman  of  EMC.  The 
caption  misidentifies  the 
oto  as  Joseph  M.  Tucci,  CEO  since  Janu- 
I  Here  is  Tucci's  photograph  as  it  should 
ve  appeared. 


:e  lawyers  rich,"  Legal  Affairs,  Mar. 
However,  the  '95  act  did  not  sub- 
itially  affect  the  rights  of  public  in- 
ors  to  pursue  claims  of  fraud  against 
r  securities  and  commodity  brokers, 
se  claims  are  [now]  proliferating  in 
tration  mostly  conducted  by  the  Na- 
al  Association  of  Securities  Dealers, 
New  York  Stock  Exchange,  and  the 
ional  Futures  Assn. 

Theodore  G.  Eppenstein 
New  York 

EDUCATION  SYSTEM 
PERATELYINNEEDOF... 


he  reason  America's  schools  are 
ldering  is  that  our  society  does  not 
e  education  as  other  countries  do — 
Japan  and  Australia  ("How  to  fix 
;rica's  schools,"  Cover  Story,  Mar. 
Schools  and  students  that  succeed 
•  involved,  supportive  parents. 

Barb  Windsor 
Jenison,  Mich. 

y  children  have  benefited  from 
ol  choice  in  the  form  of  the  magnet 
ol  program  and  have  been  able  to 
id  excellent  schools.  However,  ne- 
tting the  process  is  not  simple.  It 

over  a  year  for  us  to  figure  it  out. 
rry  that  without  guidance,  students 
their  guardians)  who  might  benefit 

may  not  be  aware  of  the  options 
ay  not  know  how  to  enroll  in  an  al- 
itive  school. 

Christina  F.  Casto 
Buffalo 

;  somebody  who  is  training  to  be  an 

ator,  here's  what  I  suggest:  Give 

creaks  to  the  parents  of  students 

do  well.  Assess  tax  penalties  to 

>arents  of  students  who  do  poorly. 

you'll  see  some  motivated  kids! 

John  Burbidge 

Rudyard,  Mont. 


i  a  retired  engineer  and  educator,  I 
found  many  teacher  education  pro- 
,;{;  is,  particularly  in  mathematics  and 


science,  unable  to  absorb  the  changes 
required  to  connect  the  children  with 
the  meaning,  power,  and  excitement  of 
these  subjects.  Why  not  do  more  to 
open  up  our  teacher  education  programs 
to  more  participation  from  experienced 
engineering,  science,  and  technology  per- 
sonnel and  programs? 

Felipe  H.  Razo 
Calexico,  Calif. 

The  first  step  in  fixing  America's 
schools  is  to  upgrade  teacher  creden- 
tial requirements  in  all  states  as  a 
means  of  forcing  colleges  for  teacher 
training  to  improve  their  instructional 
programs,  and  only  allow  students  who 
are  potential  role  models  to  enroll  in 
teacher  training  programs. 

Irving  Rubin 
Marina  Del  Rey,  Calif. 

WHERE  THE  TAX  CUT 

WOULD  HELP 

I  continue  to  be  amazed  at  the  eco- 
nomic and  tax  illiteracy  of  Laura 
D'Andrea  Tyson  ("Tax-cut  truths  you 
won't  hear  from  the  Prez,"  Economic 
Viewpoint,  Mar.  26).  A  family  of  four 
with  two  children  (assuming  both  are 
under  the  age  of  17)  with  an  income  of 
$26,000  would  owe  no  taxes  under  the 
current  Internal  Revenue  Service  rules. 
But  they  would  get  a  government  sub- 
sidy of  about  $960  due  to  the  earned- 
income  credit. 

Paul  Varley 
Wolfeboro,  N.  H. 

Laura  Tyson's  Economic  Viewpoint 
was  on  point  and  much  needed.  How- 
ever, she  omits  an  important  fact:  that 
the  marginal  rate  cut  for  the  top  brack- 
et is  greater  than  that  of  any  other.  If 
the  best  that  can  be  done  for  the  middle 
class  is  a  3%  reduction  in  our  marginal 
rate,  it  should  follow  that  the  top  brack- 
et should  benefit  by  no  more  than  a  3% 
reduction.  This  would  reduce  the  share 
of  the  surplus  that  is  being  returned  to 
the  wealthy  to  more  nearly  approxi- 
mate the  30%  that  they  contributed — 
not  the  40%  being  proposed. 

Douglas  Thornsjo 
Readfield,  Me. 

President  Bush's  claim  that  the  "typ- 
ical family"  will  benefit  from  a  $1,500  re- 
duction in  taxes  (as  quoted  by  Tyson)  is 
based  on  the  almost  universal  confusion 
between  "average"  and  "typical."  The 
average,  or  arithmetic  mean  is  a  mea- 
sure of  central  tendency  and  is  usually 
by  far  the  highest,  but  two  other  mea- 
sures, the  median  and  especially  the 
mode,  are  more  likely  to  be  "typical."  In 
a  group  consisting  of  one  millionaire 
and  19  people  who  earn  $40,000,  the 


median  and  the  mode  are  both  $40,000, 
but  the  average  is  $88,000. 

Thomas  T.  Semon 
Englewood  Cliffs,  N.J. 

OF  BAD  MANAGEMENT 

AND  BANDWIDTH 

I  worked  at  Agere  Systems  when  it 
was  Western  Electric  and  then  became 
AT&T  Microelectronics,  then  Lucent 
Technologies,  and  now  Agere  ("The 
monkey  wrench  in  Agere's  IPO,"  The 
Barker  Portfolio,  Mar.  26).  We  left  a  vi- 
able company,  but  unfortunately  the 
board  made  so  many  mistakes  that  their 
management's  decisions  could  be  a 
course  at  [Massachusetts  Institute  of 
Technology's]  Sloan  School  of  Manage- 
ment on  how  to  screw  up  a  business  in 
two  years.  Thousands  of  us  retirees 
used  Lucent  as  the  backbone  of  our 
401(k)s...and  now  we  are  stuck. 

Albert  C.  DiDonato 
Bethlehem,  Pa. 

The  growth  of  the  optical  networking 
market  may  have  slowed  down  some- 
what, but  the  demand  for  more  band- 
width is  constantly  growing  and  will 
not  disappear.  The  future  is  not  as  bleak 
as  you  claim. 

Michael  R.  Adamian 

Competitive  Strategies 

Manager  (retired) 

AT&T 

Bridgewater,  N.J. 
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Books 


INDIA  UNBOUND 

By  Gurcharan  Das 
Knopf  .406pp.  $27.50 


HOW  INDIA  IS  BREAKING 
ITS  SHACKLES 


While  visiting  New  Delhi  dur- 
ing a  break  from  his  studies  at 
Harvard  University  in  the 
early  1960s,  Gurcharan  Das  recalls,  he 
was  invited  to  lunch  by  John  Kenneth 
Galbraith,  the  new  U.  S.  Ambassador  to 
India.  At  Harvard,  the  eminent  econo- 
mist had  frequently  criticized  market 
economies,  so  Das  figured  Galbraith 
would  be  thrilled  to  be  living  in  a  coun- 
try that  shared  his  enthusiasm  for  state 
intervention.  Instead,  Galbraith  was 
glum.  The  onerous  controls  on  the  pri- 
vate sector,  he  conceded,  were  choking 
the  economy  and  were  inappropriate  for 
India's  low  level  of  development. 

Anecdotes  like  this  one  grace  nearly 
every  chapter  of  Das's  book,  India  Un- 
bound. And  they  help  make  it  one  of 
the  most  readable  and  insightful  books 
to  appear  on  India's  tortuous  economic 
path  in  its  54  years  since  shaking  off 
British  rule.  Das,  a  retired  Procter  & 
Gamble  executive  and  newspaper  colum- 
nist, seems  to  be  speaking  mostly  to 
Indians.  But  Westerners  would  also  do 
well  to  read  it — especially  those  who 
find  themselves  drawn  to  the  growing 
political  crusade  against  globalism.  Many 
are  still  convinced  that,  somewhere, 
there  is  a  viable  alternative  to  market 
capitalism  that  can  bring  both  prosperi- 
ty and  equity  to  the  world's  masses.  In- 
dia's story  should  be  sobering. 

The  failure  of  India's  brand  of  social- 
ism can't  be  blamed  on  brutal  dictators. 
It  was  fostered  by  benevolent  leaders 
such  as  Mohandas  K.  Gandhi  and  Jawa- 
harlal  Nehru,  and  nurtured  by  a  parlia- 
mentary political  system.  Nor  can  it  be 
said  that  India  stuck  rigidly  to  one  path. 
In  the  West,  such  fads  as  Fabian  so- 
cialism, the  admiration  for  Soviet  central 
planning,  the  small-is-beautiful  move- 
ment, and  Third  World  dependency  the- 
ory were  indulged  in  universities.  But  in 
India,  "tragically,  they  were  translated 
into  policies,  with  poverty-stricken  peo- 
ples as  guinea  pigs,"  Das  notes. 


The  results  were  sobering,  especially 
in  contrast  to  other  countries  in  Asia. 
By  the  early  1990s,  in  countries  such 
as  Thailand  and  Singapore  that  devel- 
oped export  industries  and  welcomed 
outside  capital,  millions  of  people  had 
vaulted  out  of  poverty.  Many  of  these 
countries  were  once  colonies  of  Euro- 
pean states,  just  like  India.  But  by  1991, 
India  was  more  isolated,  poor,  and  dys- 
functional than  ever.  In  their  obsession 
with  achieving  social  equality  and  self- 
sufficiency,  Indian  leaders  never 
grasped  that  companies  must 
make  profits  before  they  can  help 
to  create  wealth  and  erase 
poverty. 

India's  business  leaders  share 
the  blame  for  the  debacle.  Many 
of  them  acquiesced  to  massive 
regulation  in  return  for  an  easy 
life  making  shoddy  goods  that 
were  protected  from  competition. 
Not  until  its  sweeping  market  n 
forms  of  the  1990s,  mandated  as 
part  of  an  International  Monetary  Fund 
bailout,  did  India  begin  its  economic  re- 
vival as  a  dynamic  hub  of  software,  In- 
ternet, pharmaceutical,  and  media 
concerns. 

India  Unbound  excels  when  Das  de- 
scribes his  and  other  industrialists'  mad- 
dening experiences  under  the  so-called 
License  Raj,  when  any  product  launch 
or  expansion  needed  state  approval. 
Tata  Group,  India's  premier  conglomer- 
ate, made  119  business  proposals  from 
1960  to  1989.  All  were  rejected.  The 
state  telecom  monopoly  was  slow  to  in- 
stall phone  lines  because  it  didn't  think 
phones  were  "appropriate  technology" 
for  villagers.  Even  after  India  imple- 
mented reforms,  the  government  has 
remained  lethargic.  When  an  Indian  ex- 
ecutive for  a  U.S.  chemical  company 
explored  building  a  plant  in  China  re- 
cently, a  senior  official  met  him  at 
Shanghai's  airport.  Staff  from  several 
agencies  visited  his  hotel  on  a  Sunday, 


pledging  to  provide  land  and  a  VA 
power  line  in  30  days.  In  India,  it  t 
the  exec  nine  months  and  many  br 
to  get  land.  It  took  Das  two  years, 
38  visits  and  hundreds  of  phone  i 
to  New  Delhi  officials,  just  to  ge 
approval  to  remodel  his  house. 

Das  is  exuberant  about  what  is  ] 
pening  today.  India,  he  writes,  is 
the  brink  of  the  biggest  transforma  I 
in  its  history."  Nationalism,  inflex  | 
labor  laws,  terrible  infrastructure, 
poor  education  remain  hindrances, 
the  Information  Age  is  igniting  anH 
dian  renaissance.   He  chronicles  ,| 
many  software  and  Net  tycoons 
have  put  India  back  on  the  global  iH 
What's  more,  he  believes,  the  proce 
becoming  irreversible:  As  every  vil  | 
gets  connected  to  the  outside  via  c; 
satellites,  and  the  Net,  bureaucrats 
fast  losing  the  control  over  informs 
that  is  essential  to  their  power. 

have  realized  that  our  g  | 
strength  is  our  people,"  he  ; 
"Our  great  weakness  is  our 
ernment.  Our  great  hope  is 
Internet." 

Unfortunately,  Das  takes 
argument  too  far.  He  ass 
that,  having  blown  the  indu    o 
al  revolution,  India  can 
right  into  the  information  i 
lution."    Services    will    cr 
many  more  jobs  than  manufa< 
ing  anyway.  The  fact  that  Das  now 
suits  for  a  venture-capital  fund 
stakes  in  an  array  of  dot-coms  p; 
explains  his  enthusiasm  for  the 
But   the   broadbased   tech   meltc 
makes  this  view  look  outdated,  an 
the    end    of   the    book    you    wo 
whether  India  is  being  deluded  bj 
another  fad.  With  its  wealth  of 
neering  talent,  cheap  labor,  and  oi 
the  world's  biggest  domestic  mar 
why  can't  India  be  world-class  in 
ufacturing  as  well  as  information 
vices?    Why    cede    such    a    pow 
growth  engine  to  China? 

To  be  fair,  one  assumes  Das  \ 
have  toned  down  the  hyperbole 
he  writing  now,  amid  the  tech  c 
While  the  book  is  hopeful,  he  also  n 
it  clear  throughout  that  India,  Inti 
or  no,  still  has  lots  of  work  to  do 
its  renaissance  is  secure. 

BYPETEENGP 
Engardio  writes  on  the  global  e< 
my  from  New  York. 


FREED  OF  SOCIALIST  DOGMA,  IT  CAN  "LEAP  RIGH 


INTO  THE  INFORMATION  REVOLUTION" 
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^Even  as  he  relaxed  in  the  cool,  clear  water, 

Jeffrey's  thoughts  never  drifted  to 
the  Continuous  Inflow  SBR  ICEAS  System. 


Every  day  you're  using  products  for  satellites  or  a  system  that 

from  ITT  Industries  without  noticing  keeps  lakes,  streams  and  rivers 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

tech&yo  u@businessweek.com 

APPLE'S  OS  X: 
DON'T  BITE  YET 


The  new 
operating 
system  is 
a  terrific 
achievement, 
but  it's  a  work 
in  progress 


What  does  Apple  Computer  know  that 
you  don't?  OS  x  (meaning  10)  is  the 
most  extensive  revision  of  Apple's  core 
software  since  the  Mac  made  its  debut  in  1984. 
Although  it  went  on  sale  on  Mar.  25,  Apple  won't 
ship  new  Macs  with  os  x  loaded  until  sometime 
this  summer.  It  turns  out  there's  a  good  reason 
for  this,  and  I  strongly  urge  most  Mac  owners  to 
hold  off. 

That  said,  OS  X  is  a  great  technical  achieve- 
ment. Apple  has  succeeded  in  putting  a  face 
that's  as  friendly  and  easy-to-use  as  we've  come 
to  expect  from  a  Mac  on  a  rock-solid 
operating  system.  The  result  is  a 
handsome  product  that  resists  crash- 
ing and  easily  performs  many  tasks 
simultaneously.  OS  X  includes  a  num- 
ber of  Windows-like  features,  includ- 
ing a  "dock"  at  the  screen's  bottom 
that  shows  icons  of  running  programs 
and  a  toolbar  on  every  window.  Vet- 
eran Mac  users  will  find  some  of  the 
changes  disconcerting  at  first,  but  I 
think  they'll  come  to  like  them. 

So  with  all  this  promise,  why  not 
rush  out  and  plunk  down  your  $129 
for  a  copy  of  OS  X?  Mainly  because 
Apple  sent  it  to  market  before  it  was 
ready.  For  example,  nearly  all  Macs 
now  on  the  market  ship  with  either  a 
DVD  drive  or  a  recordable-CD  drive. 
But  with  OS  X  you  can  neither  read 
DVDs  nor  write  CDs  because  the  "dri- 
vers," the  critical  bits  of  software  that 
link  hardware  to  the  operating  sys- 
tem, aren't  finished.  If  you  have  one 
of  the  40  or  so  printers  currently  sup- 
ported by  os  X,  installation  is  essen- 
tially automatic,  but  if  you  have  any 
of  dozens  of  mostly  older  models,  you 
are  out  of  luck  for  now.  Third-party 
mice  work,  but  their  scroll  wheels  and  extra 
buttons  don't,  os  x  is  set  up  to  install  upgrades 
automatically  over  the  Internet;  early  os  X  cus- 
tomers will  need  that  feature  badly. 
SPLIT  PERSONALITY.  The  availability  of  software 
is  an  even  bigger  problem.  Programs  have  to 
be  completely  rewritten  to  take  full  advantage  of 
os  x,  and  key  applications  won't  be  updated  for 
months,  os  x  can  run  most  older  programs,  but 
when  it  does,  the  whole  look  and  feel  confus- 
ingly switches  back  to  os  i),  with  different  meth- 
ods for  accessing  files,  printers,  and  network  re- 
sources. Also,  some  features,  such  as  playing  a 
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DVD  movie  or  communicating  with  other  M  no 
over  an  older  AppleTalk  network,  require  yot  ~ 
reboot  with  the  older  operating  system — sin 
enough  to  do,  but  time-consuming. 

It  is  hard  to  evaluate  a  new  operating  sys 
without  being  able  to  run  a  range  of  app] 
tions.  This  is  particularly  true  of  os  x.  One  o: 
most  attractive  features,  at  least  on  paper, 
new  approach  to  graphics  display  called  Qu 
that  is  based  on  Adobe's  Acrobat  technolog; 
should  display  better-quality  text  and  grap 
faster  and  should  boost  the  Mac's  already 
standing  as  a  tool  for  content  creation.  But  \ 
out  applications,  it  is  meaningless.  The  " 
view"  version  of  Microsoft  Internet  Explore 
that  comes  with  os  x  refuses  to  display  Acn 
files.  Microsoft  hopes  to  have  a  better  versio 
IE  available  for  download  soon.  Apple's  bui 
mail  program  did  no  better,  turning  an  Acr< 
attachment  into  gibberish. 

The  main  appeal  of  OS  x  should  be  to  pr 
sional  Mac  users,  who  are  heavily  concentrati 
the  graphics  arts  and  creative  media  indust 
But  its  advantages  of  power  and  stability  d 
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shows  which  applicatic 
are  running. 


pear  when  run  in  classic  mode.  Microsoft  pla 
release  Office  for  os  X  this  fall.  Adobe  ha: 
said  when  it  will  ship  os  X  versions  of  Photo 
the  Premiere  video  editing  program,  the  I 
Maker  and  InDesign  page  layout  applical 
or  other  key  professional  tools. 

os  x,  with  few  apps  and  limited  hard 
support,  is  a  bit  like  a  Ferrari  with  a  pint  ol 
lovely  to  look  at,  but  you  can't  really  tlri 
anywhere,  [f  you  arc  a  Mac  tinkcrcr  with 

burning  a  hole  in  your  pocket,  give  it  a  try 

rest  of  us  should  wait  until  Apple  and  ind 
<lcnt  software  vendors  finish  the  project. 
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Sconomic  Viewpoint 


'  ROBERT  KUTTNER 


ENSIONS:  HOW  MUCH  RISK 
HOULD  WORKERS  HAVE  TO  REAR? 


JEEFALL 

le  stock 
jarket's 
amp  shows 
at  forcing 
tiployees  to 
lance  and 
m  their 
\m 

Itirement 
ans  may 
»t  be  such 
lot  idea 


1  Kuttner  is  co-editor  of 
\mehcan  Prospect  and 
r  of  Everything  for  Sale. 


We  are  now  living  through  the  first  serious 
stock-market  downturn  since  the  shift 
from  traditional  "defined  benefit"  em- 
ployee pensions  to  401(k)s  that  leave  employees 
and  retirees  with  more  choice,  and,  of  course, 
more  risk.  The  grim  joke  is  that  after  people 
get  their  latest  portfolio  statements,  they  now 
have  "201  (k)s." 

Employees  near  retirement  age,  who  watched 
their  holdings  soar  during  the  roaring  '90s,  now 
face  a  rude  awakening.  Many  people  in  their  60s 
are  having  to  postpone  retirement.  And  recent 
retirees  are  often  finding  they  have  far  less  to 
live  on  than  they  expected. 

All  this  should  occasion  a  serious  national  de- 
bate about  employee  benefit  and  retirement  pol- 
icy. This  debate  has  not  been  clearly  engaged, 
but  we  face  a  three-way  choice:  Given  that  stock 
prices  fall  as  well  as  rise,  do  we  shelter  employ- 
ees and  retirees:  (a)  by  moving  back  in  the  di- 
rection of  defined-benefit  plans,  where  the  cor- 
poration does  the  financial  planning  on  behalf  of 
employees  and  bears  the  risk?  Or  (b),  do  we 
rely  more  heavily  on  social  insurance,  where  risk 
and  cost  are  spread  to  the  entire  society?  Or 
(c),  do  we  train  the  next  generation,  starting 
with  25-year-olds  entering  the  labor  market,  that 
life  is  about  risk  and  expect  them  to  master 
their  own  financial  planning?  In  the  years  after 
World  War  II,  large  employers  functioned  as  a 
kind  of  private  welfare  state,  offering  generous 
pension  and  health  plans.  Large  corporations, 
often  under  pressure  from  unions,  did  all  this  to 
foster  loyal  workers.  They  could  afford  to  do  so 
in  that  era,  thanks  to  a  set  of  economic  conditions 
that  have  now  evaporated. 

FREE-FOR-ALL.  First,  the  workforce  was  younger, 
so  health  and  pension  costs  were  lower.  Second, 
most  large  companies  were  substantially  insu- 
lated from  fierce  price  competition.  Major  indus- 
tries were  either  regulated  (airlines,  utilities, 
banks,  telecommunications,  broadcasting,  ener- 
gy production,  hospitals)  or  were  domestic  oli- 
gopolies sheltered  from  foreign  trade  (autos, 
steel,  rubber).  Either  way,  their  profit  margins 
and  long-term  viability  were  secure. 

In  two  decades,  such  preconditions  have  col- 
lapsed into  a  free-market  free-for-all.  Changing 
employee  and  retiree  demographics  have  only 
added  to  cost  pressures.  To  contain  expenses, 
companies  have  displaced  risks  and  costs  onto 
employees.  This  shift  is  consistent  with  the  pre- 
vailing ideology,  namely,  that  workers  should  be 
freer  economic  agents.  But  often  the  rhetoric  of 
choice  is  just  a  handy  rationale  to  pass  the  risk. 


Two  decades  ago,  over  40%  of  private-sec- 
tor employees  were  covered  by  a  company-fi- 
nanced pension  plan,  according  to  the  Labor 
Dept.  Today,  only  about  20%  are.  Meanwhile, 
the  percentage  of  workers  with  401(k)s  has 
grown  from  almost  nothing  to  33%.  But  the 
median  401(k)  account  had  only  $16,000  in  1998, 
according  to  the  Federal  Reserve's  latest  Sur- 
vey of  Consumer  Finances. 

No  large  New  Economy  corporation  founded 
in  the  1990s  offers  a  traditional  pension  plan, 
where  workers  are  guaranteed  a  defined  pen- 
sion based  on  a  formula  reflecting  salary  history, 
years  of  service,  and  inflation  adjustments. 
BAD  TIMING.  Corporations  are  also  capping  other 
employee  benefit  costs  by  shifting  to  so-called 
cafeteria  approaches,  where  an  employee  gets  a 
fixed  sum  as  a  fringe  benefit  and  can  choose 
among  health,  child  care,  disability,  and  other 
possible  benefits.  This  punishes  employees  with 
special  needs  or  those  whose  lower  incomes  make 
it  hard  to  supplement  capped  company  benefits. 

Health  plans  may  also  be  going  the  way  of 
pensions.  In  the  late  1980s  and  early  '90s,  em- 
ployers faced  annual  hikes  in  health  insurance 
premiums  of  15%  to  20%,  about  double  the  rate 
of  inflation.  Thanks  to  managed  care  and  a  pass- 
ing of  costs  to  employees  through  higher  co- 
pays  and  reduced  covered  benefits,  these  annual 
increases  subsided  in  the  mid-1990s  to  less  than 
the  rate  of  inflation.  But  all  the  easy  savings 
have  been  made,  and  costs  are  once  again  esca- 
lating by  double  digits. 

Some  employers  are  now  considering  "defined 
contribution"  health  benefits,  in  which  an  em- 
ployee gets  a  fixed  sum  as  premium  support  and 
buys  his  or  her  own  insurance.  The  Bush  Ad- 
ministration has  a  similar  cost-capping  strategy  in 
mind  for  Medicare. 

Shifting  risk  to  individuals,  though,  is  more 
problematic  than  it  seems.  Life  takes  unpre- 
dictable turns,  and  people  sometimes  make  un- 
informed choices.  Moreover,  high-risk  employ- 
ees, cut  loose  from  the  collective  security  of  a 
corporationwide  health  plan,  often  find  that  in- 
surers will  not  offer  coverage  at  affordable  prices. 
And  given  the  vagaries  of  financial  markets,  new 
retirees  may  be  innocent  victims  of  nothing  more 
improvident  than  unlucky  timing. 

So  which  way  should  we  as  a  society  go?  Back 
to  more  paternalistic  corporations,  with  expand- 
ed social  insurance,  or  rugged  individualism  in 
the  face  of  unknowable  risks?  This  may  be  one  of 
the  most  important  issues  facing  America  in  the 
years  ahead. 


BusinessWeek  /  April  16,  2001  23 


Economic  Trends 


BY  GENE  KORETZ 

AUTOS  COULD  REV 
THE  ECONOMY 

Detroit's  inventory  woes  seem  over 

The  abiding  fear  of  those  who  be- 
lieve the  U.S.  is  now  flirting  with 
recession  is  that  the  economy  has  been 
caught  in  a  vicious  circle  in  which  plung- 
ing stock  prices,  declining  consumer  and 
business  confidence,  weakening  demand, 
sagging  profits,  and  rising  layoffs  all 
reinforce    one    another.    Fortunately, 

FINALLY,  A  LITTLE  HELP 
FROM  THE  GUYS  IN  DETROIT 


-1.0 
-1.5  ■ 


A  PERCENTAGE  POINTS,  ANNUAL  RATES 
•BASED  ON  SCHEDULED  PRODUCTION 
Data:  Commerce  Dept.,  J. P.  Morgan  &  Co.  estimates 

there's  at  least  one  circuit  breaker  in 
this  negative-feedback  loop:  the  inven- 
tory cycle.  And  in  the  case  of  the  bell- 
wether U.S.  auto  industry,  that  circuit 
breaker  is  about  to  kick  in. 

"After  subtracting  significantly  from 
economic  growth  in  the  past  three  quar- 
ters," says  economist  James  Glassman  of 
J.  P.  Morgan  &  Co.,  "vehicle  producers 
are  set  to  provide  some  healthy  stimulus." 

That's  because  the  recent  downward 
phase  in  the  industry's  inventory  cycle 
has  come  to  an  end.  As  Glassman  notes, 
in  a  typical  cycle,  stock  levels  can  quick- 
ly turn  excessive  when  sales  slow, 
prompting  sharp  cutbacks  in  output  (be- 
low current  sales  levels)  to  bring  them 
in  line  with  lower  demand.  Once  that 
has  been  accomplished,  however,  pro- 
ducers have  to  boost  output  and  payrolls 
simply  to  meet  current  demand. 

That,  in  a  nutshell,  is  exactly  what's 
about  to  happen.  Since  the  end  of  last 
summer,  auto  makers  have  been  slash- 
ing vehicle  output  to  slow  the  pace  of 
inventory  accumulation — accounting  for 
a  significant  part  of  the  slowdown  in 
overall  economic  growth.  In  February 
alone,  inventory  levels  were  slashed  to 
67  days'  supply  from  90  days  in  January, 
and  at  the  end  of  March,  auto  makers 
were  planning  to  boost  quarterly  output 
by  some  50%  at  an  annual  rate. 


The  upshot,  says  Glassman,  is  that 
vehicle  production  should  add  1.5  per- 
centage points  to  the  economy's  growth 
rate  in  the  second  quarter  after  sub- 
tracting a  percentage  point  in  the  first — 
a  swing  of  2.5  percentage  points.  And 
that  spells  good  news  for  a  broad  range 
of  supplier  industries. 

These  include  not  only  suppliers  of 
traditional  materials  such  as  steel,  rub- 
ber, and  plastics,  but  also  makers  of 
semiconductors  and  other  electronic 
components.  Government  data  indicate, 
for  example,  that  directly  and  indirectly, 
U.S.  vehicle  makers  consumed  nearly 
8%  of  semiconductors  sold  in  1997 — a 
share  that  is  undoubtedly  higher  today. 

A  key  question,  of  course,  is  whether 
vehicle  demand  will  slacken  in  the  sec- 
ond quarter.  If  it  does,  then  the  boost  to 
GDP  will  quickly  fade  as  auto  makers 
start  paring  excessive  inventories  again. 

Thus  far,  however,  the  omens  are  pos- 
itive. Helped  by  incentives,  auto  sales 
held  up  surprisingly  well  through  the 
first  quarter.  According  to  Ward's  Au- 
tomotive Reports,  Detroit  is  currently 
projecting  its  third-highest  second-quar- 
ter output  in  history. 


IS  A  RECESSION 
NOW  INEVITABLE? 

One  forecaster  sees  little  hope 

In  February,  1990,  the  group  of  fore- 
casters who  later  founded  the  Eco- 
nomic Cycle  Research  Institute  (ecri) 
warned  that  the  U.  S.  was  headed  for  a 
recession.  Five  months  later,  the  1990-91 
downturn  began.  Now,  the  same  fore- 
casting group,  ensconced  at  ecri,  has 
issued  a  similar  warning,  declaring  that 
"a  recession  this  year  no  longer  appears 
to  be  avoidable." 

Why  the  call?  According  to  ecri 
economist  Anirvan  Banerji,  all  of  the 
institute's  lead-  ^ ■■■■■■m 
ing  indicators  are  HIRING  WOES 

pointing  to  a  re-  AHEAD? 

cession,  with  the  _ 
exception  of  the 
services-sector  in- 
dicator. However, 
ecri's  leading  em- 
ployment index 
has  now  hit  a  19-  mauimi.  inhix 

year  low  (chart),         of  employment 

suggesting     that     _6 

joblessness     will 

soon  rise  sharply.     -9  mum mimm. 

"Once  falling  em-      A  percent,  annual  growth 


ployment  further 
undermines  confi- 
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Research  Inblilute 


dence,    says  Banerji,  "we  expect  t  | 
services  sector  to  slow  sharply." 

Meanwhile,  ecri's  coincident  indi 
which  measures  current  economic 
tivity,  fell  to  just  0.5%  growth  in  F<  fj 
ruary — a  level  it  has  never  touched 
the  past  without  an  ensuing  recessio 


KEEPING  THE  U.S. 
HIGH-TECH  EDGE 


u 


n 


A  key  is  improved  school  quality 
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Economists  have  long  argued  t 
human  capital  helps  determine  a 
tion's  long-term  economic  growth, 
proof,  they  point  to  multination  stuc 
indicating  that  primary  or  second 
school  enrollment  rates  help  explain 
differences  in  national  growth  rates 

Enrollment  rates,  however,  are  not 
best  measure  of  human  capital,  sine 
high  school  or  primary  education  me 
different  things  in  different  countries, 
deed,  in  a  study  in  the  American  E 
nomic  Review,  Eric  A.  Hanushek  of  Si 
ford  University  and  Dennis  D.  Kimk 
the  Institute  for  Defense  Analyses 
that  educational  quality  has  a  signifii 
ly  greater  impact  on  economic  gro 
than  quantitative  measures  such  as 
rollment  rates — a  finding  that  implies 
U.S.  could  eventually  have  probl 
keeping  its  economic  edge. 

The  two  economists  compared 
scores  from  international  math  and 
ence  achievement  tests  given  to 
dents  in  39  nations  between  1963 
1995   with   those    nations'    per-ca; 
growth  rates  over  the  same  period.  1 
report  that  these  test  scores  are 
more  closely  correlated  with  gro 
rates  than  are  differences  in  enrolln 
levels.  That's  because  such  scores,  t 
claim,  are  a  direct  measure  of  the 
of  cognitive  skills  that  foster  produc; 
ity  and  technological  progress. 

Since  U.  S.  students  consiste 
earned  below-average  science  and  n 
scores  in  the  international  tests  use 
the  study,  an  interesting  question  is 
America  has  managed  to  achieve 
technological  lead.  The  apparent  ans 
says  Hanushek,  is  that  it  has  mad< 
in  quantity — greater  high  school 
college  enrollment  rates — what  it  1 
in  educational  quality.  However 
points  out  that  other  nations  with  I 
er  cognitive  achievement  scores  are 
rapidly  catching  up  with  the  U.  £ 
terms  of  college  enrollment. 

"Unless  it  improves  the  quality 

education,"  he  warns,  "America   I 
danger  of  losing  its  technological  ec 


rs 
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JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


HE  OLD  ECONOMY  MIGHT 

HOW  THE  NEW  ONE  A  THING  OR  TWO 

Id-line  stalwarts,  such  as  housing  and  autos,  are  offsetting  tech's  slide 


US.  ECONOMY 


•WER  PURCHASERS  SEE 
XCESSIVE  INVENTORIES 


PERCENT  REPORTING- 

INVENTORIES  ARE 
TOO  HIGH 


Don't  look  now,  but  the  worst 
may  be  over  for  U.S.  manu- 
turers.  And  if  so.  you  can  thank  the  Old  Economy. 
Make  no  mistake — as  of  March,  manufacturing  was 
II  drowning  in  its  own  recession,  even  as  the  overall 
inomy  managed  to  stay  afloat.  Factories  started 
shing  output  and  payrolls  late  last  summer  and  ear- 
fall,  as  orders  for  everything  from  cars  to  computers 
ran  to  sag.  And  they  continue  to  suffer  dispropor- 
nately.  For  example,  weighing  in  at  only  16%  of 
>ss  domestic  product,  manufacturing  accounted  for 
%  of  the  drop  in  fourth-quarter  corporate  profits. 

The  nation's  factory  sector 
has  been  the  bellwether  of 
this  economic  slowdown.  It 
gave  out  the  first  and  clear- 
est signs  that  something  was 
amiss,  and  recession  worries 
will  not  go  away  until  manu- 
facturing takes  a  turn  for  the 
better.  That  turn  may  be  be- 
ginning, according  to  the 
March  report  from  the  nation's 
purchasing  managers.  A  key 
son:  Helped  by  stalwart  consumer  demand  in  the 
it  quarter,  old-line  manufacturers  are  making 
igress  in  realigning  their  inventories,  especially  auto 
kers  (charts). 

V.t  the  same  time,  the  upstart  tech  sector  is  a  big 
ig.  That's  a  key  10%  of  manufacturing  where  or- 
s  and  shipments  are  declining,  and  where  production, 
ile  still  growing,  has  slowed  sharply.  The  weakness 
•e  seems  likely  to  extend  into  the  summer,  even  as 
rest  of  the  factory  sector  gets  its  act  together. 
it's  because  producers  of  high-tech  gear  got  a  later 
eij  rt  on  wrestling  their  inventory  excesses  into  shape. 
s,  the  tech  sector  depends  more  on  business  de- 
nd  than  consumer  spending,  and  right  now  busi- 
ses  are  cutting  their  tech  outlays  deeply. 


JAN  '00  MAR  ' 

PERCENT 

Data:  National  Association  of 
Purchasing  Management 


IAT  S  SHAPING  UP  for  manufacturing — and  the 
nomy — may  well  be  a  tug-of-war  between  the  con- 
ner-driven,  interest-rate-sensitive  Old  Economy  and 
investment-led,  less-rate-sensitive  New  Economy.  So 
lower  interest  rates  are  buoying  homebuilding,  car 
js,  and  demand  for  other  consumer  goods.  They  are 
)  cutting  the  cost  of  capital  for  Old  Economy  busi- 
"  ses.  That,  plus  continued  strength  in  consumer  de- 


CONSUMER  SPENDING 
IS  HOLDING  ITS  OWN 


IV      '01  I* 
▲  QUARTERLY  PERCENT  CHANGE, 
ANNUAL  RATES 

•ASSUMES  NO  CHANGE  IN  MARCH 
Data:  Commerce  Dept   BusinessWeek 


mand,  will  make  investment  in  machinery  and  equip- 
ment, including  high-tech  gear,  more  attractive. 

However,  the  high-tech  New 
Economy  is  beset  not  only  by 
weaker  business  demand  but 
also  by  an  ongoing  explosion 
of  production  capacity  that  is 
far  in  excess  of  current  de- 
mand— or  even  near-term  fu- 
ture demand.  That's  a  harder 
problem  for  the  Federal  Re- 
serve to  deal  with,  because 
even  a  sharply  lower  cost  of 
capital  will  not  help:  There  is 
no  payback  for  new  facilities  when  tech  companies  are  al- 
ready swamped  with  capacity.  The  necessary  adjust- 
ment in  coming  months  is  substantial,  but  keep  in  mind 
that  tech  is  only  10%  of  manufacturing  capacity. 

Moreover,  tech  companies  may  only  now  be  experi- 
encing the  worst  of  their  inventory  adjustment.  From 
September  through  February,  stockpiles  among  tech 
manufacturers  rose  8.3%,  even  as  their  shipments  fell 
7.5%.  As  a  result,  the  inventory-sales  ratio  for  high-tech 
goods  jumped  from  a  record  low  of  1.03  in  September 
to  1.21  in  February.  Tech's  failure  to  address  the  over- 
hang more  quickly  has  dragged  the  economy's  inventory 
correction  into  the  second  quarter,  probably  at  a  sub- 
stantial cost  to  economic  growth,  as  was  the  case  in  the 
first  quarter. 

IN  CONTRAST,  the  auto  industry  already  has  its  in- 
ventory excesses  under  control.  By  the  end  of  March, 
cars  on  dealers'  lots  were  back  down  to  more  normal 
levels,  thanks  to  a  combination  of  production  cuts  and 
strong  demand.  Car  sales  in  March  posted  a  solid  an- 
nual rate  of  17.1  million,  after  a  17.4  million  pace  in 
February  and  17.1  million  in  January.  First-quarter 
sales  were  up  from  their  fourth-quarter  level. 

After  dropping  more  than  20%  from  September 
through  January,  output  of  motor  vehicles  and  parts 
stabilized  in  February.  And  based  on  data  from  Ward's 
Automotive  Reports,  auto  production  rose  in  March, 
and  second-quarter  production  plans  suggest  that  auto 
output  could  contribute  as  much  as  1.5  percentage 
points  to  the  quarter's  growth  in  real  gdp  (page  24). 
Auto  output  subtracted  nearly  a  percentage  point  from 
GDP  growth  in  both  the  fourth  and  first  quarters. 

Steadier  footing  in  Detroit  is  partly  responsible  for 
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the  mildly  encouraging  news  from  the  nation's  pur- 
chasing managers.  The  trade  group's  index  of  industri- 
al activity — a  composite  of  orders,  production,  employ- 
ment, inventories,  and  speed  of  deliveries — rose  for 
the  second  month  in  a  row  in  March,  to  43.1%,  from 
41.9%  in  Febniary  and  41.2%  in  January,  which  was  the 
lowest  level  since  the  1990-91  recession. 

The  purchasers'  report  also  showed  some  progress  on 
inventories.  In  March,  only  19%  of  the  purchasing  ex- 
ecutives surveyed  described  stockpiles  as  "too  high," 
down  for  the  second  consecutive  month  from  a  peak  of 
26%  in  January.  There's  still  some  work  to  do,  though. 
A  year  ago,  only  10%  of  the  purchasers  reported  that 
inventories  were  excessive. 

CONSUMERS  ARE  A  KEY  REASON  why  there  is 

hope  for  manufacturers.  Not  only  is  their  spending 
helping  to  stabilize  old-line  manufacturing,  but  as  those 
businesses  see  demand  growing,  they  will  be  more  in- 
clined to  increase  their  investment  in  high-tech  gear. 
Consumer  spending,  adjusted  for  inflation,  rose  0.1%  in 
February,  following  a  0.6%  advance  in  January.  Even  if 
March  outlays  did  not  grow  at  all,  real  consumer  spend- 
ing for  the  quarter  probably  rose  at  an  annual  rate  of 
3.1%.  Taken  alone,  that's  enough  to  add  two  percentage 
points  to  first-quarter  GDP  growth. 

The  low-tech  construction  industry  is  also  set  to  con- 
tribute handsomely  to  first-quarter  growth.  Real  outlays 


JAPAN 


CONSTRUCTION:  A  PLU: 
FOR  THE  FIRST  QUARTE 


for  private  building  projects  increased  1.8%  in  Janua 
and  0.9%  in  February,  after  a  declining  trend  stretchi 
back  to  April,  2000  (chart).  Not  surprisingly,  given  i 
yielding  strength  in  home  demand  and  starts  so  far  t 
year,  residential  construction  is  leading  the  gain. 

Strength  from  the  econo- 
my's veterans  will  help  to 
lessen  the  drain  coming  from 
the  new  kid  on  the  block. 
When  the  Commerce  Dept.  re- 
ports first-quarter  GDP  on  Apr. 
27,  expect  to  see  a  big  drag 
on  growth  from  investment  in 
high-tech  equipment,  especial- 
ly outlays  by  information-tech- 
nology and  Internet  compa- 
nies. IT  industries'  January 
shipments  fell  2.8%  from  December,  and  they  plung 
an  additional  3.1%  in  February.  Even  if  March  sh 
ments  hold  steady,  the  total  for  the  first  quarter  will 
at  a  record  annual  rate  of  19%. 

But  even  against  that  enormous  drop,  first-quan 
GDP  growth  still  appears  to  have  kept  its  head  abc 
water — if  only  barely.  The  point  here  is  that,  in  the  fi 
quarter,  Old  Economy  strength  is  offsetting  much  of  1 
New  Economy  weakness.  In  the  end,  consumers  v 
determine  which  force  prevails,  and  the  answer  may  i 
be  known  until  well  into  the  summer. 


▲  BILLIONS  OF  1996  DOLLARS 
Data.  Commerce  Dept 


CAN  TOKYO  SOOTHE  THE  BUSINESS  SECTOR? 


The  closely  watched  Tankan 
survey  of  Japan's  business 
sector  has  raised  doubts  about  the 
health  of  the  recovery.  But  how — 
or  if — Tokyo  will  respond  remains 
an  open  question. 

The  first-quarter  in- 
dex of  confidence  for 
large  manufacturers 
fell  to  -5  from  10  at 
the  end  of  2000,  the 
first  drop  in  two  years 
(chart).  The  Tankan 
survey  reported  simi- 
lar declines  for  small 
businesses  and  large 
nonmanufacturers. 

A  big  worry  is  the 
outlook  for  exports.  Manufactur- 
pect  foreign  demand  to  be 
ally  fiat  this  fiscal  year,  which 
n  on  Apr.  1.  Exports  rose 
4.3%  in  the  year  before,  but  de- 
mand weakened  considerably  at 


A  SETBACK 
FOR  JAPAN'S  RECOVERY 


BUSINESS 
0-   CONDITIONS 
FOR  LARGE 
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▲  PERCENT  REPORTING  IMPROVEMENT 
Data  Standard  &  Poors  DRI 


the  start  of  2001  when  export  vol- 
ume fell  in  January  and  February. 

Companies  would  like  to  see  a 
weaker  yen,  since  a  cheaper  cur- 
rency would  make  Japanese 
goods  more  competitive  globally. 
But  the  yen  is  al- 
ready hovering  at  a 
21^-year  low  against 
the  U.S.  dollar,  and 
U.S.  officials  have 
implied  that  Washing- 
ton would  not  support 
a  weaker-yen  policy. 
The  disappointing 
Tankan  survey  came  a 
few  days  after  some 
improving  signs  from 
Japan's  consumer  sector.  The  job- 
less rate  fell  from  a  record  high  of 
4.9%  in  January  to  4.7%  in  Febru- 
ary. Employment  rose  by  280,000. 
And  household  spending  among 
salaried  workers  rose  by  a  larger- 


than-expected  3.1%  in  February 
over  January,  the  third  increase 
a  row.  To  be  sure,  the  jobless  rat 
could  begin  to  rise  again.  But  in-| 
creased  consumer  buying  might 
have  enabled  Japanese  real  grose 
domestic  product  to  grow  at  an 
annual  rate  of  just  under  1%  in 
the  first  quarter. 

Right  now,  the  government  ha^ 
few  options  to  jump-start  growtl 
The  Bank  of  Japan  has  already 
cut  interest  rates  to  nearly  zero. 
Tokyo  could  institute  another 
round  of  public-work  projects,  bi 
that  would  only  increase  Japan's 
already  massive  budget  deficit. 
And  such  a  move  would  do  little 
to  solve  one  of  Japan's  biggest 
crises,  the  mountain  of  underperj{ 
forming  loans  being  carried  by 
banks.  Until  that  problem  is  ad- 
dressed, Japan  will  find  it  hard  t<| 
mount  a  lasting  recovery. 
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The  markets  have  consumed  many  a 
CFO  without  a  sound  financial  strategy. 

Ernst  &  Young  can  help  you  escape  the  fate  of  those 
ill-prepared  for  the  New  Economy.  We'll  work  with  you 
to  refine  your  financial  strategies,  establish  online 
trust,  help  prepare  for  a  merger,  acquisition  or  the 
successful  launch  of  an  IPO,  all  while  implementing 
innovative  tax  strategies.  Who  knows,  with  our 
help  building  lasting  financial  value,  maybe  you'll 
get  to  be  the  800,000  pound  gorilla  someday. 
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From  thought  to  finish. 
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WHAT  CHINA  RESENTS 
ABOUT  THE  U.S. 


►  Acts  as  self- 
appointed  world 
{joliceman 


►  Lectures  Beijing  on 
human  rights,  Falun 
Gong,  much  more 


*#ms  the  "break-       ►  Holds  up  its  own 
away  province"  of        protectionist  shield 


despite  WTO 


As    he    pumped    the    hands    of    visitiw 
BusinessWeek  editors  in  a  Beijing  con 
ence  room  on  Mar.  27,  Foreign  Trade 
Economic  Cooperation  Minister  Shi  Gu* 
sheng  was  ebullient.  Just  four  days  ear 
China's  chief  trade  negotiator,  Long  Yon 
had  concluded  a  "very  constructive"  m 
ing  in  Washington  with  new  U.  S.  Trade  Repres 
tative  Robert  B.  Zoellick,  Shi  said.  The  two 
had  dramatically  narrowed  their  differences  ( 
the  agricultural  and  insurance  issues  that  had  I 
holding  up  China's  long  quest  to  enter  the  Wi 
Trade  Organization.  If  all  went  smoothly,  ( 
pese  hopes  were  high  that  the  final  details  w< 
be  hammered  out  in  late  April  in  meet 
scheduled  with  the  U.S.  and  other  <i 
partners  in  Geneva.  President  <!e< 
W.  Bush  and  President  Jiang  Ze 
would     even     celebrate 
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Shanghai:  achievement  in  Beijing  in 

'ecade  ago  the  city  October,  during  an  Asian 

SZ€(X  Ifl  OL  &VGLD  j  -l  .. 

ialist  time  warp.       trade  summit. 
lay  its  shopping  But  as  has  happened  so 

tricts  bustle  often   in   the   dozen   years 

since  the  Tiananmen  Square 
ckdown,  every  time  Washington  and  Beijing 
;m  to  be  building  positive  momentum,  diplo- 
tic  disaster  strikes.  The  Apr.  1  emergency 
ding  of  a  U.  S.  EP-3E  spy  plane  on  Hainan 
and,  following  a  midair  collision  with  a 
iter  some  70  miles  off  China's  coast,  has 
ckly  snowballed  into  another  crisis.  The 
3.,  insisting  its  plane  was  operating  legally 
B  international  waters,  is  warning  of 
;ere  damage  to  bilateral  relations  unless 
ina  immediately  returns  the  crew 
i  plane.  Beijing  is  angrily  de- 
riding an  apology  and  an  end 


WHAT  THE  U.S.  RESENTS 
ABOUT  CHINA 


►  Suppresses 
dissent  and  religion 

►  Allows  massive  soft- 
ware counterfeiting 
and  copyright 
infringement 


►  Rattles  its  saber  at 
Taiwan  and  bullies  its 
neighbors 

►  Erects  protectionist 
barriers  against  U.S. 
products 
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to  U.  S.  surveillance  flights  off  its  coast, 
and  has  inflamed  Washington  by  holding 
24  servicemen  and  women  and  possibly 
boarding  the  plane  and  seizing  sensi- 
tive surveillance  equipment. 

The  spy  plane  crisis  may  be  resolved 
soon:  As  BusinessWeek  went  to  press, 
signs  were  mounting  that  the  U.  S.  was 
looking  for  a  face-saving  way  out  of 
the  confrontation.  But  resolution  or 
not,  the  nasty  slide  in  U.  S.-China  re- 
lations could  continue.  Even  though 
leaders  from  both  sides  have  every 
reason  to  keep  events  from  spinning 
out  of  control,  both  Bush  and  Jiang 
are  being  pushed  by  hard-liners  in 
their  own  governments  and  by  public 
opinion  to  stand  tough.  Chat  groups 
on  Chinese  Web  sites  are  filled  with 
vitriol  against  American  hegemonism. 

In  the  U.S.,  meanwhile,  the  China- 
bashers  are  back  in  force.  Already,  Con- 


The  Bush  Administration  is  caught  betwe  ;E 


gress  is  pushing  a  resolution  to  oppose 
China's  bid  to  host  the  2008  Olympics. 
And  a  Gallup  poll  shows  more  than  80% 
of  Americans  view  China  as  dangerous. 
Temperatures  are  likely  to  get  much 
hotter  in  the  coming  months.  Among 
the  potential  flash  points:  the  Bush  Ad- 
ministration's imminent  decision  on 
whether  to  sell  destroyers  equipped 
with  advanced  Aegis  radar  to  Taiwan, 
its  plans  to  sponsor  a  U.N.  resolution 
condemning  Beijing's  human  rights 
record,  and  what  promises  to  be  anoth- 
er hot  congressional  debate  in  June  over 
China's  trade  status.  Last  year,  the  U.  S. 
agreed  to  give  China  permanent  nor- 
mal trade  relations — and  halt  these  an- 
nual debates — but  only  when  China  en- 
ters the  wto.  That's  unlikely  to  take 
place  until  the  trade  body  meets  in  No- 
vember. "Who  knows  what  will  happen 
if  the  overall  climate  deteriorates?"  says 
Johns  Hopkins  University  Sinologist 
David  M.  Lampton,  an  expert  on  the 
ups  and  downs  of  U.  S.-China  relations 
since  the  days  of  ping-pong  diplomacy. 
"Obviously  this  is  bad  for  business." 

No  two  incidents — the  promising  wto 
talks  and  the  EP-3E  crisis — could  better 
sum    up   the    complex    foreign    policy 
quandary  that  the  U.  S.  faces  with  Asia's  rising  superpower.  Al- 
ready, it  is  a  balancing  act  that  the  Bush  Administration,  torn 
between  pressures  from  Big  Business  and  from  military  hawks, 
is  struggling  to  pull  off  (page  34). 

On  the  one  hand,  China  is  a  regime  that  still  resembles 
Washington's  cold  war  rivals:  a  secretive,  one-party  state  that 
is  unapologetic  about  repressing  human  rights,  is  quick  to  fan 
local  nationalism,  and  is  rapidly  building  a  military  to  expand  its 
influence  in  a  region  dominated  by  the  U.S.  Factions  in  the 
3  Liberation  Army  like  to  stoke  public  antagonism  be- 
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NATIONALISM:  The  headline  says  "acci- 
dent," but  chat  rooms  are  full  of  vitriol 


cause  "it  suits  their  agenda  of  mode  . 
izing  the  military,"  says  a  Western  di 
mat  in  Beijing. 

But  how  to  reconcile  this  China  v  m 
the  market-driven  nation  rapidly  1 
ing  shape?  The  transformation  si     , 
1989  has  been  breathtaking.   St; 
owned  industries,  which  then  accour    ., 
for  about  two-thirds  of  economic  ( 
put,  are  now  responsible  for  just  2  t ,. 
The    once-minuscule    private    sec 
which  the  government  only  endor 
three  years  ago,  now  accounts  for  < 
third  of  output  and  is  the  main  drive 
job  growth.  A  decade  ago,  Shanj 
was  a  drab,  isolated  city  stuck  in  a| 
cialist  time  warp.  Walk  the  streets  t| 
the  Nanjing  Road  shopping  thoroij 
fare  today,  and  you  will  see  Bi 
sedans,  Esprit  boutiques,  and  StarbJ 
coffee  shops.  You'll  also  hear  plentj 
frank  criticism  of  the  government: 
perity  has  loosened  the  strict  contj 
on  information  and  expression  that 
acterized    the    much    poorer    Ma| 
regime. 

Even  though  wto  entry  isn't  tl 
nically  a  done  deal,  it  already  has| 
come  a  catalyst  for  change.  After 
decades  of  steady  but  halting  refoj 
Beijing  is  now  racing  to  dismantle  the  last  vestiges 
command  economy.  "There  is  a  revolution  under  way," 
Brookings  Institution  China  economist  Nicholas  Lardy, 
jing's  leaders  "really  have  come  to  appreciate  the  benefit 
plugging  China  into  the  global  economy."  China  is  brealdnj 
state  monopolies  in  telecom  and  distribution.  Protect 
aimed  at  nurturing  national  champions  in  cars,  electronics, 
machinery  are  crumbling,  and  multinationals  are  gaining 
precedented  market  access.  "The  government  wants  to 
control  of  only  the  biggest  state  enterprises"  and  privatize 


GROUNDED: 

The  flap  may 
sour  U.S. -Chi- 
na relations 
for  some  time 


ij  Business  and  military  hawks 


,  says  Beijing  University  political  scientist  Wang  Yong. 
Jl  of  these  changes  will  accelerate  under  the  commitments 
la  has  made  to  the  WTO — which  in  many  cases  it  is  imple- 
ting  ahead  of  schedule.  Except  in  a  few  sectors,  most  non- 
T  barriers  to  imports  will  disappear.  Duties,  which  already 
I  dropped  from  an  average  of  44%,  in  1992,  to  around  15% 
,  will  plunge  below  10%  in  five  years.  North  America,  Eu- 
•,  and  Australia  will  be  able  to  export  millions  of  extra  tons 
'heat,  corn,  cotton,  and  soybeans. 

he  market  openings  Beijing  has  agreed  to  were  unimagin- 
a  decade  ago.  China's  imports  of  U.S.  high-tech  gear, 
:h  have  swelled  from  $970  million  in  1992  to  $4.6  billion  last 
',  could  really  explode:  Computers,  telecom  equipment,  and 
iconductors  will  come  in  duty-free.  With  WTO  in  force,  multi- 
)nals  in  China  no  longer  will  be  forced  to  give  technology  to 
2-controlled  partners.  Foreign  auto  makers  will  be  able  to 
their  cars  anywhere,  while  foreign  banks  also  will  be  able 
pen  100%-owned  branches  and  lend  directly  to  consumers. 


No  longer  will  foreigners  have  to  rely 
on  middlemen  to  distribute  and  retail 
their  products. 

Of  course,  WTO  membership  won't  be 
a  magic  wand  that  will  make  all  trade 
frictions  disappear.  The  next  few  years 
may  well  be  marked  by  anti-dumping 
suits,  counterfeiting  charges,  and  cries 
of  protectionism.  That's  partly  because 
the  deal  with  the  U.S.  gives  trading 
partners  wide  latitude  to  curb  growth 
in  certain  Chinese  imports  if  they  rise 
too  rapidly  and  to  file  antidumping 
charges.  But  more  important,  China's 
weak  legal  and  regulatory  system 
means  it  will  be  years  before  Beijing 
can  enforce  its  wto  commitments  and 
overcome  the  resistance  of  recalcitrant 
officials  and  companies  in  the  provinces. 
In  fact,  it  often  will  be  hard  to  tell 
when  China  is  deliberately  breaking  a 
rule  or  making  an  innocent  mistake. 
Deciding  "when  we  need  to  go  in  and 
beat  them  on  the  side  of  the  head"  will 
be  tricky,  says  a  diplomat  in  Beijing. 

Nevertheless,  it's  easy  to  see  why 
Western  business  wants  the  wto  deal 
wrapped  up  pronto,  and  why  Corpo- 
rate America  will  likely  press  Republi- 
cans to  show  restraint  in  this  spring's  trade  debate.  In  Beijing, 
meanwhile,  Trade  Minister  Shi  bluntly  warns  that  the  U.  S.  will 
have  much  to  regret  if  tensions  worsen.  "If  the  U.  S.  loses  the 
huge  market  of  China,  it  will  constitute  a  major  loss  to  the 
economy,"  he  says.  In  a  recent  meeting  with  foreign  visitors, 
Premier  Zhu  Rongji  recalled  that  the  U.S.  military  recently 
tried  to  stop  buying  Chinese-made  berets,  but  then  realized  few 
substitutes  were  available.  "Very  likely  the  clothing  they  wear, 
even  their  underwear,  is  made  in  China,"  he  joked.  "They  can- 
not expose  themselves  by  throwing  everything  away." 

The  U.S.  Army  can  clothe  itself,  of  course.  The  real 
point  is  that  China  is  fast  becoming  integral  to  the  global 
economy.  Its  share  of  world  trade  has  nearly  quadrupled,  to 
3.6%,  since  1978.  It  now  supplies  7.3%  of  the  goods  Ameri- 
ca imports,  and  nearly  14%  of  what  Japan  imports.  The 
shares  are  likely  to  grow.  The  Development  Research  Cen- 
ter of  China's  State  Council  estimates  that  in  a  decade,  an- 
nual world  trade  would  be  3.2%  higher  than  it  would  if 


TURNING  UP  THE  HEAT:  Bush  and  China 


2S 


NOVEMBER,  1999  Campaigning 
George  Bush  declares:  "We  must 
deal  with  China  without  ill  will — but 
without  illusions."  He  sees  China  as 
a  competitor,  not  a  strategic  partner. 

AUGUST,  2000  Bush  campaign  ad- 
visers recommend  an  explicit  guar- 
antee for  Taiwan's  security.  Bush 
not  adopt  the  position. 


NUARY,  2001  Defense  Secretary-designate 
nald  Rumsfeld  angers  Chinese  by  pledging 
proceed  with  theater  missile  defense  system. 


BRUARY,  2001  Bush  accuses  Chinese  of 
Iping  Iraqis  install  fiber  optics  for  radar  sys- 
n  designed  to  deter  air  strikes.  Chinese 
sdge  to  look  into  the  matter. 


FEBRUARY,  2001  Beijing  detains 
Gao  Zhan,  a  Chinese  academic  with 
U.S.  residency,  and  family  for  al- 
leged national  security  violations.  "^ 

MARCH,  2001  News  leaks  out  that 

a  People's  Liberation  Army  colonel 

has  defected  to  the  U.S.  around  the 

first  of  the  year  ^y^         wa> 

MARCH,  2001  GOP  right-wingers  vow  to  press 
for  sale  to  Taiwan  of  state-of-the-art  Aegis- 
equipped  destroyers. 

APRIL,  2001  Bush  is  slated  to  decide  whether 
or  not  to  allow  the  Aegis  sale  to  Taiwan. 

JUNE,  2001  Congress  likely  to  revive  the  nor- 
mal-trade-relations debate  about  China. 
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WHAT  WTO  ENTRY  WILL  DO 


OVERALL  China  will  lower  average  tariffs  from  15%  to 
9%  and  eliminate  almost  all  import  quotas  and  discrim- 
ination against  foreign  companies  by  2005. 

INFO  TECH  Imports  of  computers,  telecom  equip- 
ment, and  semiconductors  will  be  duty-free  by  2005. 
Foreign  companies  no  longer  will  be  forced  to  transfer 
technology  to  local  ventures. 

AGRICULTURE  China  will  import  millions  of  tons  of 
grain,  cotton,  and  soybean  oil  under  a  1%  tariff.  Be- 
yond that,  tariffs  on  farm  goods  will  fall  from  22%  to 
17.5%;  export  subsidies  will  be  eliminated. 

TELECOM  Foreign  companies  can  invest  directly  in 
phone  and  Internet  services,  whether  delivered  by  ca- 
ble, wireless  systems,  or  satellite. 

BANKING  Foreign  banks  will  be  able  to  operate  any- 
where in  the  country  by  2005  and  take  deposits  and 
make  loans  in  local  currencies  to  any  person  or 
company. 

DISTRIBUTION  Within  three  years,  most  geographic 
and  ownership  curbs  will  be  dropped  in  both  retail  and 
wholesale. 

SERVICES  Foreign  accounting,  legal,  engineering, 
management  consulting,  and  medical  service  outfits 
will  be  able  to  have  majority  ownership. 


V 


i 


POWERHOUSE: 

■  ■  C     nji'h  mar- 
ket foi 
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China  didn't  enter  the  WTO.  Some  Western  economists  think 
that  even  this  projection  is  a  big  understatement,  since  it 
does  not  take  into  account  the  leap  in  productivity  that 
greater  competition  and  inflows  of  foreign  equipment  and 
technology  will  provoke.  World  Bank  economist  Will  Martin 
calculates  China's  share  of  world  trade  will  double  by  2005  if 

it  enters  the  wto  this 

year. 

The  biggest  impact 

of  wto  entry  will  be 
felt  in  industries  like  garments,  toys,  and  consumer  elec- 
tronics. China's  enormous  pool  of  $2-a-day  labor,  as  well  as  its 
well-developed  industrial  parks,  give  it  a  huge  edge.  In  2005, 
the  U.  S.  and  Europe  will  be  required  to  drop  all  remaining 
import  quotas  on  garments  and  shoes.  That  could  enable 
China  to  boost  its  share  of  global  apparel  exports,  from  20% 
to  47%,  according  to  the  World  Bank.  That  will  send  shock- 
waves  through  Mexico,  India,  Indonesia,  and  other  nations 
whose  exports  rely  on  cheap  labor.  The  most  profound 


changes,  however,  will  be  in  China  itself.  Brookings'  L 
notes  that  China  is  still  "shallowly  integrated"  into  the  gj 
al  economy.  Half  of  its  exports  come  from  companie 
which  foreign  corporations  own  stakes — even  though 
account  for  just  one-eighth  of  manufacturing  output.  Wi 
foreign-invested  companies  are  excluded,  China  drops  from 
ing  the  world's  9th-largest  exporter  to  the  15th.  Chi 
growth  rate,  meanwhile,  has  fallen  from  10%  five  years  ad 
a  projected  7%  this  year.  Even  that  number  is  puffed  ujj 
heavy  public  spending  and  overproduction. 
DRAMATIC  DOWNSIZING.  Chinese  leaders  know  that  grej 
trade  and  more  foreign  capital  are  essential  if  they  ar 
achieve  their  goal  of  doubling  the  size  of  the  $1.1  trillion  e 
omy  in  a  decade.  Trade  also  is  vital  in  order  to  create  jobs 
up  to  9  million  people  entering  the  workforce  each  year, 
daily  since  downsizing  at  bloated  state  industries  and  the 
il  service  is  throwing  millions  of  others  out  of  work.  The 
nese  are  confident  they  will  get  that  capital:  Central  I 
Governor  Dai  Xianglong  told  BusinessWeek  he  expects  C 


CHINAS  GROWING  ECONOMIC  CLOUT 


FOREIGN  FUNDS  ARE 
STILL  FLOWING  IN... 


...EXPORTS 
ARE  SURGING. 


...AND  SO  ARE 
CHINAS  IMPORTS 


'88        '91        '94        '97        '00 
▲  Uli  i  IONS  OF  U.S.  DOLLARS 


'01        '02 
—  EST  — 


'91        '94        '97 
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01        '02 
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'88        '91        '94        '97 
▲  BILL  IONS  01  US,  DOLLARS 


'00        '01        '02 
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Data:  Moftec,  Nomura  International,  BusinessWeek  estimates 
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WHAT  IT  WONT 


TELECOM  SERVICES  Foreign- 
ers still  would  be  barred  from 
owning  majority  control  of  long- 
distance, cellular,  Internet,  and 
other  service  ventures. 

INTELLECTUAL  PROPERTY 

Although  China  must  abide  by 
world  intellectual  property  pro- 
tection rules,  piracy  will  be  rife 
because  the  backward  legal 
system  will  make  enforcement 
difficult. 

INSURANCE  Foreign  ownership 
of  insurance  ventures  will  be 
limited  to  50%,  and  limited  to 
49%  for  securities  and  fund 
management  firms. 

ENTERTAINMENT  Sharp  limits 
on  foreign  films  will  remain, 
with  up  to  20  allowed  each 
year.  Foreign  ownership  of  film 
distribution  and  movie  theater 
ventures  will  be  limited  to  49%. 

Data:  Office  of  the  US  Trade  Representative, 
Brookings  Institution 


in  Liuzhou  Wuling  Motor  Co.,  located  in  im- 
poverished Guangxi  province.  In  contrast  to 
the  money-losing  state-owned  behemoths  for- 
eign carmakers  usually  are  stuck  with,  Wuling 
is  doing  well.  It  commands  a  quarter  of  Chi- 
na's 400,000-unit  minivan  market. 

But  with  local  competition  intensifying  and 
with  car  duties  set  to  plunge,  Wuling  needs 
help.  "We've  been  making  cars  for  10  years, 
but  our  production  volume  isn't  big  enough 
for  us  to  compete  in  the  global  market,"  ex- 
plains Wuling  General  Manager  Shen  Yang. 
With  the  aid  of  dozens  of  gm  experts,  Wuling 
already  has  started  to  redesign  its  factory 
along  the  lines  of  gm's  in  Shanghai,  down  to 
the  bulletin  board  that  tracks  materials,  de- 
fects, and  output. 

What  the  leadership  really  wants  to 
achieve  by  opening  up,  though,  is  to  enable 
China's  own  companies  to  learn  to  stand  on 
their  own  and  compete  globally.  That's  start- 
ing to  happen  in  consumer  electronics,  where 
domestic  competition  has  long  been  fierce. 
Now  Chinese  air  conditioners,  televisions, 
and  microwave  ovens  hold  their  own  against 
imports  from  Japan  and  Korea.  And  brands 
like  Haier,  tcl,  Galantz,  and  Konka  are 
starting  to  be  exported  around  Asia  and 
even  to  the  West.  Yukio  Shohtoku,  managing 
director  of  overseas  electronics  for  Mat- 
sushita Electronics,  says  these  producers 
have  "very  strong  advantages"  that  will  en- 


China  is  fast  becoming  a  manufacturing 
threat  to  many  Asian  countries" 


lure  $45  billion  in  foreign  direct  investment  annually  for  the 
xt  five  years,  trailing  only  the  U.S.  as  a  recipient  of 
'estment. 

And  that  means  much  deeper  economic  engagement  by 
aerica's  biggest  corporations.  After  years  of  travails,  many 
;  finding  that  the  China  market  finally  is  living  up  to  its  hype, 
the  past  three  years,  Kodak  has  invested  more  than  $1.2  bil- 
l  into  factories  acquired  from  ailing  Chinese  film  manufac- 
■ers.  It  has  opened  more  than  6,000  franchised  Kodak  shops 
tunc!  the  country.  Now,  China  is  Kodak's  second-largest  mar- 
;  for  consumer  film  and  paper,  and  it  should  overtake  the 
S.  in  a  decade.  "China  is  the  potential  opportunity  of  a  life- 
le,"  says  Kodak  Asia  President  Henri  Petit.  After  12  years 
steadily  investing  in  plant  and  equipment,  Motorola  Inc. 
w  has  one-third  of  China's  huge  53  million-unit  annual  mar- 
;  for  cell  phones.  It  will  plow  an  additional  $1.9  billion  into 
v  plants  for  semiconductors,  mobile  handsets,  and  network- 
;  equipment. 

Multinationals  also  are  finding  state  companies,  now  worried 
mt  getting  buried  by  imports  when  duties  fall,  to  be  eager 
"tners.  General  Motors'  deepening  involvement  in  the  once- 
seted  auto  industry  is  evidence  of  China's  new  thinking.  Just 
ouple  of  years  ago,  Beijing  strictly  controlled  which  and  how 
ny  foreign  auto  makers  could  operate  in  China,  which  mod- 
they  could  produce,  and  with  whom  they  teamed  up.  The 
horities  until  recently  confined  gm's  new  $1.5  billion  joint  ven- 
•e  in  Shanghai  to  making  $40,000  Buicks. 
Now,  Beijing  is  letting  gm  and  other  foreign  carmakers  into 
i  sectors  they  really  covet:  vehicles  that  meet  the  modest 
Igets  of  Chinese  consumers.  Soon,  gm  is  to  buy  a  34%  stake 


able  them  soon  to  take  over  the  low-end  market  in  Japan. 

Legend  Holdings  Ltd.  is  one  company  that's  starting  to 
achieve  China's  high-tech  ambitions.  The  Beijing-based  computer 
maker  began  as  a  small  assembler  of  PCs  for  foreign  brands 
who  dominated  the  Chinese  market.  Now,  it's  a  $2.6  billion  pow- 
erhouse that  holds  more  than  30%  of  the  market.  IBM,  the 
top  foreign  maker,  now  has  just  4.8%.  "Our  goal  is  to  go 
abroad,"  says  Legend  Executive  Vice-President  Yang  Yuanqing. 
Legend  already  is  exporting  $400  million  worth  of  equipment  to 
its  Asian  neighbors,  and  is  collaborating  with  IBM  to  build  an  in- 
formation services  business. 

AMBITIOUS  GOAL.  China's  rise  is  unsettling  its  Asian  rivals. 
"China  is  fast  becoming  a  manufacturing  threat  to  many  Asian 
countries,  not  just  in  low-tech  areas  but  also  in  some  high-tech 
sectors,"  says  Hong  Suk  Joon,  executive  vice-president  of 
Samsung  sdi  Co.,  Korea's  largest  maker  of  computer  screens 
and  picture  tubes.  Beijing  has  set  the  ambitious  goal  of  tripling 
exports  of  machinery  and  electronic  products  to  $360  billion  by 
2005.  That  would  equal  half  of  all  projected  exports. 

While  the  outside  world  may  be  watching  China  nervously  as 
a  rising  economic  rival,  many  Chinese  state  enterprises  simply 
won't  be  able  to  shape  up  before  foreign  competition  arrives  in 
force.  Their  weakness  will  open  enormous  opportunities  for  the 
private  sector,  even  in  such  sensitive  industries  as  finance. 
Chengdu-based  New  Hope  Group,  a  $500  million  conglomerate 
whose  interests  range  from  animal  feed  to  real  estate,  now  runs 
a  publicly  listed  bank  that  is  opening  branches  across  China. 
President  Liu  Yonghao  credits  the  imminent  deal  on  wto  for 
paving  the  way  for  his  success:  In  five  years,  institutions  such 
as  Citibank  and  hsbc  will  be  able  to  open  wholly  owned 
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branches  in  any  city,  presenting  a  huge  challenge  for  China's 
shaky  and  backward  state  banks.  So  authorities  are  tearing 
down  hurdles  for  entrepreneurs  like  Liu.  "The  wto  is  a  great 
opportunity  for  private  companies,"  he  says. 

All  true,  providing 
political  spats  get  set- 
tled quickly.  What 
U.S.  business  leaders 
don't  want  is  a  repeat  of  1996,  when  Beijing  discriminated 
against  Boeing  and  other  companies,  after  the  Clinton  admin- 
istration granted  a  visa  to  Taiwan's  then-President  Lee  Tenghui. 
Even  then,  the  damage  got  repaired,  so  much  so  that  after  the 
next  serious  rupture,  the  accidental  bombing  of  the  Chinese  em- 
bassy in  Belgrade,  the  two  sides  were  able  to  sign  a  wto 
agreement  six  months  later.  "That  shows  how  we've  matured  in 
our  relationship,"  suggests  Tim  Stratford, 
chairman  of  the  American  Chamber  of  Com- 
merce in  Beijing. 

Beijing  needs  cooler  heads  to  prevail.  If 
the  hard-liners  in  China  manage  to  use  the 
current  crisis  to  stall  movement  toward  wto, 
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they  could  also  begin  to  influence  other  key  policy  decisions 
a  sensitive  time:  Both  Zhu  Rongji  and  Jiang  Zemin  are 
step  down  within  two  years.  If  their  plan  to  get  China  into  tl 
global  market  economy  derails,  China  could  lose  the  billions 
foreign  capital  it  needs  to  create  jobs  for  the  millions  di 
placed  by  reforms. 

Still,  there's  no  doubt  that  Beijing  will  assert  itself  on  tl 
global  stage.  Leaders  from  Zhu  Rongji  down  repeated 
stress  to  visiting  Americans  that  they  see  freer  trade  as  vit 
to  China's  own  emergence.  A  China  that  competes  peacefi 
ly  in  free  markets  is  something  no  other  nation  can  really  o 
pose.  The  concern  for  U.  S.  policymakers  is  that  China's  ec 
nomic  rise  fuels  its  growing  military  might  and  expandii 
ambitions  in  the  region.  That  formula  guarantees  more  co 
frontations.  For  the  West,  dealing  with  this  new  power  is  t' 

great  foreign  policy  challenge  of  the  ne 

century. 

By  Mark  Clifford  and  Dexter  Robei 

in  Beijing  and  Pete  Engardio  in  Ni 

York,  with  Alysha  Webb  in  Liuzhou,  cm 

bureau  reports 


COMMENTARY 


By  Stan  Crock 


BUSH'S  TRICKY  HIGH-WIRE  ACT 


For  weeks,  the  new  Bush  Admin- 
istration has  pursued  a  tough 
rhetorical  line  against  China, 
publicly  jabbing  Beijing  for  suppress 
ing  domestic  dissent,  selling  ad- 
vanced technology  to  Iraq,  and 
threatening  Taiwan.  All  the  while, 
Chinese  and  U.S.  negotiators  intent 
on  finalizing  China's  entry  into  the 
World  Trade  Organization  struggled 
to  narrow  their  remaining  dif- 
ferences, hoping  to  pave  the 
way  for  an  April  powwow 
that  would  seal  China's  entry 
into  the  elite  club  of  trading 
nations. 

This  two-layered  policy  of 
pursuing  a  harder  line  against 
China's  authoritarian  regime 
while  knitting  stronger  trade 
ties  is,  to  put  it  mildly,  a 
tricky  business.  What's  still 
unclear  is  whether  a  domesti- 
cally focused  George  W  Bush 
and  his  crew  of  recycled  cold 
warriors  have  what  it  takes 
to  make  it  work. 

An  early  test  has  been 
provided  by  the  freak  colli- 
sion between  a  U.S.  spy 
plane  and  a  Chinese  fighter 
over  the  South  China  Sea. 
Bush's  advisers  first  tried 
quiei  diplomacy  to  win  the 
U.S.  flight  crew's  freedom. 
Only  after  Beijing  rebu 
the  overtures  did  a  subdued 
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Bush  weigh  in  personally — dramati- 
cally upping  the  stakes.  Publicly,  the 
approach  has  been  carefully  modu- 
lated, despite  growing  anger  inside 
the  Administration.  "The  longer  this 
drags  out,  the  higher  our  concern 
and  frustration  level,"  says  a  senior 
U.  S.  official. 

So  what's  the  lesson  of  the  China 
crunch?  Assuming  that  Beijing's 


GUARD:  Outside  the  U.S.  embassy  in  Beijing 


rulers  relent  after  they  milk  the 
episode  for  domestic  political  impact, 
it's  this:  Despite  the  President's  de- 
sire to  stand  tall  in  the  face  of  a  cri- 
sis, there  may  be  limits  on  how 
many  times  the  Bushies  can  poke  a 
sharp  stick  at  China,  all  the  while 
professing  that  improved  economic 
ties  are  divorced  from  a  deteriorat- 
ing political  climate. 

As  a  result,  U.  S.-Chinese  re- 
lations are  at  low  ebb.  Jiang 
Zemin's  government  is  livid 
over  Administration  plans  to 
speed  deployment  of  an 
antimissile  shield  and  to  beef 
up  Taiwan's  defenses.  Their 
anger — and  growing  nationalist 
clamor — helped  forge  China's 
hard-line  response  to  the  spy- 
plane  saga.  More  problems  are 
on  the  way.  As  an  anti-China 
backlash  builds  in  the  U.  S.,  la- 
bor and  human-rights  activist! 
might  unite  with  GOP  super- 
hawks  and  social  conservatives 
in  a  new  coalition  of  conve- 
nience. Their  goal  is  to  derail 
China's  normal-trade-relations 
status,  up  for  renewal  in  June. 
Even  if  Bush  invests  his  limit- 
ed political  capital  in  fend  off 
that  challenge,  conservatives 
will  press  him  tu  sell  Taiwan 
destroyers  equipped  with  ad- 
vauceil  Aegis  radar.  Beijing 
bluntly  warns  that  could  spark 
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a  military  response.  The  climate  "is 
going  to  get  worse  before  it  gets  bet- 
ter," predicts  Robert  A.  Manning,  di- 
rector of  Asia  studies  at  the  Council 
on  Foreign  Relations. 

This  nosedive  in  relations  is  occur- 
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ring  before  Bush  has  his  Asia  hands 
in  place  and  fleshes  out  his  still- 
sketchy  blueprint  for  the  region.  The 
White  House  only  sent  the  nomination 
of  James  A.  Kelly  as  Assistant  Secre- 
tary of  State  for  Asia  to  the  Senate 
on  Apr.  3,  in  the  midst  of  the  spy- 
plane  flap.  The  Administration  is 
loaded  with  Asia  experts  such  as 
Deputy  Secretary  of  State  Richard  L. 
Armitage,  Deputy  Defense  Secretary 
Paul  D.  Wolfowitz,  and  National  Se- 
curity Council  Senior  Director  for 
Asian  Affairs  Torkel  L.  Patterson, 
but  few  real  China  hands.  Stephen  J. 
Yates,  a  Heritage  Foundation  China 
expert,  isn't  slated  to  join  Dick 
Cheney's  staff  until  Apr.  6.  Many 
aides,  including  Armitage,  Kelly,  Pat- 
terson, and  Secretary  of  State  Colin 
L.  Powell,  are  former  military  men. 
NO-FAULT  EXIT?  The  group  is  thin  and 
by  no  means  united  ideologically. 
During  the  campaign,  hard-line  advis- 
ers such  as  Wolfowitz,  Armitage,  and 
Lewis  Libby,  Cheney's  chief  of  staff, 
signed  a  letter  calling  for  an  explicit 
statement  that  the  U.  S.  would  come 
to  Taiwan's  defense  if  China  attacked. 
But  soon  after  the  missive  was 
penned,  Bush — prompted  by  National 
Security  Adviser  Condoleezza  Rice — 
disowned  the  position,  drawing  disap- 
proving clucks  from  the  Republican 
right  wing.  But  in  the  current  dust- 
up,  the  troops  seemed  to  be  lined  up 
as  the  White  House  sought  an  end  to 
the  crisis.  And  expected  battles  be- 
tween Defense  and  State  may  be 
muted  now  that  Armitage,  who  is 
close  to  Wolfowitz,  is  at  the  State 
Department. 

Not  only  has  the  Administration 
chosen  to  slowly  ratchet  up  the 
President's  demands  for  an  end  to 
the  crisis,  but  it  has  shown  a  willing- 
ness to  be  flexible  in  its  response  as 
new  details  of  the  accident  emerge. 
Powell's  first  reaction  was  to  insist 
the  U.  S.  had  nothing  to  apologize 
for.  But  with  reports  that  the  U.  S. 
aircraft  may  have  been  closer  to  the 
mainland  than  initially  reported, 
Powell  on  Apr.  4  called  the  bump  in 


the  sky  "a  tragic  accident"  rather 
than  a  provocation. 

This  measured  reaction  is  welcome 
news  to  U.S.  exporters,  who  expect 
the  pro-trade  Bush  to  throw  open 
the  doors  to  the  lucrative  China  mar- 
ket. "My  one  criticism  of  Bush  so  far 
is  his  inflexibility,"  sighs  one  outside 
Presidential  adviser  with  strong 
business  ties.  "Ultimately,  the  aim  of 
policy  is  to  let  our  stuff  into  China. 
Bush  could  apologize  [for  the  death 
of  the  Chinese  pilot],  say  this  was  no 
one's  fault,  and  get  on  with  it." 

A  no-fault  exit  from  the  crisis 


BUSH'S  ASIA  TEAM 

►  Deputy  Secretary  of  State 
Richard  L.  Armitage.  Vet  of  Rea- 
gan and  Bush.  Will  focus  on 
Japan  and  Korea.  Served  four 
tours  in  Vietnam. 

p-  Assistant  Secretary  of  State 
James  A.  Kelly.  Retired  Navy 
captain.  Served  Reagan  in  Penta- 
gon and  NSC. 

►  Deputy  Defense  Secretary  Paul 
D.  Wolfowitz.  Ex-Reagan  aide. 
Believes  trade  brings  with  it 
political  liberalization. 

►  NSC  Senior  Director  for  Asian 
Affairs  Torkel  L.  Patterson.  For- 
mer top  Raytheon  Asia  exec.  He 
is  a  Japan  specialist. 


would  obviously  please  U.S.  multina- 
tionals. And  it  has  allure  for  the 
Bush  team.  Because  at  bottom,  the 
White  House  crew  still  believes  it 
can  wield  a  hard-edged  policy  against 
Beijing  without  jeopardizing  trade 
relations.  To  Bush  and  his  advisers, 
free  trade  has  the  air  of  a  religion, 
convinced  as  they  are  that  expanding 
commerce  will  slowly  infect  China's 


culture  with  the  germ  of  freedom. 
Yet  even  as  the  Administration 
waits  for  the  market  to  work  its 
magic,  Bush's  military  planners  be- 
lieve that  U.S.  defense  strategy 
should  focus  primarily  on  Asia  rather 
than  Europe  as  the  next  potential 
battle  theater.  That  means  the  White 
House  wants  Japan  to  shoulder  more 
responsibility  for  regional  defense. 
Armitage  has  argued  for  deeper  mili 
tary  ties  with  Japan,  including  more 
reliance  on  facilities  sharing  and  joint 
training  exercises.  He  wants  Tokyo 
to  lift  its  prohibition  on  collective 
self-defense — a  move  the  Japanese 
Diet  is  mulling.  Japan's  economic 
woes  may  gum  up  Armitage's  plans, 
but  he  hopes  Tokyo  will  transform 

its  military  into  a 
AEGIS-  more  effective  force, 

EQUIPPED  if  only  to  give  Chi- 

DESTROYER       na's  generals  some- 
thing to  think  about 
For  China,  which  is  intent  on 
building  its  preeminence  in  Asia,  all 
of  this  is  anathema.  Its  goal  seems 
to  be  nothing  less  than  to  replace 
the  U.  S.  as  the  dominating  force  to 
contend  with  in  East  Asia.  And  giv- 
en longstanding  enmity  between 
Beijing  and  Tokyo,  a  stronger 
Japanese  military  is  the  last  thing 
Beijing  wants  to  see.  "They  want  us 
out  of  there  and  an  unarmed,  neu- 
tral Japan,  but  they're  not  going  to 
get  that,"  says  Asian  policy  analyst 
Richard  H.  Solomon,  president  of 
the  U.  S.  Institute  of  Peace. 

So  where  does  all  that  leave  U.S 
China  policy?  In  the  near  term,  re 
lations  are  likely  to  hit  bottom,  ther 
rebound  as  both  sides  step  back 
from  the  brink.  Bush  may  help  ease 
the  sting  by  ignoring  congressional 
objections  and  backing  Beijing's  bid 
for  the  2008  Olympics.  And  China 
may  soon  realize  that,  at  some 
point,  matching  belligerence  with 
belligerence  threatens  trade  ties  es- 
sential to  modernizing  hidebound 
state  enterprises  and  improving  liv- 
ing standards.  "China  is  dependent 
on  the  U.  S.  and  Taiwan  for  contin- 
ued economic  prosperity,"  says  Jame 
R.  Lilley,  a  former  U .  S.  ambassador 
to  China.  An  eminently  rational 
statement,  to  be  sure.  But  unless  flu 
standoff  ends  with  a  graceful  exit  fo 
both  sides,  no  one  knows  whether 
reason  will  carry  the  day. 

With  Lee  Walczak  in  Washington, 
Dexter  Robert*  in  Beijing,  and  bu- 
reau reports 


"They  want  us  out . . .  and  an  unarmed  Japan" 
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SUDDENLY, 
ITS  THE 
BIG  FREEZE 


As  the  economy 
cools,  the  hiring 
door  slams  shut 
on  job  seekers 

Like  the  once  high-flying  Nas- 
daq itself,  Americans'  for- 
tunes have  swung  wildly  in 
the  past  year.  And  nowhere 
is  that  truer  than  in  the 
workplace.  Last  year,  blue- 
collar  workers  were  swim- 
ming in  overtime,  while  the 
talk  among  job-hopping  techies  and 
managers  alike  was  all  about  options 
and  ipos.  These  days,  however,  a  sud- 
denly sober  U.S.  workforce  has  a  new 
acronym  to  learn:  rif,  as  in  reduction 
in  forces. 

Still,  despite  the  pileup  of  layoffs,  the 
U.S.  unemployment  rate  is  hovering 
near  30-year  lows.  Until  recently,  the 
sizzling  growth  in  service  jobs 
seemed  to  have  no  problem 
scooping  up  any  and  all  laid -off 
workers  into  new  jobs. 

Now,  that  could  change.  The 
problem:  an  onslaught  of  hir- 
ing freezes  throughout  Corpo- 
rate America.  Many  a  job 
searcher  has  been  hit  with  a 
cold  lesson  in  reality  this  past 
winter:  the  signing  perks,  fancy 
recruiting  lunches,  and  multi- 
ple job  offers  of  a  year  ago 
have  given  way  to  good  old- 
fashioned  pounding  the  pave- 


ment for  months  at  a  stretch.  Sighs 
former  Chicago  dot-com  public  re- 
lations exec  Katherine  Sopranos: 
"I've  interviewed  with  four  ma- 
jor companies,  and  all  four  said 
they  would  hire  me  on  the  spot  if  it 
weren't  for  a  hiring  freeze." 
NO  VACANCY.  Sopranos  is  not  alone. 
From  the  unemployed  blue-collar  work- 
ers cast  off  by  a  manufacturing  sector 
deep  in  recession,  to  white-collar  man- 
agers, marketing  executives,  and  info- 
tech  workers  facing  layoffs  at  compa- 
nies stunned  by  the  suddenness  of  the 
downturn,  job  seekers  in  a  wide  swath 
of  industries  are  finding  their  prospects 
limited  as  a  slew  of  No  Vacancy  signs 
pops  up  across  the  country.  The  new 
hiring  freezes  may  well  prove  to  be  a 
harbinger  of  worse  news  to  come.  Low 
unemployment   and   the  buoyant  job 
market  have  been  a  key  reason  con- 
sumer confidence — and  consumer  spend- 
ing— have  remained  relatively  strong 
even  as  the  economic  downturn  has  in- 
tensified. But  if  the  number  of  jobs  on 
offer  continues  to  shrink,  while  layoffs 
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ratchet  up,  a  sharp  rise  in 
unemployment  could  be  the  inevitA 
result. 

Already,  evidence  is  mounting  w 
the  labor  market  is  shifting  frori 
shortage  to  a  surplus.  Until  very! 
cently,  workers  who  were  bounced  cA 
feel  confident  about  new  opportunity 
But  that's  no  longer  the  case.  The  CM 
ference  Board's  Help  Wanted  AdveiT 
ing  Index  has  plunged  20  points  s\ 
last  year,  to  71,  its  lowest  level  s 
1993.  The  index'  22%  plunge  is  a  soi 
of  worry  for  economists:   Since 
1970s,  whenever  the  index  has  fa 
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15%  or  more,  a  recession  soon  fol- 
red.  "Just  about  everybody  has 
2zes  on  right  now,  even  if  they  are 
et  freezes,"  says  Jeffrey  E.  Christian, 
)  of  Cleveland  search  firm  Christian 
rimbers. 

Hiere  are  plenty  of  other  indicators  of 

gh  times  ahead  for  U.S.  workers  as 

1.  Private  unemployment — which  tal- 

jobs  in  the  private  sector,  excluding 

•ernment  posts — jumped  from  4%  in 

member  to  4.5%  in  February.    Equal- 

nul  wninous,  the  National  Association  of 

•chasing  Management  surveys  of  hir- 

at  both  manufacturing  and  service 

lpanies  show  precipitous  declines  over 

past  year.  If  economists'  worst  pre- 

;ions  come  to  pass,  and  if  weak  earn- 

3  persist  into  the  second  and  third 

rters,  the  overall  unemployment  rate 

Id  rise  to  5%  by  the  end  of  this  year, 

ording  to  John  Graham,  finance  pro- 

sor  at  Duke  University's  J.  B.  Fuqua 

tool  of  Business.  That  may  still  be  a 

withy  employment  level  by  traditional 

'Indards,  but  try  telling  that  to  the 

J|  ititude  of  workers  who  will  be  joining 

unemployment  rolls. 

ihe  economic  warning  signs  are  clear- 

nirrored  in  the  wave  of  hiring  freezes 


announced  by  companies  high- 
tech  and  low  since  March.  The 
freeze  is  on  at  Texas  Instru- 
ments, Walt  Disney,  Procter 
&  Gamble,  nbc,  and  North- 
west Airlines,  to  name  a  few. 
Moreover,  in  a  recent  Duke 
University  survey  of  153  chief 
financial  officers  at  companies 
whose  median  revenues  run 
from  $100  million  to  $500  mil- 
p      lion,  half  said  they  intended  ei- 
ther to  reduce  employment  or 
hold  it  steady  for  12  months.  Just 
three  months  ago,  75%  of  the 
CFOs,  half  of  them  at  manufactur- 
ing companies,  said  they  planned 
on  increasing  hiring.  Says  Duke's 
Graham,  who  conducted  the  sur- 
vey: "Getting  a  new 
job    will     not    be 
easy." 

For  the  first 
time  in  years,  many 
recruiters  say,  they 
are  starting  to  have 
more  job  candi- 
dates than  corporate 
clients  looking  to  fill 
'  jobs.  Companies  are 
also  scaling  back 
campus  visits  and  offer- 
ing fewer  jobs.  Even 
demand  for  those 
once-impossible-to-find 
information-technology 
workers  has  fallen  44% 
this  year,  according  to 
the  Information  Technol- 
ogy Assn.  Companies 
that  were  caught  com- 
pletely off  guard  by  the 
slowdown  are  taking 
quick  action,  spurring 
loads  of  layoffs,  with  an- 
nouncements soaring  to 
an  average  of  9,000  per 
day  in  March,  more  than 
twice  the  prior  peak  lev- 
els in  the  mid-1990s,  ac- 
cording to  International  Strategy  &  In- 
vestment, an  economic  consulting  firm. 
Even  for  employed  workers,  hiring 
freezes  are  having  a  sobering  effect. 
Auto  plants  that  only  a  year  ago  de- 
manded so  much  overtime  that  assem- 
bly-line workers  were  splurging  on  new 
pickups  and  boats  are  now  barely  pro- 
ducing. The  shift  is  equally  wrenching 
for  many  a  white-collar  employee.  In- 
stead of  car  allowances  and  first-class 
travel,  this  year  promises  slim  raises 
and  budget  hotels. 

And  that  could  be  just  the  beginning 
of  a  painful  period  of  adjustment  for 
college-educated  workers,  the  segment 
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of  the  workforce  that  benefitted  most 
during  the  boom.  So  far,  unemployment 
for  those  with  college  degrees  is  just  a 
tiny  1.6%.  But  the  spread  of  hiring 
freezes,  which  some  economists  predict 
will  continue  for  at  least  the  next  quar- 
ter, could  quickly  spike  up  that  num- 
ber to  2%  or  3%,  the  same  level  it 
reached  in  early  1992.  That  would  put  a 
big  dent  in  consumer  confidence.  With 
more  unemployed  people  needing  more 
time  to  find  jobs,  even  people  who  have 
jobs  "could  get  really  nervous  and  say: 
'I'm  not  going  to  buy  a  new  van'  or 
'I'm  not  going  to  put  money  in  the  stock 
market,'"  says  Graham. 
BYE-BYE,  GOOD  TIMES.  To  be  sure,  the 
long-term  outlook  for  skilled  workers 
remains  excellent.  And  many  small  and 
midsize  companies  are 
still  hiring,  taking  advan- 
tage of  the  new  supply  of 
labor  that  would  have 
commanded  premiums 
only  months  ago.  In  some 
states,  such  as  Texas  and 
Minnesota,  shortages  are 
still  acute,  with  fast-food 
managers  continuing  to 
collect  signing  bonuses. 
And  many  large  compa- 
nies with  freezes  are  still 
hiring  key  people  where 
needed. 

But  in  countless  ways 
large  and  small,  the  good 
times  are  clearly  gone  for 
now.  Even  those  for 
whom  job  woes  seemed 
an  impossibility  a  few 
months  ago  are  feeling 
the  heat.  Consider  the 
Hollywood  exec  who  last 
year  dumped  his  hotshot 
studio  job— with  a  seven- 
figure  salary,  two  assis- 
tants, and  a  car  and  dri- 
ver— for  a  dot-com.  When 
that  job  fell  apart,  his  old 
studio  refused  to  take  him 
back.  Sure,  they  would  have  loved  to,  if 
it  weren't  for  the  hiring  freeze.  After  a 
few  months  of  searching,  he  recently 
found  a  new  gig  working  in  a  generic  of- 
fice park  in  an  unglamorous  job  for  a 
new  cable  programming  outfit  at  half 
his  old  salary.  Such  diminished  expec- 
tations weren't  part  of  his  five-year 
game  plan  when  he  left  his  cushy  job  to 
join  that  doomed  dot-com.  But  increas- 
ingly, for  many  who  lose  their  jobs, 
that's  the  cold  reality  they  now  face. 

By  Michelle  Conlin,  with  Michael 
Mandel  in  New  York,  Micliael  Arndt 
in  Chicago,  Wendy  Zellner  in  Dallas, 
and  bureau  reports 
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COMMENTARY 


By  Rich  Miller 


PLEASE,  SIR... WE  NEED  SOME  MORE 


So,  would  you  believe  the  ailing 
economy  may  soon  perk  up?  To 
hear  Federal  Reserve  policymak- 
ers tell  it,  the  central  bank's  monetary 
medicine  is  beginning  to  work  its 
magic.  Commercial  banks  have 
slashed  prime  lending  rates  by 
VA  percentage  points  this  year, 
in  tandem  with  Fed  easing. 
Money-supply  growth  has  taken 
off.  The  broad  M2  measure,  f; 

which  includes  currency  in  cir- 
culation and  savings  deposits,        JH 
rocketed  ahead  at  an  11%  an- 
nual clip  over  the  past  three 
months.  And  the  corporate- 
bond  market  is  booming,  rack-      ^*" 
ing  up  a  record  $150  billion  in 
new  issues  in  the  first  quarter. 

It  won't  be  too  long,  Fed 
policymakers  believe,  before  all 
that  money  sloshing  around 
translates  into  stepped-up  con- 
sumer and  corporate  spending 
and  faster  economic  growth. 
"We  can  negotiate  the  present 
rocky  economic  passage  suc- 
cessfully and  enjoy  stronger 
growth  in  the  second  half  of  the 
year  or  possibly  even  earlier,"  said 
Richmond  Fed  President  J.  Alfred 
Broaddus  Jr.  in  a  Mar.  28  speech. 
WALL  OF  DEBT.  The  Fed's  upbeat 
chatter  notwithstanding,  arresting 
the  economy's  wrenching  slide  may 
prove  far  tougher  than  Alan 
Greenspan  &  Co.  are  banking  on.  To 
get  the  economy  going  again,  they 
may  have  to  open  up  the  monetary 
taps  even  wider  and  pump  a  lot  more 
liquidity  into  the  financial  system. 
The  reason?  A  huge  wall  of  debt  that 
consumers  and  companies  built  up  in 
the  go-go  years  of  the  late  1990s.  The 
International  Mone- 
tary Fund  reckons 
that  America's  pri- 
vate-sector financial 
deficit — the  difference 
between  private  in- 
vestment and  the 
savings  built  up  by 
consumers  and  com- 
: — is  alarmingly 
high,  at  more  than 

of  gross  domestic 

luct. 
When  the  economy 
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was  booming  and  the  stock  market 
was  soaring,  that  ratio  wasn't  of  much 
concern.  But  now  that  the  economy 
has  tanked,  the  debt  overhang  acts  as 
a  barrier  to  growth  by  soaking  up  the 
liquidity  the  Fed  is  pumping  into  the 
financial  system.  Because  they're  so 
much  in  the  hole,  consumers  and  com- 
panies are  more  apt  to  use  the  extra 
money  ito  pay  down  debt,  instead  of 
putting  it  toward  financing  a  fresh 
spending  spree.  While  that's  good  for 
the  economy  in  the  long  run,  it's  a 
hindrance  to  getting  growth  going 
again  now. 

Signs  of  cash  piling 
up  are  everywhere. 
Much  of  the  surge  in 
M2  has  been  due  to  a 
big  increase  in  cash 
stashed  in  money-mar- 
ket mutual  funds  by  in- 
dividual investors.  Such 
funds  have  ballooned 
by  a  seasonally  adjust- 
ed $40  billion  this  year, 
according  to  Fed  esti- 
mates. In  earlier  years, 


/ 


such  transfers  might  have  been  a 
prelude  to  a  big  splash  of  consumer 
spending.  But  now,  investors  are 
just  looking  to  shelter  assets  fromj 
the  stock  market  storm. 

Corporations,  too,  are  turning 
more  wary.  Sure,  they  issued  a 
raft  of  new  bonds  last  quarte; 
But  that's  not  because  they'r 
poised  to  ramp  up  spending 
on  new  plants  and  equipment    i 
Much  of  the  money  raised  was 
used  to  pay  off  short-term  debt. 
Since  the  start  of  the  year,  U. 
companies  have  reduced  the 
amount  of  commercial-paper 
they  have  outstanding  by 
more  than  $50  billion.  Many 
have  no  choice:  An  increasin 
number  of  outfits  are  finding 
themselves  all  but  shut  out  c 
the  commercial-paper  mar- 
ket. That's  because  the  mail 
buyers  of  the  paper,  the 
money-market  mutual  fund; 
can't  hold  more  than  5%  of 
their  assets  in  lower-rated 
securities  under  governmen 
regulations.  With  more  and 
more  corporate  debt  being  dowi 
graded  as  the  economy  stumbles,  cor 
panies  must  look  elsewhere  for  funds 

Banks  are  also  pulling  in  their 
horns.  Plagued  by  an  increase  in  bad 
loans  issued  during  the  boom,  banks 
are  turning  more  cautious.  And  that' 
robbing  the  economy  of  some  of  the 
punch  the  Fed  would  normally  expec 
from  lower  interest  rates.  More  than 
50%  of  bankers  tightened  credit  stan 
dards  in  the  first  quarter,  despite 
pleas  by  Greenspan  that  they  not  cuj 
tail  credit  too  much. 

So  does  all  this  mean  that  the 
Fed's  rate  cuts  are  largely  ineffectiv 
in  economists'  parlance,  that  the  cen 
tral  bank  is  pushing  on  a  string?  Fai 
from  it.  What  it  does  mean,  though, 
that  the  Fed  is  going  to  have  to  woi 
harder  at  juicing  up  the  economy 
with  bolder  and  bigger  interest  rate 
cuts.  To  do  otherwise  could  consign 
the  country  to  a  protracted  period  0 
malaise.  No  amount  of  sunny  progW 
tications  by  the  Fed  will  change  tha 
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CAMPAIGN  REFORM: 

WHERE  DO  WE  GO  FROM  HERE? 

Here's  how  enactment  of  the  McCain-Feingold  bill  could  alter  the  political  landscape 

thing  close  to  its  current  form,  McCain-Feingold  will  turn  f 
eral  campaigns  topsy-turvy.  After  interviews  with  dozens  h 
consultants,  academics,  lawmakers,  and  lobbyists,  here's .  i  gi 
most  likely  scenario  of  how  the  bill  will  affect  the  ma  f 
players  and  the  playing  field: 

Hard  Money  Is  King 


For  six  years,  a  small  but  determined  band  of  senators, 
led  by  Arizona  Republican  John  McCain  and  Wisconsin 
Democrat  Russell  D.  Feingold,  hammered  their  col- 
leagues for  not  getting  rid  of  the  corrupting  influ- 
ence of  big  money  in  politics.  Finally,  on  Apr.  2,  the  re- 
form-minded duo  got  a  downpayment  on  their  wish  when  the 
Senate  voted  to  ban  soft  money — the  oversize  donations  to 
political  parties  by  corporations,  labor  unions,  and  the  wealthy. 
Be  careful  what  you  wish  for.  That's  the  apocalyptic  message 
from  campaign  consultants,  party  leaders,  and  fund-raisers.  If 
the  McCain-Feingold  measure  becomes  law,  it  will  destroy 
political  parties,  they  say.  How?  It  will  entrench  incumbents 
while  depriving  challengers  of  much-needed  funds.  And  it  will 
boost  the  power  of  loose-cannon  special-interest  groups  whose 
coffers  are  likely  to  overflow. 

Truth  is,  no  one  knows  for  sure  who  stands  to  win  or 
lose  the  most.  "We're  heading  off  into  uncharted  waters,"  says 
Senator  Fred  Thompson  of  Tennessee,  one  of  12  Republicans 
who  voted  for  the  measure.  But  candidates  and  political  par- 
ties are  frantically  trying  to  calculate  their  odds  now  that  the 
marathon  effort  to  turn  McCain-Feingold  into  law  has  become 
a  40-yard  dash. 

Of  course,  several  obstacles  remain  before  that  happens.  A 

House  battle  over  the 

DONATIONS  APPRECIATED    bin  stm  looms   And 

1999-2000  election  contributions*  President  Bushs  signa- 

HARD  MONEY     SOFT  MONEY       ture  isn  t  guaranteed. 

democrats     $270     $243     Bu\  McCr  a?u  Fem; 

-----      gold  now  have  the  wind 
REPUBLICANS       447  at  their  backs.  The  one 

In  millions        Data:  Federal  Election  Commission       certainty:  If  the  bill   is 

signed  into  law  in  some- 


K,i 

TO     GET    THE     BILL     PASSED,     1 

Senate  didn't  just  ban  soft-moi  ■ 
contributions.  It  opened  the  ha  U 
money  spigot  wider  so  Candida  ;■■■• 
can  collect  more  contributions 
their  own.  The  bill  would  allow  iim 
viduals  to  contribute  up  to  $4,000  per  ej  |r 
tion  cycle,  up  from  $2,000,  to  candidal  \ 
At  the  same  time,  the  Senate  boosted    I 
aggregate  amount  that  an  individual  co 
give  to  candidates  and  political  parti 
from  $50,000  to  $75,000  per  cycle.  Such  I 
creases  may  seem  small,  but  candidates  that  adjust  the  qui 
est  to  an  all-hard-money  world  will  have  the  advantage^ 
2002,  when  a  closely  divided  Congress  is  up  for  grabs. 

The  gop  will  benefit  at  first.  In  the  1999-2000  cycle, 
publicans  raised  $447  million  in  hard  money,  65%  more  t! 
the  Dems'  $270  million.  "I  don't  have  any  doubt  this 
enhance  my  political  strength,"  says  Senator  Phil  Grai 
(R-Tex.).  "I've  never  really  been  a  user  of  soft  money." 

Nevertheless,  the  gop's  advantage  isn't  likely  to  last  o 
Democrats  learn  the  art  of  survival  in  the  new  hard-moi 
era.  "You  have  to  spread  yourself  out  to  get  less  mof 
from  more  people,"  says  Larry  Noble,  executive  directoj 
the  Center  for  Responsive  Politics,  a  watchdog  group, 
means  more  $250-a-head  dinners,  more  use  of  the  Interne^ 
build  support  and  networks,  and  more  personal  appearar 
at  community  events. 


Candidates  Fly  Solo 


WITHOUT    SOFT    MONEY,    CANDIDA 

will  be  on  their  own.  "It's  every  r 
for  himself,"  warns  New  Jersey  St 
tor  and  former  Democratic  Senato 
Campaign  Committee  (dscc)  cl 
Robert  G.  Torricelli,  who  voted  for 
bill  despite  what  he  sees  as  mi 
flaws.  The  dscc  raised  some  $100 
lion  for  last  year's  races,  Torricelli  si 
but  only  $9  million  of  that  would  be  1< 
under  the  McCain-Feingold  law.  '"1 
wouldn't  even  cover  our  costs."  Women 
minority  candidates,  who  historically  have  not  been  abli 
raise  as  much  money  as  their  white  male  counterparts,  wi 
feel  the  pinch  the  most. 
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olitical  Parties  Learn  New  Tricks 


NO  DOUBT,  WITHOUT  SOFT 
money,  the  power  of  political 
parties  will  decline.  Indeed, 
both  parties  will  suffer  from 
a  money  shortage  at  first. 
"It's  going  to  be  a  real 
scramble,"  concedes  McCain. 
Still,  it  won't  be  nearly  as 
bad  as  doomsayers  predict. 
Parties  will  have  to  re-leam 
how  to  raise  money  by  ap- 
pealing to  their  grass  roots,  rather  than 
just  a  few  thousand  wealthy  supporters.  That 
■ans  more  phone  banks,  more  door-to-door  canvassing, 
•re  get-out-the-vote  activities,  and  less  funneling  of  soft 
•nev  to  broadcast  stations  for  candidate  ads.  All  of  which  is 
aly  to  revitalize  the  connections  between  Democrats,  Re- 
blicans,  and  their  respective  constituents.  Indeed,  a  re- 
lt  study  by  the  New  York  University-based  Brennan  Cen- 
for  Justice,  a  nonpartisan  think  tank,  concludes  that  some 
i  of  party  TV  ads  in  last  year's  elections  did  not  encourage 
ei-s  to  join  a  party,  support  a  party,  or  even  mention  a  par- 
name.  Says  Charles  E.  M.  Kolb,  president  of  the  pro-reform 
mmittee  for  Economic  Development:  "They  will  have  to  get 
:k  to  business  with  retail  politicking." 
Because  the  Democratic  National  Committee  relies  more 
ivily  than  its  GOP  rival  on  soft  money,  DNC  Chairman  Ter- 
McAuliffe  has  a  bigger  task  ahead.  He  says  he's  not  wait- 
for  McCain-Feingold  to  become  law.  He  has  directed  the 
to  raise  more  via  direct  mail — a  lost  art  for  the  Dems — 
1  to  make  better  use  of  technology  and  the  Internet  to 
imunicate  instantaneously  with  core  supporters.  He's  also 
lding  the  dnc's  first  centralized  voter  file  to  match  one 
intained  by  the  Republican  National  Committee.  It  contains 
million  names — a  treasure  trove  for  direct-mail  pitches.  But 
io  all  this,  McAuliffe  is  risking  millions  of  dollars  that  could 
'■h  erwise  be  used  to  support  candidates. 


atch  Those  Ads 
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DURING   THE   2000   RACES,    NUMEROUS 

lawmakers  were  attacked  in  TV  ads 
sponsored  by  special-interest  groups. 
Now,  the  Senate  hopes  to  handcuff 
these  groups — ranging 
from  the  Sierra  Club 
and  the  afl-cio  on  the 
left  to  the  National  Rifle 
Assn.  and  the  National 
Right  to  Life  Committee 
on  the  right.  They  would 
barred  from  airing  political  ads  that  target  a  specific 
didate  60  days  before  an  election,  or  30  days  before  a  pri- 
y.  But  the  reformers'  archrival,  Senator  Mitch  McConnell 
Ky),  says  that  infringes  on  free  speech.  McConnell  al- 
dy  is  laying  plans  to  challenge  the  issue-ad  limits  in 
2ral  court. 

f  he  wins,  parties  still  would  not  be  able  to  accept  soft- 
ley  donations,  but  nothing  would  prevent  them  from 
ning  unofficial,  outside  groups  to  air  grievances  against 
makers.  "I'm  going  to  have  to  recruit  a  lot  of  people  to  do 
]  work,"  gripes  Ronald  E.  Eibensteiner,  chairman  of  the 
nesota  Republican  Party.  Where  would  the  money  come 
n?  Most  party  operatives  believe  that  $500  million  in  soft 
ley — the  amount  raised  in  the  2000  races — will  find  a 
'  home  in  interest  groups. 


Special  Interests  Rule 


ONE  THING  IS  CLEAR:  SPECIAL- 
interest  groups,  from  the  drug-indus- 
try-backed Citizens  for  Better  Medi- 
care to  the  labor-backed  Alliance  for 
A  Real  Patients'  Bill  of  Rights,  will 
grow  in  power.  To  help  candidates,  or 
attack  opponents,  "there  will  be  a 
new  class  of  political  warriors  who 
will  create  interest  groups  to  at- 
tack or  support  whomever  they 
please,"  grouses  Shawn  Steel, 
chairman  of  the  California  Repub- 
lican Party.  That  may  only  exacer- 
bate some  current  problems  with  the  political  process.  For  ex- 
ample, along  with  the  rise  in  fly-by-night  interest  groups, 
political  messages  could  get  a  lot  more  more  shrill.  Steel 
warns  of  "political  terrorist  storms.  If  [members  of  Con- 
gress] make  the  wrong  move,  special-interest  groups  can 
blow  them  out  of  their  seats."  GOP  legal  expert  and  Bush  cam- 
paign adviser  Benjamin  L.  Ginsberg  agrees.  "The  new  coin  of 
the  realm  will  be  the  ability  to  turn  out  voters  who  feel 
strongly  about  an  issue." 


The  PAC  Is  Back 


CORPORATE  LOBBYISTS,  TRADE 

associations,  and  ideological 
groups  will  also  have  to 
brush  up  on  old  tricks 
to    compete    in    the 
new    landscape.    One 
likely  favorite  will  be  har- 
nessing the  power  of  politi- 
cal action  committees,  which  fell 
by  the  wayside  once  donors  realized 
they    could    write    large    soft-money 
checks  directly  to  the  parties. 

The  reason  pacs  will  be  so  attractive  is  that  they  can 
give  up  to  $10,000  to  candidates  or  $30,000  to  parties.  And 
those  are  all  legitimate  hard-money  contributions.  "Com- 
panies that  don't  have  PACs  will  have  to  change  their  way  of 
doing  business,"  says  Thomas  R.  Kuhn,  president  of  the 
Edison  Electric  Institute,  a  Washington  lobbying  group  for 
electric  utilities. 

In  another  throwback  to  the  1980s,  lobbyists  are  also  like- 
ly to  take  advantage  of  bundling,  in  which  numerous  like- 
minded  PACs  contribute  together  to  multiply  their  influence. 
But  because  PACs  must  be  broadly  based,  they  can  only  accept 
up  to  $10,000  per  election  cycle  from  any  one  employee  or 
trade  association  member— companies  and  unions  can't  turn 
the  loophole  into  a  new  soft-money-like  ploy. 

In  the  end,  McCain  and  Feingold  don't  promise  to  reduce 
the  amount  of  money  in  politics,  or  to  make  political  dis- 
course more  civil.  But  they  are  convinced  that  returning  to  the 
good  ol'  days  when  hard  money  ruled  will  make  the  political 
process  cleaner.  It  breaks  the  unsavory  relationship  that  had 
developed  between  lawmakers  and  fat-cat  donors  seeking 
government  favors.  And  corporate  executives  tired  of  being  hit 
up  for  money  can  opt  not  to  spend  funds  on  campaigns  with- 
out fear  of  retribution.  "Inevitably,"  sighs  Senator  Susan  M. 
Collins,  a  Maine  Republican  and  ardent  reform  backer,  "we'll 
have  to  come  back  and  figure  out  how  to  close  all  the  new- 
loopholes."  For  now,  though,  the  soft-money  loophole  that 
swallowed  the  campaign-finance  system  looks  set  to  disappear. 
By  Paula  Dwyer  with  Laura  Cohn,  Mike  McNamee  in 
Washington,  and  Ann  Therese  Palmer  in  Chicago 
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COMMENTARY 


By  Michael  J.  Mandel 


HOW  LONG  CAN  INVESTORS  KEEP  THE  FAITH? 


Despite  the  27%  fall  in  Standard 
&  Poor's  500-stock  index  since 
the  end  of  last  summer — and  the 
16%  slide  since  the  beginning  of  the 
year — there  is  little  doubt  that  the 
U.S.  economy  and  financial  markets 
remain  the  strongest  in  the  world. 
So  far,  the  willingness  of  many  in- 
vestors to  stay  in  stocks  seems  to  re- 
flect this  confidence.  Outflows  from 
equity  mutual  funds  in  February,  ac- 
cording to  the  latest  figures  from  the 
Investment  Company  Institute,  to- 
taled only  $3  billion,  hardly  touching 
the  almost  $300  billion  poured  into 
those  funds  over  the  previous  year. 

But  such  faith  in  the  future  can 
last  only  so  long,  given  the  torrent  of 
negative  announcements  coming  al- 
most daily  from  companies  as  diverse 
as  American  Express  Co.  and  Ariba 
Inc.  The  history  of  previous  booms, 
such  as  the  U.  S.  in  the  1920s  and 
Japan  in  the  late  1980s,  suggests 
that  investors  maintain  their  faith  in 
an  eventual  market  rebound  for 
about  a  year  after  stock  prices  and 
the  economy  start  to  slide. 

If  prosperity  returns  quickly,  as  it 
did  after  the  1987 
crash,  this  confi- 
dence is  justified. 
But  when  the  econ- 
omy keeps  deliver- 
ing news  of  falling 
profits  and  rev- 
enues, investors  get 
worn  down.  They 
become  much  more 
willing  to  forsake 
equities  in  favor  of 
safer  investments — 
and  that's  when  the 
biggest  economic 
and  financial  damage  occurs. 

If  this  pattern  holds,  U.  S.  markets 
may  be  entering  a  critical  period.  Tech 
investors,  already  pummeled  by  falling 
prices  since  March,  2000,  may  make 
an  even  more  profound  retreat  if  they 
fail  to  see  signs  of  a  recovery — or  at 
least  a  stabilization — in  tech  profits 
and  revenues  by  late  spring. 

Faith  in  Old  Economy  stocks  may 
last  longer,  since  the  broader  s&P  did 
not  start  its  slide  until  late  summer 
of  2000.  But  if  the  economy  and  cor- 
porate profits  remain  weak  into  the 


second  half  of  2001,  the  market  could 
take  another  precipitous  dive. 

Why  should  it  take  a  year  for  in- 
vestors to  readjust  their  expecta- 
tions? A  long  economic  and  market 
boom  trains  them  to  buy  on  the  dip. 
That  means  investors  are  condi- 
tioned to  adopt  a  strategy  of  disre- 
garding negative  news,  or  even  treat 
it  as  a  buying  opportunity.  Thus, 
steep  market  declines — like  the  ones 
in  1987,  1990,  and  1998— merely  of- 
fered evidence  that  big  moves  down- 
ward are  always  followed  by  bigger 
moves  upward.  Indeed,  the  more 
dips  there  are,  the 
more  effective  the 
conditioning. 

Once  investors 
have  gotten  used 
to  this  pattern,  it 
takes  a  steady  and 
sustained  flow  of 
negative  announce- 
ments to  convince 
them  that 
bad  news  is 
here  to 
stay.  Wit- 
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ness  the  stock  market  crash  of  Octo-  j 
ber,  1929,  for  example.  Although  in 
retrospect  this  event  marks  the  be- 
ginning of  the  Great  Depression,  it 
was  not  so  obvious  at  the  time.  In- 
vestors had  become  used  to  market 
and  economic  volatility.  They  had 
seen  four  recessions  over  the  previ- 
ous decade,  each  followed  by  strong 
economic  and  financial  recovery. 
A  BIGGER  SWOON.  There  was  no  rea- 
son, then,  to  panic  after  the  October 
crash.  The  stock  market  was  fairly 
stable  for  almost  a  year  following  th 
initial  plummet.  It  was  not  until  Sep| 
tember,  1930,  after  a  year  of  bad  ea 
nomic  news  had  eroded  investor  con 
fidence,  that  the  market  headed  into 
another  swoon. 

It  took  somewhat  longer  to  under- 
mine investor  confidence  in  Japanesi 
markets  in  the  early  1990s,  after  the 
long  boom  there.  The  Nikkei  stock 
average  peaked  at  the  end  of  1989 
and  fell  nearly  30%  in  the  first 
three  months  of  1990.  But  then 
stock  prices  bounced  back,  as 
politicians,  economists,  and  busi- 
ness leaders  issued  a  river  of 
positive  pronouncements  about 
Japan's  future.  It  was  not  un- 
til March,  1991,  that  in- 
vestors finally  understood 
that  economic  recovery  wa 
not  around  the  corner. 
That's  when  the  Nikkei 
started  on  its  next  sustained 
slide.  It  now  trades  off  66% 
from  its  late  '89  high. 
jgSk        Perhaps  today's  U.S. 
Mffl\    investors  will  prove  a 
WfJp      hardier  breed,  more  able 
^kg         to  weather  disappointmen 
^       and  concentrate  on  the  Ion} 
run.  But  while  the  economy 
may  have  changed,  human  psy 
chology  probably  has  not. 
Unless  investors  get 
some  good  news 
from  the  real  econ 
omy,  their  com- 
mitment to  the 
market  may  soon 
dry  up. 


Mandel  covers  tin- 
u/ps  and  down*  "/  the 
New  Economy, 
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News:  Analysis  and  Commentary 


COMMENTARY 


By  Heather  Timmons 


WHY  BONDS  ARE  NO  LONGER  A  SAFE  HARBOR 


Bonds,  especially  investment-grade 
ones,  are  a  refuge  from  the  roil- 
ing stock  market,  right?  Not  so 
fast.  Already,  $20  billion  in  corporate 
bonds  have  defaulted  in  2001 — half  of 
them  rated  investment  grade  not 
more  than  12  months  before  they 
tanked.  And  defaults  are  going  to  get 
worse,  say  credit  agencies  and  risk 
assessors. 

The  news  comes  at  the  tail  end  of 
a  record  quarter  for  the  bond  market. 
Corporations  issued  $150  billion  in 
bonds  since  the  start  of  2001,  nearly 
triple  the  volume  of  a  year  ago. 
Banks  have  significantly  tightened 
lending  standards  in  the  past  year, 
and  equity  markets  have  virtually 
dried  up,  leaving  companies  to  rely  on 
the  bond  market  for  cash. 

Corporate  bond  buyers  had  better 
make  sure  they  know  what  they're 
getting  into,  since  things  have  gotten 
riskier.  Just  ask  American  Express 
Co.  On  Apr.  2,  it  said  it  will  miss 
first-quarter  earnings  projections, 
largely  because  of  a  $185  million 
write-down  to  its  junk-bond  portfolio. 
NO  SAFEGUARDS.  Holders  of  better 
rated  bonds  may  find  themselves  in 
the  same  predicament,  kmv  LLC,  a 
San  Francisco  risk  assessment  spe- 
cialist, and  rating  agency  Moody's  In- 
vestors Services  say  investment- 
grade  bonds  are  eight  times  more 
likely  to  default  now  than  they  were 
in  1997.  Standard  &  Poor's  Corp.  (like 
BusinessWeek,  part  of  The  McGraw- 
Hill  Companies)  is  expecting  a  rise  in 
II  defaults,  too.  "Everything  sug- 
-  that  2001,  and  perhaps  2002, 
be  worse  than  2000,"  says  S&P 
inalyst  Leo  Brand. 


BONDS  BUST  OUT 


The  jump  in  investment-grade  de- 
faults predicted  by  kmv  and  Moody's 
is  particularly  troubling.  Because 
these  bonds  aren't  expected  to  go 
bad,  they  don't  carry  the  safeguards 
that  junk  bonds  do.  The  latter  often 
require  borrowers  to  have  more  col- 
lateral on  hand  or  allow  for  early  re- 
payment if  a  company's  performance 
slips.  So  when  an  investment-grade 
bond  fails  or  sinks  to  junk  status,  in- 
vestors often  take  bigger  hits. 

Rating  agencies  blame  this  year's 
high  rate  of  defaults  on  so-called  fall 
en  angels — quality  companies  that 
ran  into  trouble  but  were  expected 
to  survive.  Consid- 
er Southern  Cali- 
fornia Edison,  a 
public  utility.  Based 
on  meetings  with 
management,  his- 
torical data,  and 
business  conditions 
in  the  power  indus- 
try, Moody's,  Fitch 
Inc.,  and  s&P  all 
rated  SoCal's  debt 
investment  grade 
as  recently  as  De- 
cember. In  Febru- 
ary, SoCal  defaulted  on  $6  billion  af- 
ter falling  prey  to  the  same  cash 
crunch  that  hit  other  California  utili- 
ties. "Rating  agencies  assumed  that 
policymakers  would  intercede,"  says 
Mariarosa  Verde,  director  of  loan 
products  at  Fitch. 

So  far,  predictive  credit  models 
have  helped  users  duck  some  defaults 
that  analysts  at  rating  agencies 
missed.  KMV,  for  example,  has  a 
quantitative  credit  model  that  aims  to 
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predict  company  defaults  strictly  by 
the  numbers,  using  data  such  as 
stock  prices,  volatility,  liabilities,  and 
assets.  In  February,  1999,  the  kmv 
model  showed  that  floor  manufactur- 
er Armstrong  Holdings  Inc.  had 
slipped  below  junk  status — though  it 
was  still  rated  investment  grade  by 
other  agencies.  In  subsequent 
months,  kmv's  model  showed  that 
Armstrong's  credit  rating  was  slip- 
ping further.  Ratings  agencies  didn't 
change  their  calls  until  July,  2000.  On 
Dec.  6,  a  unit  of  the  company  filed  foi 
bankruptcy.  Armstrong's  bonds  are 
now  rated  D,  the  lowest  level. 

Rating  agencies  ar 
gue  that  models  like 
kmv's  predict  only 
short-term  credit 
quality,  not  an  in- 
vestor's likelihood  of 
being  repaid  in  the 
long  term.  Nonethe- 
less, Moody's  has  in- 
troduced a  similar 
model,  and  Fitch  is 
developing  its  own 
predictive  models. 
Bond  specialists 
agree  credit  quality 
just  isn't  as  predictable  as  it  used  to 
be.  "The  pace  of  the  business  cycle 
has  made  credit  evaluation  more  chaJ 
lenging,"  says  Thomas  (I.  Mahcras,  a 
Citigroup  vice-chairman  and  Salomon 
Smith  Harney's  head  of  global  fixed 
income.  IT  these  predictive  models  an 

right,  the  future  pace  of  defaults  will 

provide  an  even  bigger  challenge. 


Timmons  covers  banking  andfinana 
from  New  York. 
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News:  Analysis  &  Commentary 


EXECUTIVE  SUITE 


THE  TECH  SLUMP 

DOESN'T  SCARE  MICHAEL  DELL 

"What  we  see  now  is  a  more  normal  business  environment" 


On  Apr.  3,  as  part  of  BusinessWeek's 
continuing  "Captains  of  Industry"  se- 
ries with  the  92nd  Street  Y  in  New 
York,  Dell  Computer  Corp.  ceo  Michael  S. 
Dell  sat  down  with  Editor-in-Chief 
Stephen  B.  Shepard  to  talk  about  Dell 
and  the  changing  PC  business.  Excerpts: 

How  is  the  tech  slump  affecting  your 
business? 

If  the  overall  market 
were  growing  faster,  we 
would  have  an  opportu- 
nity to  grow  at  a  faster 
rate.  I  think  it  affects 
much  more  the  compa- 
nies that  are  operating 
with  less  efficient  busi- 
ness systems.  In  our  last 
quarter,  we  had  43% 
growth  in  units.  That 
was  4.5  times  the  rate  of 
the  market  growth.  All 
the  data  that  we  have  so 
far  for  this  year  would 
indicate  that  we're  grow- 
ing significantly  faster 
than  the  market. 

How  do  you  motivate 
employees  at  this  time? 
A  year  ago  people 
would  say,  "0.  K.,  now  we're  going  to  go 
work  for  washmycar.com,"  and  all  sorts  of 
crazy  businesses  that  were  being  invent- 
ed. What  we  see  now  is  a  more  normal 
business  environment:  People  appreciate 
being  employed.  They  appreciate  the  fact 
that  they  have  salary  and  benefits  and  in- 
centive compensation  plans  that  actually 
pay,  and  bonus  plans  and  profit  sharing 
plans  that  are  funded  based  on  the  suc- 
cess of  the  business. 


How  do  I  get  my  supply  chain  to  be  more 
efficient?  How  do  we  link  our  customers?" 
Just  fundamental,  blocking-and-tackling, 
roll-up-your-sleeves  kind  of  work  that  has 
very  clear  and  tangible  benefits  in  the 
P&L  and  in  the  balance  sheet. 

WJiere  do  you  see  future  growth  coming 
from? 


There  is  a  shift  from  fixed  compute 
to  mobile  computers  that  is  quite  pi 
nounced.  As  we  get  wireless  networ 
and  the  next-generation  cellular  sj 
terns  that  are  higher-speed,  those  n< 
works  allow  us  to  take  our  compute 
anywhere.  But  remember,  the  PC  is 
device  that  is  sold  to  the  tune  of  1 
million  units  a  year.  Now,  will  it  chan 
form?  Definitely,  but  I  don't  think  i 
going  away  anytime  soon. 

Many  companies  have  decreased  in  vi 
ue  tremendously.  Is  Dell  interested 
acquiring  in  order  to  expand  and  divl 
sify?  Pick  'em  up  cheap,  in  other  won 
Just  because  it's  cheap  doesn't  me 
it's  good.  Almost  all  of  our  growth  h 
come  with  organic  activity  as  oppos 
to  acquisition.  I  truly  l 
lieve  that  will  contin 
to  be  our  major  sour 
of  growth.  We're  acqu 
ing  our  competitors,  o: 
customer  at  a  time.  N 
to  say  that  we  wouldi 
consider  [acquisitions] 
a  path  for  continuing  e 
pansion,  but  we're  n 
spending  a  lot  of  tin 
thinking  about  it. 


The  biggest  opportunity  for  us  is  in 
the  server  and  storage  markets,  which 
are  midway  through  the  commoditization 
that  has  occurred  in  desktops  and  note- 
books. Then  there's  globalization.  We  have 
about  22%  share  in  45%  of  the  market. 
We  have  only  5%  in  the  other  55%  of 
the  market.  So  there's  a  big  opportunity 
to  grow  outside  of  the  top  four  or  five 
countries  in  the  world. 


Did  we  get  caught  up  in  the 
romance  of  technology  a  little 
bit  too  much? 

The  new  technology  still  has 
a  tremendous  opportunity  to  change  busi- 
nesses. The  change  will  be  more  profound 
for  existing  businesses,  not  necessarily 
new  businesses.  A  year  ago,  customers 
were  scrambling  to  figure  out  how  they 
were  going  to  deal  with  their  dot-com 
competitors.  Now  what  they  are  thinking 
about  is,  "How  do  I  drive  productivity? 


CAPTAINS 


Do  you  see  making  Net  ap- 
pliances or  set-top  boxes? 
I   wouldn't  rule  out  any 
1  IN  if  L  S I  RY       product  category,  although  so 
far  those  products  have  been 
more  technologies  in  search  of  a  cus- 
tomer than  large  markets.  The  concept 
of  the  Internet  appliance  has  been  an 
economic   disaster.   Nobody   has   pur- 
chased them. 


What  do  you  think  of  predictions  thai 
pes  nrc  going  Hie  way  of  the  dinosaur? 


What  is  the  future 
Apple  Computer? 
Silicon  Graphics. 

That  bad? 

Maybe  it's  a  little  I 
different.  But  if  you  lo< 
at  proprietary  comput 
companies,  whether  ii 
Digital  or  Silicon  Grap 
ics  or  Apple,  I  think  the  fates  are  i 
relatively  similar.  We  know  how  tl 
movie  ends.  It's  just  a  question  of  wh 
happens  in  the  middle.  Apple  has  a  ve 
little  customer  base.  If  you  look  at  t] 
economics,  it  has  been  extremely  ha: 
for  Apple  to  get  a  return  on  its  R<S 
with  a  shrinking  volume  base.  It's  not 
say  that  Apple's  products  aren't  inno 
ative  or  cool,  but  the  economic  facto 
here  are  so  overwhelming,  it's  very  ha 
for  them  to  swim  against  that  tide. 

//'  you  were  running  Apple,  is  there  an 
thing  you  could  do  to  change  tfiat? 
I  would  never  take  that  job. 

You're  86  years  old.  Do  you  expect  to 
CEO  of  Dell  for  the  next  .'•>  years? 

I  think  I've  got  at  least  another  go< 
25  years  left.  I  feel  I've  got  a  fantast 
job  and  there  is  plenty  of  room  for  I 
and  the  Company  to  grow.  So  I'm  staj 
ing  right  where  I  am. 
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*Offer  good  on  1-year  subscriptions  to  PlaceWare  Meeting  Center  2000  or  Conference  Center  2000  services.  Offer  ends  5/31/01. 


■am 

k«!HMM 
\\\\W* 
IttttW 

MWttV 
to 


lllllllllllll 

Hlllllltllllll 


M 

ittUVUUtttttt 

wwwwwww 


In  Business  This  Week 


EDITED  BY  MONICA  ROMAN 


A  SURPRISE  BID 
FROMAIG 

SO   MUCH   FOR   A   DONE   DEAL. 

On  Apr.  3,  Maurice  Green- 
berg,  head  of  insurance  giant 
American  International  Group, 
bid  $23  billion  in  stock  for 
Houston  insurer  American 
General.  The  surprise  move 
could  trump  an  earlier  offer 
made  by  British  insurer  Pru- 
dential. By  joining  with 
American  General,  Greenberg 
wants  to  boost  aig's  life-in- 
surance and  retirement-sav- 
ings franchises.  He  also  wants 
to  save  a  potential  $200  mil- 
lion in  expenses  over  the  next 
12  months.  Sounds  good.  But 
American  General's  board 
must  approve  Greenberg's 
bid.  Prudential  points  out  that 
American  General  might  have 
to  pay  as  much  as  $600  mil- 


CLOSING    BELL 


UNLUCKY  LUCENT 

Fears  about  Lucent  Tech- 
nologies' health  continue. 
Shares  fell  13.6%,  to 
$6.78,  on  Apr.  4  on  rumors 
that  the  telecom-equipment 
maker  would  file  for  bank- 
ruptcy protection.  The 
company  called  the  rumors 
false  and  irresponsible. 
But  analysts  remain  wor- 
ried. "A  liquidity  crisis  is 
not  imminent,  but  liquidity 
could  become  an  issue 
over  the  next  few  quarters," 
says  telecom-bond  analyst 
Bruce  Hyman  of  Standard 
&  Poor's. 


LUCENT  TECHNOLOGIES 
STOCK  PRICE 


MAR.  4,  '01  APR.  4 

Data:  Bloomberg  Financial  Markets 


lion  as  a  breakup  fee  if  it  ac- 
cepts another  offer. 

HOW  STAPLES  AIMS 
TO  AVOID  A  JAM 

THE  DIRECTORS  OF  STAPLES 
voted  on  Apr.  3  to  forgo  per- 
sonal profits  on  a  stock  buy- 
back,  after  facing  lawsuits 
and  shareholder  criticism. 
Last  month,  the  retailer  pro- 
posed paying  nearly  $7  a 
share  to  buy  up  shares  in  its 
Internet  unit,  Staples.com, 
which  never  went  public. 
That's  twice  what  venture 
capitalists  paid  for  a  stake  in 
the  dot-com  in  late  1999. 
Some  Staples  Inc.  investors 
were  irate  because  they  saw 
the  buyback  as  unfair.  Sta- 
ples Chairman  Thomas  Stem- 
berg  says  the  vote  was  de- 
signed "to  avoid  even  the 
appearance  of  a  conflict  of  in- 
terest." Staples  still  plans  to 
go  ahead  with  the  buyback 
for  Staples.com  employees 
and  venture  investors. 


FPL  AND  ENTERGY: 
THE  LIGHT  GOES  OUT 

POWER  COMPANIES  HAVE  BEEN 
hot  stocks  lately,  but  when  it 
comes  to  dealmaking,  they've 
been  anything  but  electrify- 
ing. Case  in  point:  FPL  Group 
and  Entergy,  which  on  Apr.  2 
called  off  a  megamerger  that 
would  have  created  the 
biggest  electric  utility  in  the 
U.S.,  with  $15  billion  in  sales. 
The  failure  came  less  than  a 
month  after  Consolidated 
Edison  pulled  the  plug  on  its 
takeover  of  Northeast  Utili- 
ties. FPL  and  Entergy,  which 
had  agreed  last  July  to  com- 
bine, each  blamed  the  other 
for  the  rupture,  though  each 
forswore  litigation. 

BUFFETT  TAKES 
A  SHINE  TO  THE  GAP 

BILLIONAIRE  WARREN  BUFFETT 
has  been  known  to  jest  that 
he  can  make  a  tailored  suit 


HEADLINER:  GERALDINE  LAYBOURN 


FRESH  AIR  FOR  OXYGEN 


OXYGEN  MEDIA  CEO 

Geraldine  Laybourne  has 
gained  some  breathing 
room.  The  past  several 
months  have  been 
tough  on  her 
fledgling  Inter- 
net and  cable- 
television  ven- 
ture aimed  at 
women.  In  early 
April,  the  compa 
ny  was  forced  to 
lay  off  35  people  at 
its  Internet  unit.  But  AOL 
Time  Warner,  which  holds 
a  minority  stake  in  Oxy- 
gen, has  pumped  new  life 
into  the  New  York-based 
venture.  The  media  giant 
agreed  to  boost  its  stake  in 
Oxygen,  though  neither 
company  would  disclose 
the  percentage.  It  will  also 
begin  delivering  the  Oxy- 


gen cable  channel  to  10 
million  of  Time  Warner  C 
ble's  subscribers,  which 
means  that  Oxygen  no 
has  commitments  t 
be  in  42  million  ca] 
ble  homes  by 
2003.  AOL  also 
agreed  to  steer 
traffic  to  Oxy- 
gen's four  Web 
sites. 

Since  Oxygen 
was  founded  in  Apri 
1998,  skeptics  have  pre- 
dicted it  would  not  sur- 
vive. But  Laybourne,  who 
previously  founded  the 
Nickelodeon  children's  ca- 
ble channel,  remains  confi 
dent.  "We  know  we  are  dc 
ing  the  right  thing  for 
women,"  she  says.  "All  I 
can  say  is,  stay  tuned." 

Tom  Lowr 


look  bad.  Now,  he's  going  ca- 
sual. On  Apr.  2,  Buffett's 
Berkshire  Hathaway  dis- 
closed that  it  had  paid  about 
$204  million  for  8  million 
shares  of  retailer  Gap.  Buf- 
fett  has  made  a  habit  of  suc- 
cessfully snapping  up  brands 
that  he  thinks  have  bottomed 
out.  Could  this  signal  that 
Gap  and  its  other  struggling 
brands,  Old  Navy  and  Ba- 
nana Republic,  are  about  to 
come  back  in  vogue?  In- 
vestors aren't  buying  it. 
Gap's  stock  rose  a  meager 
700,  to  $24.42,  on  the  day 
Buffett's  stake  was  disclosed. 


ASBESTOS  STILL 
HAUNTS  GRACE 

W.  R.   CRACK    HASN'T   PUT  ANY 

asbestos  in  its  chemicals  or 
building  materials  since  1973 
and  has  paid  out  $1.9  billion 
to  settle  health  claims  aris- 
ing from  exposure  to  asbestos 
in  products  it  sold  before  the 
halt.    But    those    measures 


weren't  enough.  As  new 
jury  claims  pour  in  at  a  r; 
of  1,000  a  week,  the  compa 
with  annual  revenues  of  $ 
billion,  filed  for  Chapter 
bankruptcy    protection 
Apr.  2.  Grace  is  the  sixth 
company  pushed  into  bai 
ruptcy  by  asbestos  liabilit 
since  Jan.  1,  2000.  Invest 
worry  use  might  be  next; 
shares  plunged  20%  in  1 
three  days  after  Grace's 
ing.  But  use  insists  it 
plenty  of  liquidity  to  ke 
afloat  until  Congress  find 
way  to  resolve  the  crush 
asbestos  lawsuits. 


ETCETERA... 


■  TheStreet.com  will  cut 
workforce  by  20%'  to  h 
save  more  than  $15  millior 

■  Target  registered  with  i 
sec  to  oiler  Lip  to  $3  billior 
mixed  securities. 

■  Gladiator  producer  I  he- 
Works  SKG  is  in  talks  \v 
AOL  Time  Warner. 
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Advice  on  your  terms. 

When,  where  and 
L    how  you  want  it. 


Extensive 
resources  to 
help  you  invest. 

It's  all  part  of  the 
Prudential  Advisor 
relationship. 

•  Prudential.com  and 
Standard  &  Poor's 
Personal  Wealth 
websites 

•  Nine  Daily  Market 
Commentaries  from 
our  analysts 

•  Dial  in  to  regularly 
scheduled  pre-recorded 
strategy  calls 

•  Research  reports  such 
as  Investor  Weekly, 
Stockwise®  P.S.I.  Select,® 
and  Yield  Advantage  to 
keep  you  informed  of 
the  latest  market  events 


Prudential  Advisor  is  the  full-service  investment  advisory  program 

that  puts  you  in  charge,  combining  the  personalized  advice  of  a  financial 

professional  with  pricing  that  makes  sense  for  today's  investor. 


Objective  Advice. 

Whether  you're  looking  for  new  ideas 
or  second  opinions,  a  highly  skilled 
Prudential  Securities  Financial 
Advisor  can  offer  the  perspective 
and  insight  you  need. 

Flexible  Choices. 

Enjoy  the  best  of  both  worlds — 
investing  with  the  help  of  your 
financial  advisor  or  online.  Either 
way,  you'll  get  the  level  of  service 
you  demand. 

Quality  Research. 

Our  team  of  award-winning  research 
analysts  tracks  nearly  800  companies — 
in  all  major  industry  sectors — and 
provides  analysis  of  key  markets  around 
the  world.  Research  is  one  of  the  many 
resources  that  you  and  your  financial 
advisor  can  tap  into  to  help  manage 
your  investments. 


Straightforward  Pricing. 

Upfront  and  easy  to  understand, 
Prudential  Advisor's  innovative  pricing 
helps  you  better  anticipate  your  total 
costs,  enabling  you  and  your  financial 
advisor  to  focus  on  what  matters  most — 
growing  your  assets. 

Call  now  for  your 
FREE  consultation 
and  brochure. 

Find  out  how  you 
can  invest  the  way 
you  want  through  the 

i    Prudential  Advisor 
program. 

1-800-THE-ROCK 

ext.  5163,  or  visit  prudential.com 


%  Prudential 


©  02/01  Securities  products  ond  services  offered  through  Prudentiol  Securities  Incorporated,  199  Water  Street,  New  York,  NY  10292,  member  SIPC,  www.prudentiolsecunties.com,  a  Prudential  company. 
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hp  storage  disaster  recovery 


What  it  does:  It  maintains  the  integrity  of  your  data  while 
transmitting  it  to  your  backup  storage  site,  even  if  it's 
thousands  of  miles  away. 


How  it  helps:  Your  data  is  completely 
and  immediately  recoverable  in  the 
event  of  a  disaster. 


How  you'd  explain  it  to  a  clumsy 
antique  shopper:  Don't  worry  about 
the  one-of-a-kind  Ming  vase  you 
just  dropped,  we've  got  another  in 
the  back  just  like  it. 


hp  infrastructure  solutions  for  an  always-on  business:  www.hp.com/go/storagesuccess 
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invent 


Which  best  describes 

the  systems  integration  project 

you're  considering? 


If  you're  considering  a  project  that's 
likely  to  keep  you  up  nights,  there's 
something  you  should  know: 

Us. 

At  AMS  we've  managed  eBusiness, 
IT,  and  systems  integration  projects  of 
intimidating  complexity  for  over  thirty 
years.  And  we've  done  it  so  successfully 


that  Forbes" Magazine  has  named  us  one 
of  the  best-performing  big  companies  in 
the  U.S. 

For  two  years  in  a  row. 

So  if  you're  in  the  process  of  talking 
to  consultants,  we  hope  you'll  contact  us. 

Because  you  can  be  sure  of  one  thing. 

You'll  be  in  good  hands. 


ams 

Industrial 
strength  IT 


ams.com 
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WINCES 
IS  BUSH  FUMBLES  ON  TRADE 


^  eorge  W.  Bush  never  spent  much  time  on  the  campaign 

I  trail  defining  his  goals  on  international  trade,  and  De- 
mocrats were  content  to  avoid  the  subject  as  well.  But 
e  omission  has  come  back  to  haunt  him.  As  Bush  faces  his 
st  major  appearance  on  the  international  stage — a  hemi- 
heric  trade  summit  on  Apr.  20  in  Quebec  City — he  has 
t  to  settle  on  even  the  outlines  of  a  free-trade  strategy. 
In  one  telling  lapse,  when  King  Abdullah  visits  in  early 
ail,  Bush  will  be  unable  to  present  him  with  a  copy  of  the 
■pleted  free-trade  agreement  that  the  Clin- 
i  Administration  negotiated  with  Jordan  last 
ar.  Turns  out  Bush's  trade  officials  neglected 
submit  it  for  congressional  approval  in  time. 
Even  worse  for  the  President's  Quebec  City 
but,  he  has  yet  to  ask  Congress  to  renew 
;  authority  to  negotiate  free-trade  deals. 
,e  absence  of  that  authority,  which  lapsed  in 
94,  has  been  repeatedly  cited  by  Brazil  as  a 
ason  to  slow  down  talks  over  the  Free 
ade  Area  of  the  Americas  (ftaa),  an  ambi- 
us  plan  to  fashion  a  34-nation  free-trade 
ne  from  the  Arctic  to  Tierra  del  Fuego. 
:sh  had  high  hopes  of  arriving  in  Quebec 
th  a  congressional  mandate  for  trade  ex- 
nsion  firmly  in  hand.  And  he  had  intended 
push  up  the  timetable  for  completing  the 
KA  deal  by  two  years,  from  2005  to  2003,  to 
il  it  during  his  term.  Now,  the  President  ~ 
11  likely  abandon  that  effort. 

O  MANY  COOKS?  Part  of  Bush's  problem  is  organizational. 
S.  Trade  Representative  Robert  B.  Zoellick  was  the  last 
binet  member  to  be  confirmed — and  only  after  narrowly 
ining  a  White  House  debate  over  whether  to  strip  his 
ice  of  Cabinet  rank.  Then  policymaking  authority  was  di- 
led  among  the  National  Security  Council,  the  trade  repre- 
ltative,  and  the  Commerce  Dept.  That  led  to  a  tug-of-war 
?r  Zoellick's  chief  deputy,  veteran  trade  negotiator  Peter 


CAPITAL  WRAPUP 


ZOELLICK:  Off  to  a  slow  start 


Allgeier.  Zoellick  eventually  won  back  Allgeier  from  the  nsc 
to  head  the  ftaa  effort,  but  relations  are  strained. 

Another  problem:  internal  disarray  over  who's  running 
the  store.  In  March,  Zoellick  accused  National  Security  Ad- 
viser Condoleezza  Rice  and  the  State  Dept.  of  undermining 
his  trade  strategy.  Zoellick  wanted  to  submit  to  Congress 
Clinton  trade  deals  with  Vietnam  and  Jordan,  along  with  a  re- 
quest for  authority  to  negotiate  agreements  that  Congress  can 
approve  but  not  amend.  But  the  striped-pants  set  rejected  the 
package  deal  for  fear  that  the  popular  Jordan 
and  Vietnam  agreements  would  sink  along  with 
the  controversial  fast-track  authority. 
HILL  FIGHT.  Zoellick  isn't  getting  much  help 
from  Hill  Republicans  either.  They  remain  un- 
decided on  a  key  Democratic  demand  that  any 
grant  of  trade-negotiating  authority  incorpo- 
rate protections  of  labor  rights  and  the  envi- 
ronment. Such  prescriptions,  spelled  out  in  the 
Jordan  agreement,  prevent  either  nation  from 
relaxing  labor  and  environmental  laws  to  gain 
an  export  edge  or  attract  foreign  investment. 
Calling  the  Democrats'  demands  on  labor  and 
the  environment  "background  noise,"  House 
Majority  Leader  Richard  K.  Armey  (R-Tex.) 
told  a  business  group  on  Mar.  27  that  Republi- 
cans have  the  votes  to  strip  the  rules  out, 
"and  we  ought  to  just  do  it."  But  Senate  Fi- 
~  nance  Committee  Chairman  Charles  E.  Grass- 
ley  (R-Iowa)  disagrees.  "The  practical  aspects  are  [that]  we 
won't  have  a  deal  unless  we  deal  with  [labor  and  the  envi- 
ronment]," he  says. 

Bush  and  Zoellick  eventually  could  build  momentum  for 
trade  liberalization.  But  business  groups  that  had  high  hopes 
for  the  ftaa  are  disappointed  by  the  confusion  within  the  Ad- 
ministration. For  once,  they  note,  it's  the  Democrats  standing 
firmly  together  on  trade  while  the  Republicans  dither. 

By  Paul  Magnusson 


OCIAL  SECURITY  DIVIDE 

The  White  House  and  congressional 
Republicans  agree  on  the  need  for  pri- 
ate  Social  Security  investment  ac- 
mnts.  But  they  can't  agree  on  the 
imposition  of  a  commission  designed 
)  rubber-stamp  that  recommendation. 
fill  gop  leaders  would  like  a  panel 
lade  up  mainly  of  lawmakers,  arguing 
mt  it  would  have  the  best  chance  of 
•afting  a  proposal  that  could  pass 
ongress.  But  Bush  wants  a  panel  of 
asiness  and  financial  execs — and  few, 

any,  members  of  Congress. 


BUSH  TAPS  DEFENSE  INC.  AGAIN     A  REBUKE  FROM  ENRON'S  BOSS 


►  After  picking  industry  execs  as  his 
leading  candidates  to  head  the  Navy 
and  Air  Force,  President  Bush  is  fol- 
lowing the  same  pattern  for  the  Army. 
His  expected  choice:  Enron  Corp.  ex- 
ecutive and  retired  Brigadier  General 
Thomas  E.  White  Jr.  White  is  expect- 
ed to  be  a  strong  proponent  of  out- 
sourcing such  services  as  electricity 
delivery — which  could  benefit  his  for- 
mer company.  Enron  won  a  $25  million 
contract  in  1999  to  provide  power  and 
water  to  New  York's  Fort  Hamilton. 


►  Ever  since  the  President  backed 
away  from  action  to  prevent  global 
warming,  greens  have  wondered  what 
Enron  Chairman  Kenneth  L.  Lay,  a 
pal  of  George  W  and  a  backer  of  anti- 
global  warming  measures,  thought  of 
the  decision.  Well,  at  an  Apr.  4  Toron- 
to Board  of  Trade  meeting,  a  question- 
er put  Lay  on  the  spot.  Visibly  uncom- 
fortable, according  to  one  participant, 
Lay  responded  that  the  Administra- 
tion team  went  too  far — and  that  he 
has  already  let  them  know  it. 
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Marketing 


AUTOS 


GM  WARMS  UP 
ITS  BRANDING  IRON 


The  Detroit  behemoth 
rediscovers  a  harsh  truth: 
Even  smart  new  models 
need  nameplate  strength 

Not  long  ago,  the  Oldsmobile  Alero, 
Aurora,  and  Intrigue  were  ex- 
tolled as  shining  examples  of 
what  General  Motors  Corp.  could 
do  when  its  product  developers  set  out 
to  design  sharp  cars.  The  models  won 
plaudits  from  the  automotive  press  for 
their  distinctive  styling  and  carried  the 
kind  of  mystique  that  lends  itself  to  in- 
novative marketing  programs  such  as 
appearances  in  the  hit  sci-fi  show  X- 
Files.  As  it  turned  out,  though,  they 
were  too  little,  too  late.  In  December, 
gm  made  the  painful  decision  to  phase 
out  the  once-storied  Oldsmobile  brand. 
The  sobering  marketing  lesson:  A  stale 
brand  almost  always  trumps  an  innova- 
tive product  sold  under  that  name. 

That  sad  truth  is  causing  the  auto 
maker  to  reexamine  the  way  it  mar- 
kets cars.  In  the  mid-1990s,  General 
Motors  unleashed  a  "brand-manage- 
ment" strategy  amid  much  fanfare 
that  aimed  to  sell  cars  the  way 
Procter  &  Gamble  Co. 
sells  soap.  In  practice, 
that  often  meant  fo-     '' 
cusing  the  marketing     j 
effort  on  innovative 
new    models    rather 
than   the   division   that 
spawned  them.  But  gm  didn't 
get  much  mileage  out  of  those  launches. 
"They  have  made  almost  no  progress 
in  the  past  five  years  in  terms  of 
changing  the  perception  of  gm 
brands,"  says  Susan  Jacobs,  pres- 
ident of  automotive-marketing 

CHEVROLET 

The  classic 
'r)7  Bel  Air  has  nothing  on  the 
new  SSR  when  it  comes  to  the 
sort  of  style  that  evokes 
Beach  Boys  tunes 


firm  Jacobs  &  Associates  in 
Rutherford,  N.J. 

Now,  gm  is  tilting  the  focus 
back  toward  those  muddied 
division  labels.  Cadillac  and 
Chevrolet  are  rolling  out  market 
ing  campaigns  featuring  splashy,  emo- 
tional ads  celebrating  their  overall 
brands  rather  than  particular  models. 
gm's  other  divisions  are  likewise  con- 
juring up  ad  campaigns  that  more  con- 
sistently market  vehicles  sold  under  the 
same  umbrella  brand.  And  in  the  next 
several  years,  gm  will  roll  out  several 
high-priced  niche  cars  for  Cadillac, 
Chevy,  and  possibly  Buick  that  are  de- 
signed to  reinforce  each  brand's  distinc- 
tive personality. 

DIVERTED  DOLLARS.  New  models  and 
big  sellers  will  still  get  their  own  bud- 
gets, but  GM  is  shifting  more  of  its  ad 
budget — $2.8  billion  last  year — to  the 
overall  brands.  "The  lesson  is  that  divi- 
sional positioning  has  to  be  king,"  says 
John  G.  Middlebrook,  gm's  vice-presi- 
dent and  general  manager  for  brand 


CADILLAC 

Caddies  can 
be  red-hot: 
Witness  the 
'59  Eldorado 
and  the  Evoq 
concept  car 


marketing  and  cor- 
porate advertising. 

Cadillac   may   be 
the  best  example.  In 
recent    years,    gm's 
luxury  unit  has  mus- 
tered only  a  single 
ad  for  the  division, 
says     Kim     Kosak, 
Cadillac's  advertising 
director.  So  it  was  a 
bold     stroke    when 
Cadillac   rolled    out 
the  glamorous  "mo- 
ments" ad  during  the 
Academy  Awards  broadcast  on  Mar. 
The  mission:  to  restore  Cadillac's  h 
toric  blend  of  hot  design,  a  great  dri\ 
and  the  latest  technology.  About  20 
of  Cadillac's  nearly  $100  million  ad  bu 
get  will  go  toward  the  division's  cai 
paign,  vs.  zilch  last  year.  The  new 
places  several  classic  Cadillacs  agair 
the  backdrop  of  gm's  postwar  heyd: 
when    swing    ruled    the    pop-mui 
charts.  Then  it  segues  into  images 
four  new  or  proposed  Cadillacs, 
eluding  a  $70,000  Cadillac  toe 
ster,  which  goes  on  sale  in  20( 
the   newly   launched    Escala 
sport  utility,  and  t 
Imaj,  a  sedan  c(  I 
cept 
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Even  the  most 

savvy  travelers  can  use 

a  helping  hand. 


>r  frequent  international  travelers,  it 
n  be  more  than  a  trifle  challenging 
/ing  to  juggle  schedules  in  two 
fferent  time  zones.  For  these  highly 
obile  executives,  there's  the  Rolex 
MT- Master  II.  This  ruggedly 
.ndsome  and  dependable  timepiece  is 


equipped  with  a  supplementary  24 -hour 
hand  that  enables  a  traveler  to 
/     determine  at  a  glance  the  time  in 
a  second  time  zone.  This  makes 
international  travel  a  little  less 
disorienting,  and  shows  that  for  weary 
travelers  four  hands  can  be  just  the  ticket. 


# 


:x  Oyster  Perpetual  GMT-Master  II  in  stainless  steel  with  matching  Oysterlock  bracelet   For  the  name  and  location  of  an  ( )ttn  ial  Rolex       "T~%  S^\  T    T71  ~\7" 
der  near  you,  please  call  1-800 -36 ROLEX.  Rolex,  W,  Oyster  Perpetual,  GMT-Master  II  and  Oysterlock  are  trademarks,  www. rolex  com      XYi  \J  -Li  -I—J  ^X 


to  the  consistent  advertising  message 
of  rival  brands,  "luxury  consumers  say, 
'I  own  a  hmw'  or  'I  own  a  Mercedes,'" 
says  Cadillac  General  Manager  Michael 
O'Malley.  "I  have  to  get  this  organiza- 
tion focused  on  the  Cadillac  brand." 
PRO  TRUCKS.  Chevy  is  taking  a  similar 
position.  The  division  has  long  marketed 
its  entire  truck  line  successfully  with 
Bob  Seger  singing  Like  a  Rock.  But 
the  passenger-car  line  is  just  starting 
to  get  a  focus.  Its  newest  ad  campaign, 
which  pushes  dependability  with  the 
"We'll  be  there"  theme,  features  sever- 
al Chevys.  The  car  unit  hasn't  run  ad- 
vertising to  bolster  its  overall  image  in 
seven  years,  says  Chevy  General  Man- 
ager Kurt  Ritter.  "You  need  to  more 
closely  link  the  nameplates  to  the  divi- 
sional brand,"  he  says. 

GMC  is  making  a  push,  too.  The  all- 

GM  TUNES  UP  ITS 
BRAND  MANAGEMENT 

■  GM  will  market  each  of  its  six 
divisions,  not  just  individual  car 
models 

■  Ads  often  will  feature  an  array 
of  division  cars  to  show  their  role 
within  the  brand 

■  Chevrolet,  Cadillac,  and  other 
divisions  will  launch  specialty 
cars  to  capture  their  brand's 
personality  and  generate  buzz 

truck  division  has  long  been  seen  as  a 
slightly  nicer  Chevrolet  truck.  For  the 
most  part,  the  trucks  aren't  much  more 
than  that.  But  ads  will  present  the 
brand  as  "professional-grade"  trucks  for 
entrepreneurs  and  particularly  picky 
sport-utility  buyers.  Although  the  ads 
feature  just  one  vehicle,  they'll  be  tai- 
lored to  a  single  theme  rather  than 
having  each  model  pursue  its  own  im- 
age, says  Mark-Hans  Richer,  GMC's  pro- 
motional director  for  advertising  and 
sales. 

The  emphasis  on  the  divisions  doesn't 
stop  with  the  ads.  Several  GM  units  are 
developing  highly  stylized  niche  cars  to 
capture  the  overall  brand  image.  Cadil- 
lac's sports  car,  based  on  the  Evoq  con- 
cept unveiled  in  1999,  will  hit  show- 
rooms in  2008  to  stress  the  brand's 
nearly  forgotten  performance  image  of 
old.  Likewise,  Chevy's  retro-styled  SSR — 
think  in  terms  of  a  hot-rod  pickup — is 
designed  to  invoke  Chevy's  fun  heritage 
when  it  goes  on  sale  in  late  2002. 

No  one  said  fixing  <;m  would  be  easy. 

But  if  it  doesn't  make  the  right  moves 

to  rebuild  its  brands,  the  carmaker  could 

iilling  the  same  Olds  story  for 

another  of  its  venerable  brands. 

By  David  Welch,  in  Detroit 


Sports  Business 


BASEBALL 


SPEAK  BLUNTLY, 
AND  GARRY  A  BIG  BAT 

Why  MLB  exec  Sandy  Alderson  is  the  tough  guy  to  watch 


If  big-league  baseball's  strike  zone 
seems  a  bit  roomier  this  year,  don't 
blame  your  bifocals.  Blame  Sandy 
Alderson. 

Better  yet,  thank  Alderson.  As  one  of 
Major  League  Baseball  Commissioner 
Bud  Selig's  top  two  aides,  the  bookish- 
looking-but-hard-as-a  bat  executive  is 
in  charge  of  one  of  the  new  season's 
most  refreshing  experiments:  restoring 
the  maligned  strike  zone  to  its  long-ne- 
glected rule-book  dimensions. 

According  to  baseball's  official  rules, 
the  strike  zone  extends  from  "the 
armpits  to  the  top  of  [a  batter's]  knees." 
But  as  umpires  modified  the  zone  to 
their  liking  in  recent  years,  it  shriveled 
to  the  point  where  a  pitch  above  the 
belt  often  was  called  a  ball. 
To  many  in  baseball 
the  shrinking  tar- 
get has  fed  an  un- 
healthy trend- 
runaway  offenses 
and  three-hour-plus 
games  that  tried  the 
patience  of  fans. 

Still,   restoring 
the    zone    to    its 
rightful  shape  has 
not  been  easy.  When  owners 
tried  a  few  years  ago,  power  hit- 
ters, who  tend  to  wait  for  pitches 
in  certain  locations,  threw  tantrums 
and  umps  moaned  about  the  abuse  they 
were  taking.  The  plan  was  junked. 
THINKER.  The  reason  for  more  optimism 
this  time  around  is  Alderson,  one  of 
baseball's  deeper  thinkers  and,  say  col- 
leagues, among  its  most  unyielding  ex- 
ecs. "When  I  knew  Sandy  was  doing 
the   strike   zone,   I    felt  we   had   a 
chance,"  notes  Chicago  Cubs  General   / 
Manager  Andy  MacPhail.  Adds  Ari-   \ 
zona  Diamondbacks  pitching  coach  Bob 
Welch:    "It    got    to    the 
point  where  the  strike 
zone  was  the  size 
of  a  gnat's  behind, 
and  Sandy  is  do- 
ing  something 
about  it." 

The     strike 
zone    is    Alder- 


son's  latest,  if  not  most  formidable,  chal 
lenge  as  he  hones  a  growing  reputatioi 
as  mlb's  tough  guy.  In  his  role  as  exec 
utive  vice-president  for  baseball  opera 
tions,  he  was  at  Selig's  side  two  year 
ago  when  MLB  pummeled  the  umpires 
union  in  contentious  negotiations  tha 
left  the  union  emasculated  and  it 
brassy  leader,  Richie  Phillips,  discredit 
ed.  And  while  his  role  in  collective  bar 
gaining  with  the  players,  starting  in  Oc 
tober,  remains  unclear,  Alderson  migh 
be  Selig's  not-so-secret  weapon. 

His  background  is  a  good  part  of  th 
reason  Alderson  could  be  the  exec 
watch  as  the  MLB  tries  to  avoid  anothe 
shutdown.  In  baseball,  where  many  ex 
ecs  climb  the  ladder  after  playing  pr 


Alderson  helped  bring  the 
umps'  union  to  its  knees. 
His  new  project:  Fixing 
the  strike  zone 
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MYSAP.COM 

YOU  KNOW,  THE  E-BUSINESS  PLATFORM  FOB  THOSE 


'OWERFUL  PEBSOI 


NOTIONAL  ORGANIZATIONS 


UITH  ELABOBATE  AND  WORLDWIDE  SUP  1AINS.) 


In  the  new,  new  economy  you're  only  as  good  as  your  ability  to  seamlessly  collaborate  with 
your  employees,  customers  and  partners.  Enter  mySAP.com  -  the  most  comprehensive 
e-business  platform  to  help  you  succeed  in  the  networked  economy.  From  role 
based  enterprise  portals  and  Customer  Relationship  Management  to  Supply  Chain 
Management  and  mobile  business  solutions,  mvSAP.com  provides  everv  solution  and 
service  you  need  to  collaborate  and  succeed  in  the  new.  new  economy.  To  learn  more, 
call  800  872  1727  or  type  in  www.sap.com 


THE  BEST-RUN   E-BUSINESSES  RUN  SAP 


Few  people  can  make 

decisions  that  are  as  good 

for  the  environment  as 

they  are  for  business. 


You  happen  to  be  one  of  them. 

You  make  the  choices  that  improve 
your  companys  bottom  line.  Energy  Starw 
makes  it  easier.  The  Energy  Star 
label  on  your  buildings  tells  the 
world  that  you  are  committed  to 
superior  energy  performance.  That 
commitment  not  only  increases  the 
value  of  your  organization  but  also 
helps  prevent  air  pollution.  And  thai 
looks  good  to  people  everywhere, 
from  Main  Street  to  Wall  Street. 
More  than  half  of  the  Fortune  500® 
already  reap  the  benefits  of  partici- 
pation in  Energy  Star.  Your  company 
can  too.  Call  1-888-STAR-YES  or 
visit  energystar.gov 


-^ifU 


Money  Isn't  All  You're  Saving 
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Sports  Business 


ball  or  toiling  for  minor  league  clubs, 
Alderson's  path  to  the  top  is  unusual. 
He  graduated  from  Dartmouth,  did  a 
tour  as  a  Marine  that  included  an  eight- 
month  stint  in  Vietnam,  and  went  on 
to  Harvard  Law — all  without  ever  giv- 
ing a  thought  to  a  pro  sports  career. 

In  the  late  '70s,  Alderson  was  prac- 
ticing business  law  in  San  Francisco 
when  a  partner  at  his  firm  became  an 
executive  and  part-owner  of  the  Oak- 
land A's.  Alderson,  who  had  handled  the 
legal  work  for  the  sale,  became  general 
counsel  in  '81  and  general  manager  two 
years  later. 

As  owner,  Walter 
A.  Haas  Jr.,  whose 
family  controls  Levi 
Strauss  &  Co.,  let 
Alderson  make  most 
of  the  baseball  deci- 
sions, and  he  per- 


signed  Mike  Hampton  to  an  eight-yes 
$121  million  deal,  Alderson  took  a  sh 
at  the  pitcher's  claim  that  he  w; 
swayed  by  quality-of-life  issues,  not  tl 
money.  "The  spin  to  which  that  de 
was  subjected,  I  think,  was  just  an  er 
barrassment,"  he  told  the  Chronicl 
Responded  Hampton's  lawyer,  Mai 
Rodgers:  "Sandy's  a  very  bright  ma 
but  he  doesn't  know  my  client,  n 

client's  wife,  or  his  children Walkir 

into  collective  bargaining,  I  hope  he'd  1 
able  to  check  his  anger  at  the  door." 
So  far,  Alderson's  role  in  preliminai 


MEET  SANDY  ALDERSON 


formed  brilliant- 
ly. In  his  first  10 
years  as  GM,  the 
A's  nabbed  four 
American  League 
West  titles,  went 
to  three  World 
Series,  won  one 
championship — a 
sweep  of  the  Gi- 
ants in  '89 — and 
nurtured  sluggers 
Jose  Canseco  and 
Mark  McGwire. 

Alderson's  other 
contribution  was  a 
no-nonsense  manage- 
ment style,  recalls 
Walter  J.  Haas,  son 
of  the  late  owner. 
"People  allude  to  the  'Marine,  tough- 
guy'  image,  but  more  than  that,  Sandy's 
a  leader.  He's  not  one  to  worry  about 
political  correctness,"  says  Haas,  whose 
family  sold  the  A's  in  1995. 
UNRELENTING.  Nor  is  he  one  to  back 
down  from  a  fight.  For  years,  Alderson 
sparred  with  Bay  Area  newspapers  over 
coverage  he  judged  second-rate  to  the 
rival  Giants.  Former  San  Francisco  Ex- 
aminer Sports  Editor  Glenn  Schwarz 
recalls  Alderson  marching  into  the  office 
to  complain.  "Sandy  has  a  way  of  get- 
ting his  points  across,  very  directly," 
recalls  Schwarz,  now  the  San  Francisco 
Chronicle's  sports  editor. 

Players  also  have  seen  a  steely  side 
to  Alderson.  In  his  three  years  on 
Selig's  staff  and  in  the  preceding  17  in 
Oakland,  he  has  been  a  frequent  critic  of 
reckless  spending.  He  even  attends 
press  conferences  to  scoff  at  the  rich 
deals  that  are  being  announced.  Last 
December,  when  the  Colorado  Rockies 


AGE  53. 

HOME  Tiburon,  Calif.,  and  New  York  City. 
EDUCATION  Dartmouth,  class  of  '69;  Harvard  Law,  76. 
MILITARY  Marine  officer  in  Vietnam. 


FAMILY  Wife,  Linda;  daughter,  Cate,  22; 
son,  Bryn,  19,  a  pitcher  on  the  Dartmouth 
varsity  baseball  team. 


PATH  TO  BASEBALL  In  1981,  became 
general  counsel  to  Oakland  A's  and  later  GM 
and  team  president. 

MOST  IMPRESSIVE  ACHIEVEMENT  AS 

GM  Developing  A's  players  Jose  Canseco, 
Mark  McGwire,  and  Walt  Weiss,  who  won 
consecutive  Rookie  of  the  Year  awards  from  1986  to  '88. 

MOST  PAINFUL  TRADE  McGwire  to  St.  Louis  in  '98; 
the  next  year,  he  socked  a  record  70  homers. 

COMMISH'S  RIGHT-HAND  MAN  Alderson's  credits  in- 
clude assisting  with  the  dismantling  of  separate  Ameri- 
can and  National  League  offices,  consolidating  power  in 
commissioner's  office,  and  outflanking  umpires'  union. 


talks  with  the  players  has  been  limite 
Selig  has  delegated  the  discussions 
MLB's  labor  negotiator,  Rob  Manfre 
and  Chief  Operating  Officer  Paul  Be 
ston,  a  former  Toronto  Blue  Jays  exe 
utive  and  MLB's  second-in-command, 
baseball  circles,  Beeston  is  seen  as 
genial  consensus  builder,  a  far  cry  frc 
the  unrelenting,  dogmatic  Alderson. 

Privately,  baseball  officials  acknow 
edge  a  strain  between  Beeston  ar 
Alderson.  (Neither  Beeston  nor  Sel 
returned  a  phone  call  for  this  artich 
The  reasons  for  the  rift  aren't  clear,  b 
Alderson  seems  to  be  taking  |>;iins 
lower  his  profile  in  response.  He  d 
clined  to  be  interviewed  a  second  tin 
or  photographed  for  this  article. 

Still,  Alderson  may  find  it  difficult 
stay  out  of  the  limelight  in  the  monll 
ahead.  Any  time  an  armpit  high  pitch 
called  a  strike,  his  name  will  be  oil  tl 
batter's  lips. 

By  Murk  Hi/dk 
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Introducing... 

The  Premier  Water  Solutions  Provider 
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Jon  deo 


110  million  people  supplied  with  water  and  wastewater  services 
60,000  industrial  customers 
10,000  water  plants  built 

ONDEO.  One  Name.  One  Vision. 

Who  are  we?  We  are  60,000  men  and  women  from  130  countries 
united  with  one  mission;  to  be  the  premier  provider  of  sustainable 
water-related  solutions  and  services  worldwide.  Our  name  may  be 
new  but  we  have  a  proven  track  record  of  over  120  years  in  water 
management,  treatment,  process  and  engineering. 

What  do  we  bring  ?  Whatever  or  wherever  the  need,  we  supply 
consumers  and  provide  cities  and  industries  comprehensive 
water-related  solutions.  We  enhance  services  and  optimize  productivity 
and  costs,  while  working  in  harmony  with  the  environment. 

Where  do  we  come  from  ?  ONDEO  is  part  of  Suez,  the  world's  leading 
provider  in  energy,  water,  waste  services  and  communications. 
ONDEO  fuses  the  expertise  and  experience  of  our  four  water-related 
companies:  ONDEO  Services,/om?e/7y  Lyonnaise  des  Eaux,  ONDEO  Nalco, 
formerly  Nalco,  ONDEO  Degremont,  formerly  Degremont,  and 
newly-created  ONDEO  Industrial  Solutions. 
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Where  is  the  next  opportunity? 


Fresh  ideas. 
Leading  to  results.™* 
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king  opportunities  happen. 
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Social  Issues 


DEMOGRAPHICS 


GRAND  OLD 
GERRYMANDERING 

This  time,  inner  suburbs  are  in  the  GOP's  crosshairs 


ENSUS 
W  HI  [I]  (II 


Low  crime,  good 
schools,  and  plenti- 
ful jobs  in  upscale 
Montgomery  Coun- 
ty have  helped  make  Democratic  Repre- 
sentative Joseph  Hoeffel's  suburban 
Philadelphia  district  one  of  the  fastest- 
growing  in  Pennsylvania,  according  to 
figures  released  in  the  2000  census. 
Meanwhile,  the  City  of  Brotherly  Love 
has  seen  its  population  shrink  more  than 
4%  since  1990.  Overall,  the  state  stands 
to  lose  2  of  its  21  seats  in  Congress  as  a 
result  of  the  census,  which  shows  Penn- 
sylvania's population  growth  to  be  slow- 
er than  that  of  states  in  the  South  and 
West.  So  it  would  seem  logical  for  the 


URBAN  EXODUS: 

REPUBLICAN  BOON? 

Percent  population  change 
since  1990 


state  legislature,  which 
controls  the  redistricting 
process,  to  eliminate  one  of  Philly's  three 
congressional  districts  and  keep  Hoef- 
fel's, with  its  rapid  growth. 

But  Republicans,  who  dominate  the 
legislature,  have  a  different  idea:  They 
want  to  wipe  Hoeffel's  district  off  the 
political  map  and  assign  most  of  his  sub- 
urban constituents  to  the  districts  now 
represented  by  Philly  pols.  Across  the 
state,  the  same  fate  awaits  Democrat 
Mike  Doyle,  who  represents  Pittsburgh's 
expanding  inner  suburbs. 

Similar  clashes  will  likely  happen  in 
other  large  cities.  The  2000  census  shows 
that  while  many  cities  around  the  country 
k  isted  surprising  population  gains 
since  I'M),  inner  suburbs,  which  lie  just 
outside  the  limits  of  cities  such  as  Miami 


and  Chicago,  have  grown  even  faster. 
More  important  in  terms  of  political  re- 
districting,  many  of  the  new  suburbanites 
are  minorities  and  immigrants,  who  usu- 
ally favor  the  Dems.  If  the  redistricting 
process  that  follows  every  10-year  census 
were  a  straightforward  numbers 
affair,  Democrats  would  gain  con- 
gressional seats  and  make  fur- 
ther inroads  into  the  historically 
Republican  suburbs. 

But  Republicans  hope  to  block 
their  way.  The  strategy  is  to 
stretch  urban  Democratic  dis- 
tricts across  city  boundaries,  ab- 
sorbing the  minorities  who  have 
moved  to  the  inner  suburbs — 
and  leaving  the  remaining  sub- 
urban districts  all  the  more  Re- 
publican. The  plan  stands  a 
better  chance  than  it 
did  during  the  last  re- 
districting in  1990,  because  the 
gop  controls  many  more 
state  legislatures  today. 
"In  redistricting,  you 
do  basically  what  you 
think  you  can  get 
away  with  and  get 
through  a  court,"  says 
GOP  expert  David 
Winston.  "It's  a  very  brutal  process." 
ROULETTE.  This  redistricting  roulette  has 
profound  implications.  Many  suburban 
Dems,  like  Hoeffel,  are  moderate  New 
Democrats.  If  they  are  redistricted  out  of 
jobs,  the  new  congressional  boundaries 
will  favor  more  liberal  Dems  in  i — 
urban  districts  as  well  as  more 
conservative  Republicans  in  the 
outlying  f 
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burbs.  The  upshot?  Congress  is  likely 
be  more  ideologically  divided  than  ev 
Redistricting  "will  hollow  out  the  ct 
ter,"  says  American  University  gove: 
ment  professor  David  Lublin. 

To  avoid  a  clash  between  cities  a 
suburbs,  liberal  and  centrist  Democrs 
say  they'll  band  together  against  the  F 
publicans.  That  would  be  a  shift  frc 
the  1980  and  1990  i 
districting  batth 
when  the  gop  tea: 
up  with  mino 
groups  to  create  m: 
more  favorable  to  b 
Republicans  and  mini 
ties,  at  the  expense 
white  Democr; 
MIAMI  «To  succeed, 
°  mocrats  have 
pursue  multiethnic  coalitio: 
says  Will  Marshall,  presid 
of  the  centrist  Democral 
Progressive  Policy  Institute, 
can't  fall  prey  to  the  divide-and-o 
quer  strategy  of  the  Republicans." 

The  growth  of  inner  suburbs  is  m 
evident  in  the  industrial  heartland, 
addition  to  Pennsylvania,  suburban 
mocrats  are  likely  to  get  squeezed 
Detroit  and  Cleveland.  Even  in 
fast-growing  states,  Democrats  from 
tricts  that  surround  Dallas,  Houston, 
Denver  could  lose  out.  Among  the  Ho 
members  whose  jobs  are  in  jeopar 
House  Minority  Whip  David  E.  Bo 
(D-Mich.)  and  House  Democratic  Cau 
Chair  Martin  Frost  (D-Tex.). 

While  Americans  have  been  fleeing 

the  suburbs  for  decades,  the  redistricti 

— >    battles  stem  from  the  fact  tl 

it's  now  minorities  who 

leaving.  In  recent  years,  I 

mocrats  have  made  stea 

gains  in  the  inner  suburl 

There  has  been  explosive  I 

no  and  Asian-American  grow 

in  suburbs,  as  well  as  black  flij 

from  cities  such  as  Philadelph 

Detroit,  and  Washington,  D.C. 

In  the  past  10  years,  for  examp 
Washington's  African-American  pof 
lation  has  dropped  14%,  while  t 
city's  suburbs  have  swelled  by  20 
African  Americans  now  comprise  I 
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There  are  roads.  Not  the  roads  (ess  traveled  but  the  ones  we  travel  most.  Whic 
vhy  the  all-new  Mercury  Mountaineer  .has  been  thoughtfully  designed  to  offer-advanced 

safety  features  like  available  side-curtain  airbags*  and  child  safety-seat  tether. anchors. 
Because  the  roads  you  travel  most  are  likely  the  same  roads  traveled  by  everyone  else. 

The  SUV  built  for  here,  is. here.  ^ — < 


888566-8888      2002mountaineer.com      2002  Mountaineer 

•Always  wear  your  safety  -belt  and  secure  children  in  the  rear  seal. 


of  the  city's  inner  suburbs,  the  2000  cen- 
sus shows.  "There's  a  suburbanization  of 
diversity,"  says  Rutgers  University  de- 
mographer James  W.  Hughes.  "Conserv- 
ative Republican  suburbanites  are  fleeing 
to  new  McMansions  in  less  congested 
[outer]  suburbs." 

The  children  of  liberal  city  dwellers 
have  moved  to  the  suburbs,  too.  Socially 
liberal  and  fiscally  moderate,  they're  open 
to  the  national  gop's  economic  message 
but  are  turned  off  by  its  social  conserv- 
ativism  and  hard-right  environmental 
policies.  In  last  fall's  Presidential  race, 
Democrat  Al  Gore  swept  the  three  tra- 
ditionally Republican  counties  surround- 
ing Philadelphia  and  won  similar  areas  in 
New  York,  New  Jersey,  Connecticut,  and 
Michigan.  "We  don't  think  suburban  dis- 
tricts are  going  to  elect  right-wing  Re- 
publicans," argues  Frost. 

Or  take  Hoeffel's  suburban  Philly  dis- 
trict, which  had  been  a  Republican  bas- 
tion since  the  Civil  War.  A  Democrat 
narrowly  won  the  seat  on  Bill  Clinton's 
coattails  in  1992  but  lost  it  two  years 


later.  Aided  by  a  racially  diverse  coalition 
of  new  suburbanites,  Hoeffel  took  the 
seat  in  1998,  and  he  beat  a  well-funded 
gop  state  senator  last  year.  If  the  legis- 
lature lumps  the  diverse  parts  of  Hoef- 
fel's district  into  city  ones,  the  rem- 
nants— heavily  white  and  wealthy — would 
make  the  adjacent  suburban  districts 
more  likely  to  vote  Republican. 

Overall,  Dems  may  be  able  to  limit 
the  gop's  net  gain  to  no  more  than  five 
seats.  Democrats  control  California,  Geor- 
gia, and  North  Carolina,  which  stand  to 
gain  four  seats  among  them.  Still,  five 
seats  would  be  a  big  blow  to  Dems,  who 
otherwise  have  a  good  shot  next  year 
at  regaining  control  of  the  House,  where 
the  gop  has  a  razor-thin  margin  of  just 
six  seats.  But  with  redistricting  largely  in 
the  hands  of  state  gop  officials,  the  odds 
are  against  them. 

By  Richard  S.  Dunham  and  Lorraine 
Woellert  in  Washington  D.  C. 
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Legal  Affairs 


ANTITRUST 


A  DIFFERENT  KIND 
OF  TRUSTDDSTER 


Tim  Muris,  Bush's  pick  for 
FTC  chief,  could  be  more 
likely  to  O.K.  takeovers  and 
less  fearful  of  monopolies 

For  the  past  decade,  an  elite  group 
of  lawyers  has  gathered  at  Wash- 
ington's sleek  701  restaurant  to 
discuss  fine  points  of  antitrust  law. 
Two  regulars  are  Robert  Pitofsky,  chair- 
man of  the  Federal  Trade  Commission, 
and  Timothy  J.  Muris,  the  man  Presi- 
dent Bush  has  tapped  to  take  his  place. 
In  the  cozy  world  of  antitrust,  Re- 
publicans and  Democrats  amicably  crit- 
icize each  other's  positions  over  pan- 
seared  scallops  and  Cointreau  chocolate 
torte.  But  beneath  the  camaraderie 
lies  an  unavoidable  fact:  Pitofsky  and 
Muris  disagree  about  almost  every- 
thing. Indeed,  the  rise  of  Muris, 
a  51-year-old  law  professor  at 
George  Mason  University  in  Fair- 


fax, Va.,  to  the  chairmanship  is  expect* 
to  herald  the  biggest  policy  shift  at  t\ 
FTC  in  nearly  two  decades.  "It's  not  a 
accident  that  we  battle  over  elections 
says  Howard  University  law  professc 
Andrew  I.  Gavil.  "Muris  really  takes 
fundamentally  different  approach." 
RIGHTWARD  HO.  It's  different— and  fi 
more  conservative.  In  fact,  he  is  almo: 
the  anti-Pitofsky.  Whereas  the  currei 
FTC  chairman  was  to  the  left  of  the  ant 
trust  mainstream — and  tried  to  exten 
the  reach  of  the  law  into  new  areas 
Muris  has  staked  out  a  position  just 
far  to  the  right.  He's  dubious  of  Pito 
sky's  claims  that  the  New  Economy  n< 
cessitates  a  new  approach  to  antitrus 
And  he  thinks  some  of  Pitofsky's  lav 
suits — notably  his  1998  case  against  Ii 
tel  Corp. — take  antitrust  into  dai 
gerous  territory.  "The  agenc 
appears  to  believe  that  i 
monopolization  cases  pro> 
of  anticompetitive  effect 
unnecessary,"  Muris  wrot 


A  box  without  service  is  a  box. 

With  hp  people,  hp  superdome  becomes  a  solution  instead  of  a  server. 

Service  is  comprehensive  and  included.  We  handle  site  planning,  integration  services,  customized  training,  and 

monitoring.  It's  service  made  simple.  So  simple,  in  fact,  that  we  can  adjust  your  capacity  over  the  phone. 
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A  Consumers  Union  spokesman  is  "concerned  [Muris] 
won't  be  as  open  to  consumer  protection  and  antitrust" 


in  a  recent  law  review  article.  (Because 
of  his  pending  confirmation,  he  declined 
to  speak  to  BusinessWeek.) 

Like  many  other  Bush  appointees, 
Muris  is  likely  to  disappoint  those  who 
were  hoping  for  a  centrist  Administra- 
tion. The  best  way  to  understand  him, 
friends  and  colleagues  say,  is  to  view 
Muris  as  an  aging  revolutionary — a  Rea- 
gan revolutionary,  that  is.  In  1981,  his 
staunchly  deregulatory  views  landed  him 
a  senior  staff  position  at  the  ftc  at  just 
31.  There  he  argued  that  mergers  can 
create  huge  efficiencies  that  outweigh 
the  loss  of  competition.  His  arguments 
provided  the  intellectual  grist  for  Rea- 
gan's hands-off  antitrust  policy.  He  was 
also  an  early  opponent  of  so-called 
predatory-pricing  cases,  concluding  that 
the  practice  rarely  hurts  the  public.  And 
he  headed  the  ftc's  consumer  protec- 
tion bureau,  where  he  reined  in  its  role 
as  truth  police  for  television  advertis- 
ing. "We're  concerned 
he  won't  be  as  open 
to  consumer  protec- 
tion and  antitrust 
as  his  predecessor," 
says  Gene  Kimmel- 
man  of  the  Con- 
sumers Union. 

Once  the  Reagan 
revolution  ended, 
Muris  retreated  to 
academia.  But  rather 
than  become  an  egg- 
head in  an  ivory  tow- 
er, he  worked  to 
maintain  strong  po- 
litical contacts.  Muris  advised  George 
W.  Bush's  campaign,  volunteered  for 
duty  in  the  Florida  recount,  and  helped 
the  fledgling  Administration  draft  its 
first  budget.  "Tim  definitely  knows  his 
way  around  the  White  House,"  adds 
James  C.  Miller  III,  the  former  FTC 
chairman,  who  hired  him  in  1981. 
HARD-NOSED.  In  fact,  Muris  is  an  ex- 
pert on  the  federal  budget  and  ended  up 
on  the  short  list  to  head  Bush's  Office  of 
Management  &  Budget.  A  numbers 
whiz,  he  has  told  colleagues  that  he  de- 
veloped the  ability  to  read  10-digit  codes 
on  train  cars  and  keep  a  running  tally 
as  they  passed.  He's  also  a  Civil  War 
buff,  who  knows  every  detail  about  the 
two  battles  of  Manassas. 

Muris  is  likely  to  apply  hard-nosed 
economic  reasoning  to  the  FTC's  enforce- 
ment agenda.  During  the  Clinton  Ad- 
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ministration,  the  FTC  tried  to  steer  a  sub- 
tle course  for  antitrust  that  involved 
speculative  predictions  about  the  future. 
In  high-tech  industries,  for  example, 
Pitofsky  believed  in  the  existence  of  a 
winner-take-all  phenomenon  called  "net- 
work effects":  The  first  company  to  get 
established  becomes  dominant,  even  if  it 

TIMOTHY  J.  MURIS 

BORN  Nov.  18,  1949. 

EDUCATION  B.A.,  San  Diego 
State,  1971;  J.D.,  UCLA,  1974. 

YOUNG  CONSERVATIVE  STAR 

Muris  joined  the  Federal  Trade 
Commission  straight  out  of  law 
school.  After  a  Carter  Administra- 
tion hiatus,  he  was  made  head  of 
the  FTC's  Consumer  Protection  Bu- 
reau at  31.  Became  the  FTC's  top 
antitrust  cop  two  years 
later.  Finished  the  Rea- 
gan years  as  No.  3  at  the 
powerful  0MB. 

UNUSUAL  TALENTS  As 

a  boy,  learned  how  to 
read  10-digit  numbers  off 
train  cars  and  keep  a 
running  tally.  Knows 
every  nuance  of  the 
battles  of  Manassas. 

PHILOSOPHY  An  early 
advocate  of  allowing 
mergers  on  the  grounds 
they  create  efficiencies. 
Retooled  the  FTC  Consumer  Pro- 
tection Bureau  to  focus  on  fraud 
rather  than  deceptive  advertising. 

FRIEND  OF  GEORGE  Advised  the 
Bush  campaign  and  assisted  with 
Florida  recount.  Helped  draft 
Bush's  first  budget.  Was  on  the 
short  list  to  head  OMB,  took  the 
FTC  job  as  a  consolation  prize. 

PASSIONS  Loves  baseball  at  all 
levels.  Coaches  Little  League  and 
rarely  misses  his  annual  pilgrimage 
to  Florida  to  watch  spring  training. 

FAMILY  Lives  in  Oakton,  Va.,  with 
wife,  Pam  Harmon,  a  financial 
planner,  and  three  children. 

Data:  BusinessWeek 


doesn't  have  the  best  technology.  As  a  r 
suit,  Pitofsky  gave  tech  deals  a  close  r 
view.  Before  signing  off  on  the  aoi.  Tin 
Warner  merger,  for  example,  he  placed 
series  of  restrictions  on  the  company 
efforts  in  interactive  television — an  i 
dustry  barely  in  its  infancy.  In  the  19' 
merger  that  created  Novartis,  he  acti 
even  more  prospectively,  requiring  t! 
divestiture  of  some  promising  pharm 
ceutical  products  that  were  at  least  fi 
years  from  commercial  production. 
WARY.  Muris  will  be  more  inclined 
approve  mergers  and  less  inclined 
extract  concessions.  By  acting  early, 
has  argued,  the  government  has  no  w; 
of  measuring  harm  to  competition 
the  marketplace.  He  is  also  suspicious 
network  effects — a  notion  concocted, 
thinks,  to  encourage  government  intt 
vention.  "The  fact  that  network  effec 
are  everywhere  should  give  us  pau 
about  the  usefulness  of  the  concepts 
has  written. 

Although  expected  to  be  less  activ 
than  Pitofsky,  Muris  won't  simply  put 
"out  to  lunch"  sign  on  the  ftc  door,  s 
colleagues.  In  the  antitruat  arena,  hell 
cus  on  finding  measurable  threats  to  co 
petition.  Where  those  exist,  however, 
is  expected  to  be  tough.  Muris  may 
reluctant,  for  instance,  to  halt  the  FT 
current  probe  of  drugmaker  Scherir 
Plough  Corp.  for  allegedly  keeping  gen 
ic  rivals  off  the  market.  Such  practic 
after  all,  could  lead  to  increased  price 

Nor  is  Muris  likely  to  abandon 
consumer  protection  efforts.  When 
was  the  agency's  top  antifraud  cop 
the  early  1980s,  he  led  a  crackdown 
hardcore  swindlers.  Muris  hasn't  writt 
or  said  much  about  privacy — anotl 
key  issue  for  the  ftc — but  the  Bt 
Administration  has  indicated  that  it  v 
continue  to  police  this  issue. 

One  other  thing  he  won't  give  uj 
confirmed:  the  regular  antitrust  dim 
at  the  701.  The  group  has  always  fu 
tioned  as  a  way  for  those  in  power 
hear  what  people  on  the  outside  have 
say.  Muris  will  do  a  lot  of  listening 
and,  like  Pitofsky,  will  probably  < 
counter  plenty  of  vigorous  criticism. 
By  Dan  Carney  in  Washing} 


BusinessWeek  I  online 


For  an  interview  with  FTC  chairman  Rober 

Pitofsky,  go  to  the  Apr.  16  issue  online  at 

www.businessweek.com 
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T-Mobile 


T-Online 


T-Com 


T-Systems 


Think  T.  Thin 


For  further  information 


,  seK  www.telekom.de/dt-sh 


Deutsche  Telekom  is  Europe's  largest 
communications  company  and  one  of  the  world's 
largest  communications  carriers  with  revenues  of 
40.9  billion  euros  ($38.6  billion)  in  2000.  We're 
active  in  four  key  growth  segments:  mobile 
communications,  consumer  Internet  services, 
data/IP/systems  solutions  and  network  access 
services.  Customers  benefit  from  our  broad  array 
of  integrated,  innovative  products  and  services  — 
from  mobile  Internet  to  high-speed  network 
access  capabilities  and  much  more. 

Mobile  communications:  T-Mobile  is  the  #2  ranked 
provider  of  mobile  communications  in  Europe  and  the 
#3  company  around  the  world. 

The  Deutsche  Telekom  Group  serves  more  than  35 
million  mobile  telephony  customers  through  majority 
operations  worldwide.  Mobile  communications 
companies  in  which  Deutsche  Telekom  holds  a  minority 
stake  serve  another  1 0  million  mobile  telephony 
subscribers.  In  the  German  market,  T-Mobile  has  a 
leading  position,  serving  more  than  20  million  mobile 
subscribers. 

■  T-Mobile  continues  to  advance  mobile  data  and 
Internet  technology  with  GPRS,  and  is  beginning  to 
lay  important  foundations  for  the  even  more 
advanced  mobile  services  of  the  future  -  3G,  or 
UMTS,  as  these  next-generation  technologies  are 
called  in  Europe. 

■  T-Mobile's  mobile  portal,  T-Motion,  and  other 
initiatives  position  T-Mobile  well  in  the  emerging 
m-commerce  market. 

Consumer  Internet  services:  T-Online  is  the  world's  #2 
Internet  company. 

T-Online  is  the  leading  Internet  service  provider  in 
Europe,  with  about  8  million  subscribers  in  seven 
countries. 


■  T-Online  is  the  #1  Internet  service  provider  in 
Germany,  the  largest  online  market  in  Europe. 

■  Expansion  in  2000  brought  T-Online  into  France, 
Spain,  Portugal,  Austria  and  Switzerland. 

■  T-Online  has  established  partnerships  with  400 
content  providers. 

Network  access  services:  T-Com  is  Europe's  leading 
provider  of  fixed-line  voice  telephony  products  and 
services. 

In  Germany,  where  T-Com  serves  more  than  40  million 
customers,  T-Com  has  established  one  of  the  world's 
most  advanced  fixed-network  infrastructures. 

■  With  approximately  800,000  new  T-DSL  service  lines 
sold  as  of  February  2000,  T-Com  is  on  the  way  to 
building  one  of  the  most  expansive  ADSL  networks  in 
the  world. 

■  T-Com  already  is  a  leading  provider  of  high-speed 
digital  access  lines  through  the  1 7.3  million  ISDN 
channels  we  provided  as  of  December  31 ,  2000. 

Data/IP/systems  solutions:  T-Systems  is  Europe's  #2 
systems  integration  firm. 

At  the  beginning  of  2001 ,  Deutsche  Telekom  launched 
T-Systems,  Europe's  second-largest  provider  of 
comprehensive  IT  and  communications  services. 

■  T-Systems  brings  together  the  IT  and  systems 
integration  know-how  of  debis  Systemhaus  joint 
venture  with  Deutsche  Telekom's  expertise  in 
network  and  data/IP. 

■  Today,  T-Systems  provides  high-performance  systems 
solutions  to  top  business  customers  in  Germany  and 
more  than  20  other  countries. 


lekom ! 


Deutsche 
Telekom 


X  COMMUNICATION. 

THE         ANTI-DRUG. 

A  positive  relationship  cannot  exist  without  communication.  Research  shows 
that  kids  believe  they  have  valuable  things  to  say.  When  mentors  ask  them 

and  listen  genuinely,  it  helps  build  self-esteem  and 

Confidence.  Also  it  demonstrates  that  you 
support  their  burgeoning  independence  as  well  as  their 
ability  to  make  intelligent  decisions.  The  important 
thing    to    remember    about    drugs    is    that    it   S 

not  a  five  minute  talk.  It's  a 

QialO^lie.  As  kids  grow,  they  will  need  more 
information  relevant  to  their  exposure.  In  general, 
smoking  marijuana  is  harmful.  The  younger  a  kid  is, 
the  more  it  may  be.  Research  shows  that  people  who 

smoke  it  before  age  15  are  7  times  more 
likely  to  use  other  drugs,  it  also 

shows  that  people  who  didn't  smoke  marijuana  by  age  21  were  more  likely  to  never 
smoke  it.  For  more  information,  visit  www.theantidrug.com  or  call  800.788.2800. 

Getting  to  know  kids  and  staying  involved  with  them  is  one  of  the  most  effective  drug  deterrents.  Through  their 
teenage  years,  this  is  not  always  easy.  Even  still,  research  shows  that  kids  still  want  this  to  happen,  even  as  they  are 
exploring  and  growing  into  their  own  individuality.  One  way  to  do  this  is  to  get  your  business  involved  and  plan 
activities  in  your  community.  This  message  is  brought  to  you  by  the  Office  of  National  Drug  Control  Policy/Partnership 
for  a  Drug-Free  America". 


Communication  is  connection. 
During  their  teenage  years,  kids 
are  exposed  to  an  ever  widening 
variety  of  people  and  influences. 
Know  their  friends  and  their 
routines.  Tell  kids  that  you  care 
about  them.  Praise  them  when 
they  do  well,  no  matter  how 
small  the  accomplishment.  Get 
involved  and  encourage  your 
colleagues  to  do  the  same. 
Stay  connected. 


^^^^H  lillfvllliiKiviAififai 

n 

^r        H^H 

BID 

APRIL  16,  2001 


WEB  SMART 
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The  Psychology 
Of  a  Bear  Market 


How  America's 
top  financial 
firms  reaped 
billions  from 
the  Net  boom, 
while  investors 
got  burned 


BusinessWeek  e.biz 


Jhome  page 


Are  Startups 
Nonstarters? 


How  many  B-school  grads 
are  heading  back  to  con- 
sulting and  back  to  bank- 
ing, and  how  many  are  still  casting 
their  lot  with  a  startup  despite  the 
Internet  meltdown?  From  the 
trends  at  three  top  schools,  it  looks 
as  if  many  grads  didn't  chase  the 
wave  until  it  had  almost  crested. 
But  this  year's  class  learned  a  lesson 
from  last  year's.  Maybe  that  tuition 
is  worth  something  after  all. 
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Data:  School  placement  offices. 
2001  figures  are  estimates. 


Net 
Suckers 

a: 


s  the  New  Economy 
never  ceases  to  re- 
kmind  us,  some  folks 
believe  anything  they  read.  Ask 
Eric  Schiffer,  president  of  99C  Only 
Stores.  On  Mar.  20,  Schiffer  ran  a 
joke  ad  in  the  Los  Angeles  Times  offer- 
ing nine  Web  stocks  for  99C  each.  "Your  choice!"  the  ad  shouted.  "No  limit." 

No  limit,  that  is,  to  the  credulity  of  Net  investors.  The  ad  drew  hundreds  of| 
calls  to  the  chain's  Commerce  (Calif.)  headquarters.  "People  asked  what  stocks 
were  available,"  Schiffer  says.  One  requested  that  the  sale  include  non-Internet 
stocks.  "He  wanted  to  buy  Intel."  There's  one  stock  that  wouldn't  be  included, 
even  as  a  joke:  that  of  99C  Only  Stores.  With  investors  flocking  to  companies 
catering  to  recession-wary  consumers,  99C  Only  Stores'  stock  has  climbed 
64%  in  the  past  five  months.  It's  the  Old  Economy's  revenge.  — Arlene  Weintraui 


I 

b 


Billionair 


EB  4   BusinessWeek  e.biz  /  April  16,  2001 


How  bad  is  the  high-tech  job  market?  Worse  than  we  dreamed,  ap- 
parently. Not  even  Bill  Gates  and  Larry  Ellison  would  easily  find  work 
if  they  started  out  today.  And  we've  got  proof.  Sort  of. 
Home  Page  created  resumes  based  on  the  credentials  Gates  and  Ellison  had 
about  a  year  after  founding  Microsoft  Corp.  and  Oracle} 
Corp,  respectively.  Names  and  dates  were  changed.  Gates  I 
became  Gilliam  Bates.  Ellison  became  Ellis  Lawrence| 
Both  remained  college  dropouts.  We  posted  our  bogus 
resumes  on  job  site  Monster.com,  mentioning  Bates's  in-j 
terest  in  bridge  and  Lawrence's  lust  for  Japanese 
culture.  Then  we  waited.  And  then  we  waitec 
some  more. 
In  more  than  a  month,  neither  doppelgangei| 
got  more  than  a  nibble.  Only  one  person 
looked  at  Bates's  resume,  and  just  fouil 
checked  out  Lawrence's.  Neither  got  an  in- 
terview, though  Bates's  Hotmail  account 
lured  lots  of  smutty  e-mail.  Maybe  it's  th« 
dot-com  meltdown.  Maybe  peo- 
ple saw  through  the  ruse.  Or — 
just  maybe — all  those  billionaire 
wannabes  should  make  sure  they 
get  college  degrees. 

— Jim  Kerstetter   W 


A  new  mobile  era  begins  this  May  in  Japan,  when  NTT  DoCoMo  introduces  FOMA*  — 

the  world's  first  third-generation  wireless  service.  Via  compact  cellular  terminals,  FOMA  enables  fast, 

stress-free  communications  using  virtually  any  kind  of  data,  including  voice  and  high-resolution  video  images. 

Finally,  the  wireless  barriers  between  people  are  coming  down. 

'FOMA  (Freedom  Of  Mobile  multimedia  Access)  is  the  name  used  in  Japan  for  NTT  DoCoMo  W-CDMA  services 


For   a   borderless   world 


NTT  DoCoMo,  Inc. 


www.nttdocomo.com 
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BY  ELLEN  NEUBORNE 

ellen_neuborne@ebiz.businessweek.com 

No  Buy?  Then  Bye-bye 

E-tailers  are  losing  potential  sales  by  chasing  off  folks  who  are  just  looking 

■  abandoned  a  shopping  cart  today.  No,  not  online.  I  was  in  a  Gap  store.  O.  K.,  so  they 
don't  have  shopping  carts,  but  it  was  essentially  the  same  thing:  I  picked  up  a  black  cot- 
ton sweater,  admired  it,  carried  it  around  for  a  bit,  then  put  it  down  and  left. 

To  e-tailers,  that's  a  classic  abandoned  shopping  cart.  So  should  Gap  execs  try  to  keep 
me  from  doing  that  again?  No  way.  In  the  real  world,  what  I  did  is  called  browsing.  But 


e-tailers  are  letting  their  fear  of  the  abandoned  shopping  cart  so 
engulf  them  that  they  are  making  browsers  unwelcome.  Every- 
thing from  their  ads  to  their  site  design  is  starting  to  scream  "Buy 
or  get  out!"  In  the  long  run,  this  will  drive  shoppers  away. 

Browsing  is  a  vital  ingredient  in  shopping.  Customers  like  to 
wander  around  and  mull  things  over  a  bit — whether  they're 
online  or  on  land.  "There  are  categories  of  merchandise  that  you 
can't  simply  dive  in  and  have  it  done.  You  need  to  cruise,"  says 
Wendy  Liebmann,  president  of  consultancy  wsl  Strategic  Retail. 

You'd  never  figure  that  out 
by  looking  at  the  latest  e-tailing 
trends.  Advertising,  for  example, 
is  getting  surgically  precise.  Tar- 
get.com  e-mails  ads  in  which 
products  are  hot-linked:  You're 
beamed  in  one  click  directly  to 
the  item,  skipping  the  rest  of 
the  store.  That's  risky,  because 
pulling  customers  to  one  prod- 
uct— rather  than  encouraging 
them  to  browse — nips  other  po- 
tential sales  in  the  bud.  More 
than  a  third  of  those  who  buy 
gifts  online  say  they  purchase 
items  they  stumble  on  by  chance 
while  browsing,  according  to  the 
Pew  Internet  &  American  Life 
Project.  Target  Corp.  should  at 
least  direct  shoppers  to  a  page  with  several  items  that  are  likely  to 
pique  their  interest — and  encourage  them  to  look  around. 

Site  designers  commit  similar  sins.  When  you  get  to  the 
checkout  pages  of  macys.com  or  nordstrom.com,  the  tool  bar  al- 
lowing you  to  wander  off  into  any  department  disappears.  The 
message  is  clear:  Pay  up  or  skedaddle.  You  could  click  your  way 
back  if  you  really  wanted,  but  e-tailers  could  capture  more  sales 
if  they  made  it  easier  to  take  one  last  swing  through  the  store. 

In  part,  e-tailers  have  been  led  astray  by  their  own  terminol- 
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ogy.  By  calling  it  an  abandoned  shopping  cart,  everyone  thinks  su- 
permarket. And  sure,  almost  no  one  loads  a  cart  with  food  and 
then  splits  empty-handed.  But  in  other  kinds  of  stores,  it  happens 
all  the  time.  "The  fact  that  I  walked  in  and  out  of  110  stores  in 
Mission  Valley  Mall  should  not  be  viewed  as  a  mistake  to  be  cor- 
rected," says  Peter  Glen,  a  retail  consultant  in  Cloverdale,  Calif.  To 
survive,  e-tail  needs  to  support  the  consumer  who  is  "just  look- 
ing" as  well  as  the  one  ready  to  pull  out  a  credit  card.  "Buy  or 
stay  away  is  not  a  reasonable  answer,"  Glen  says. 

Some  stores  have  found  a 
balance.  Potterybarn.com  offers  a 
clever  "floor  plan"  layout  on  its 
site  that  lets  shoppers  virtually 
stroll  from  room  to  room,  sur 
veying  housewares.  Crate  and 
Barrel  offers  two  options  on  its 
home  page:  shop  by  item,  or 
click  the  easy-to-frnd  "browse" 
button  for  a  more  leisurely  tour. 
And  Amazon.com  Inc.  sends  out 
e-mail  promotions  that  link  to  a 
variety  of  items — not  just  one. 
These  sites  invite  casual  visitors 
to  come  in  and  poke  around. 

Wall  Street  is  telling  e-tail- 
ers that  abandoned  shopping 
carts  are  bad.  And  in  many 
cases,  that's  true.  Carts  ditched 
because  of  shipping-cost  shock  or  a  surprise  "out  of  stock"  no 
tice  are  indeed  missteps.  But  a  survey  by  BizRate  found  55%  of 
abandoned  carts  were  left  before  checkout — a  third  of  those  by 
people  who'd  simply  changed  their  minds.  They  were  browsing 
The  shopping  cart  abandoned  because  the  customer  was  just 
looking  is  not  the  enemy.  In  fact,  it's  a  crucial  way  to  sell  mer- 
chandise. Chances  are  pretty  good,  for  example,  that  I'll  soon  re- 
turn to  the  Gap  for  that  sweater.  That's  how  we  shop.  Ami  il  \v<. 
can't  shop  that  way  online,  we  may  just  head  back  to  the  mall 


WOULD  YOU  SEND  THIS  SALES  REP 
TO  MEET  ONE  OF  YOUR  BEST  CLIENTS? 


m 


NOW  LET'S  TALK  ABOUT  YOUR  WEB  SITE. 

Doing  business  successfully  means  always  putting  your  best  foot  forward-and  today  that  includes 
your  Web  strategy.  At  SilverStream ,  we  provide  the  software  and  services  that  help  companies 
like  yours  deliver  an  Internet  experience  that  has  the  breadth,  depth  and  professionalism  your 
customers  expect.  We're  setting  new  standards  for  building  next-generation  eBusiness  Web 
sites.  Sites  with  the  most  advanced  eCRM  technologies  and  B2B  integration  capabilities,  to 
give  you  a  real  competitive  edge-now  and  in  the  future.  Are  you  ready  to  take  your  eBusiness 

to  a  whole  new  level?  «/«,,«,  .n„ . 

www.silverstream.com 


SilverStream 

Aio  you  ready  lo  do  eBui  li 
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trademark  of  SilverStream  Software.  Inc 


BusinessWeek  e.biz 

CLICKS&MISSES 

1                X.         BY  TIMOTHY  J.  MULLANEY 

-     '-^Hm           tim_mullaney@ebiz.businessweek.com 

i       1           *k      /    ] 

Don't  Expect  Miracles 

Online  lending  works  fine,  but  it's  not  a  big  step  forward  from  the  old  ways 


W 

■  Or 


e  all  know  that  mindless  "nothing-has-changed" 

rhetoric  has  replaced  the  equally  pat  "this-will- 

change-everything"  blather  of  the  early  Web.  But 

the  blindly  bearish  might  look  at  one  surprise: 

Online  mortgages  are  slowly  catching  on.  And 


Mortgage  sites 

►  www.eloan.com 

►  www.lendingtree.com 

*■  www.quickenloans.com 


while  no  one  is  going  to  "Amazon"  old-style  banks  and  take  over 
the  $1.5  trillion  mortgage  market  in  a  rush,  signs  of  life  (even 
profitability)  are  unmistakable.  The  reasons  are  simple.  These  sites 
provide  a  valuable  service,  and  they  get  paid  for  it. 

The  dot-com  collapse  actually  helps  sites  like  Quicken  Loans, 
E-Loan,  and  LendingTree.  Recession  fears  triggered  by  the  stock 
market  have  made  interest  rates  plunge.  Refinancing  applications 
are  up  fivefold  since  last  year,  while  existing-home  sales  hover 
near  1999's  records.  These  sites  together  did  more  than  $2  billion 
in  loans  in  the  fourth  quarter  of 
last  year.  That's  up  nearly  200% 
in  a  year,  but  it's  still  less 
than  1%  of  the  $262  bil- 
lion in  total  U.  S.  fourth- 
quarter  mortgage  lending.  .< 
And  spring  buying  season  •■' 
is  here. 

These  companies  give 
consumers  two  basic  ways  to 
borrow    online:    You    can 
either  borrow  from  a  Web 
bank  directly  or  use  a  Web    J 
site  to  connect  you  with  a 
traditional    lender.    Both     "'■ 
Quicken  and  E-Loan  are 
direct  lenders,  while  Lend- 
ingTree is  a  middleman.       >. 
Sign   up  at  LendingTree 
and  you  can  get  access  to 
any  of  more  than  100  lenders, 
up  to  four  of  which  will  make 
you  an  offer. 

What  does  each  system  do  for  consumers?  First,  let's  lay 
out  the  standards.  An  excellent  online  loan  site  should  give 
you  the  precise  market  intelligence  you  would  get  from  the 
smartest,  best-prepared  broker  at  a  real-world  mortgage  bank. 
The  idea  is  to  use  the  Web  for  quality  control.  Software  delivers 
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information  with  less  sales  pressure  and  human  error  than  I've 
seen  from  human  loan  brokers  in  my  past,  not  all  of  whom  were 
stars.  The  site  should  have  the  latest  data  on  rates  and  the  fi- 
nancing market,  and  be  able  to  make  fast,  understandable  com- 
parisons among  different  combinations  of  interest  rates,  points, 
and  other  loan  terms.  It  certainly  should  have  competitive 
prices — nothing  is  more  of  a  commodity  than  cash.  And  itl 
should  simplify  a  hopelessly  arcane,  expensive  process  designed 
to  fit  the  needs  of  a  pre-Internet  property  recording  system. 

By  these  standards,  all  three  of  thesel 

leading  pure-play  mortgage  sites  an 

pretty  good,  but  none  is  great, 

They  put  a  lot  of  information  a 

-  ■     your  fingertips,  and  they'll  sav< 

you  a  couple  of  trips  to  th> 

:.'.     mortgage  broker's  office.  Bu 

the  big  disappointment  is  tha 

shopping    for    loans    onlin 

'    doesn't  ward  off  the  blizzard  o: 

paperwork  that  comes  with 

nancing  a  home.  Limitations 

last  year's  law  authorizing  digit 

signatures  on  legal  documen' 

sadly,  mean  that  you've  still  go 

it      to  do  a  lot  of  your  applyin] 

for  loans  the  old-fashionec 

way — on  paper.  I'll  give 


■••^C' 


slight  nod  to  E-Loan  fo 

two  reasons.  First,  they  waiv 

up  to  $1,500  of  fees  that  botl 


Quicken  and  LendingTree's  part 


ners  still  charge,  lowering  closin 
costs.  But  they  build  that  money  back  into  the  interest  rate  you  pa    * 
(which  they  freely  admit).  So  the  real  benefit  is  that  the  cost  of  E 
Loan's  money  is  more  straightforward — meaning  fewer  surprises  i 
settlement — and  that  more  of  it  is  deductible. 

E-Loan  also  does  a  better  job  of  distilling  the  information  yo 


SirverStrearn 

www.silverstream.com 


YOU  CAN  IGNORE 

THE  EVOLVING  CHANGES 

IN  BUSINESS. 


And  business 

fill  ignore  you 

right  back. 


Stand  still,  and  the  business  world  will  pass  you  by.  At  SilverStream,  we  help  build  companies 

like  yours  by  providing  software  and  services  that  allow  you  to  reach  your  business  goals  As  part 

of  this  commitment,  we  and  other  business  leaders  are  offering  events  designed  to  keep  you  at  the 

forefront  of  business  evolution.  Visit  silverstream.com  today.  And  open  your  eyes  to  what's  next 


Date:  April  8-12,  2001 

Disney  World  Dolphin  Hotel 
Orlando,  FL 

silverstream.com/events 

The  3rd  Annual  SilverStream  Worldwide 

User  Conference  provides  a  concentration 

of  eBusiness  experts,  developers  and 

customers  to  help  you  define  and  deliver 

the  most  effective  solution. 


-  insight  tor  the  connected  world  - 


Date:  May  7-1 0,  2001 

Denver  Convention  Complex 
Denver,  CO 

gartner.com/symposium/us 

Symposium/ITxpo  maps  the  future 
course  of  eBusiness  through  the 
expert  and  unbiased  research  of 

world-renowned  Gartner  analysts. 


Date:  May  21-24,  2001 

The  Venetian  Hotel 
Las  Vegas,  NV 

gigaworldus.com 

Successfully  aligning  IT  with  business 

is  a  daunting  eBusiness  challenge. 

GigaWorld  IT  Forum  will  empower 

attendees  to  overcome  this  challenge  and 

achieve  success  in  the  21  st  Century. 


"101  SilverStream  Software.  Inc.  SilverStream  li   a  m 


Date:  October  1 8-1 9,  2001 

The  Fairmont  Hotel 

Chicago,  IL 

cortferences.businessweek.com 

BusinessWeek's  e.biz  Uve:  Chicago  is 

designed  to  let  eBusiness  practitioners  and 

strategists  learn  from  each  other,  addressing 

real-world,  day-to-day  business  issues 
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need  to  compare  loans  and  figure  out  your  overall  finances. 
Mostly,  this  is  a  matter  of  presentation,  since  all  of  these  sites  pro- 
vide (lie  kind  of  information  that  I  think  is  necessary.  The  dif- 
ference is  that  E-Loan  dishes  up  loan  comparisons  in  the 
easiest-to-follow  format,  with  site  navigation  that  makes  some  of 
it  easier  to  find. 

That  said,  don't  expect  miracles  from  any  mortgage  site. 
Pricing  is  pretty  much  the  same  online  as  offline.  And  mortgages 

Pricing  is  pretty  much  the  same  online 
as  offline,  and  there's  still  paperwork 


are  a  paperwork-intensive  hassle,  even  on  the  Internet:  At  all  three 
sites,  the  first  step  after  your  loan  wins  online  approval  is  to  send 
you  paper  forms,  soliciting  all  the  same  information.  The  sur- 
prising thing  about  online  lending  isn't  how  different  it  is  from 
other  loans,  but  how  similar  it  is. 

First  of  all,  let's  talk  rates.  I  ran  a  hypothetical  applicant 
through  a  loan  application  at  each  of  these  sites,  to  avoid  de- 
tailing my  own  credit  history  when  I  wasn't  actually  in  the 
market  myself.  E-Loan  gave  Mr.  Hypothetical  a  7.125%  rate  for 
a  30-year  fixed  mortgage.  LendingTree  countered  with  6.99%. 
Quicken  quoted  7.125%.  All  assumed  a  20%  downpayment 
and  good  credit.  By  comparison,  the  bank  where  I  have  my 
mortgage  was  charging  about  7%  on  the  same  day,  while  Coun- 
trywide Credit  Industries  Inc.,  the  nation's  biggest  independent 
mortgage  lender,  was  charging  7.25%. 

Why  aren't  online  banks  cheaper?  Because  the  cost  of  offices 
is  only  a  small  part  of  what  you  pay.  The  huge  majority  of 


your  interest  rate  reflects  the  cost  of  funds — what  the  bank  pays 
to  borrow  the  money  it  lends  you.  That's  set  by  the  bond  mar- 
ket, and  everyone  pays  pretty  much  the  same  amount. 

Once  lenders  approved  applications  by  the  various  hypo- 
thetical characters  we  invented  for  our  tests,  all  three  sites  prom- 
ised to  close  my  loan  in  six  weeks  or  less.  This  is  pretty  much 
what  you  expect  from  any  bank. 

Although  I  liked  E-Loan  the  best,  most  of  the  attention  has 
gone  to  LendingTree,  which  says  its  sys- 
tem makes  banks  compete  (even  grovel!) 
for  your  business.  It's  also  closing  more 
loans  than  the  other  two.  But  I  wasn't 
overly  impressed.  Its  system  is  competi- 
tive, but  no  world-beater. 

LendingTree's  software  matches  each  application  against  the 
loan  criteria  for  its  partner  banks,  and  sends  it  to  up  to  four  po- 
tential lenders.  If  they  see  my  credit  and  figure  I'm  a  bill-payin' 
fool,  they'll  route  it  to  the  First,  Second,  Third,  and  Fourth  Na- 
tional Banks  for  the  Virtuous  and  Punctual.  If  LendingTree  de- 
duces I'm  a  fool  about  paying  bills,  it'll  go  to  We  Understand 
Bank  and  Trust. 

The  four  banks  make  offers  and  you  pick.  LendingTree  then 
steps  aside  while  you  and  the  bank  do  the  rest.  Their  fee  comes 
from  banks,  not  you.  Despite  ads  promising  "When  banks  compete, 
you  win,"  LendingTree's  big  edge  is  that  it  helps  speed  up  the  com- 
parison shopping  people  do  already.  Rates  are  about  the  same. 

The  bottom  line:  Online  mortgages  are  fine  for  people  who 
like  to  do  a  lot  of  business  over  the  Internet  It's  not  so  much  that 
there's  a  compelling  reason  to  borrow  online.  It's  simply  that 
there's  no  compelling  reason  not  to.  • 


HOME  SWEET  HOME 


Solid  home  sales  and  brisk  refinancings  are  giving  Web  mortgage  banks 
and  middlemen  a  break.  But  the  Web  doesn't  make  the  notoriously 
tough  process  of  financing  a  home  much  easier.  The  leading  sites  are 
competitive  with  offline  banks,  but  don't  have  a  clear  edge. 


A 
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Schooling 


E-Loan  best  explains  financing  alternatives  and  presents 
cost  comparisons.  LendingTree  skimps  on  education  and 
takes  you  almost  straight  to  applying.  Quicken  is  some- 
where in  between:  The  information  is  there,  but  not  pre- 
sented as  well  as  on  E-Loan's  site. 


c\£U  ^   ^ 


All  these  sites  eventually  make  you  fill  out  the  same 
paper  forms  you  already  know,  thanks  to  defects  in  last 
year's  digital-signatures  law.  Digital  signatures  will 
come  to  car  loans  before  mortgages. 


^  4s  ^r 
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All  three  are  competitive  with  traditional  lenders,  with 
neither  side  having  a  clear  advantage.  The  bond  market 
sets  the  rates  for  online  mortgage  banks,  just  as  it  does 
for  the  old-fashioned  kind.  E-Loan's  pricing  plan  is  slightly 
less  confusing  than  the  others. 
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WE  DIDN'T  JUST  JUMP  ON  THE 
JFRASTRUCTURE  BANDWAGON. 

WE  BUILT  IT 


L 


time  to  set  the  record  straight.  Long  before  our  competitors  even  added  the  word 

restructure"  to  their  vocabulary,  we  were  busy  creating  it.  Since  we  first  launched 

center:  it  has  become  the  de  facto  global  standard  for  managing  eBusiness 

structure.  But  we  didn't  stop  there-we're  also  the  world  leader  in  security  and  storage 

ware.  Every  day,  our  software  handles  over  180  million  transactions,  protects  $50  billion 

/ire  transfers  and  stores  40  million  security  exchanges.  Expertise  doesn't  happen  /*  O 

'night.  It's  taken  25  years  of  hard  work  and  leadership  to  get  to  be  the  best.  So  V 

■n  we  say  you  can  trust  every  one  of  our  18,000  employees  around  the  world  to  deliver 

software  and  service  that  your  eBusiness'  success  depends  on,  we  really  mean  it.  Computer  Associates' 

LP  TOMORROW  |  WE  ARE  COMPUTER  ASSOCIATES  |  THE  SOFTWARE  THAT  MANAGES  eBUSINESS" 

n  co^rer  Associates  lmernational,  ,„,  (CAK  All  trademarks  ;rade  names  service  marks  and  iogos  feferenced  hefein  be|ong  tp  ^  respective  —  ■  ■ 
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BY  JOAN  O'C.  HAMILTON 

joan_hamilton@ebi2.businessweek.com 


On  the  Road  Again 

Is  an  easier  commute  the  silver  lining  of  Silicon  Valley  layoffs? 

rom  time  to  time,  I  call  Garage.com's  head  of  recruiting,  Amy  Vernetti,  to  chat  about 
Silicon  Valley  trends.  She  usually  returns  my  call  around  5  p.m.,  and  I  smile  at  the  faint 
crackle  of  static,  the  sporadic  horn  honk,  and  the  occasional  "Ack!"  that  punctuate 
our  conversation  during  Vernetti's  70-  to  90-minute  drive  from  her  Palo  Alto  home 
to  Oakland  (where  she  resumes  her  second  work  shift  after  picking  up  her  kids). 


The  last  time  I  called  Vernetti,  I  was  as  interested  in  her  per- 
spective as  a  hard-core  commuter  as  in  her  recruiting  insights. 
Like  almost  everybody  I  know  around  here,  I  find  myself  increasingly 
inconvenienced,  infuriated,  and  exhausted  by  soul-sapping  traffic. 
The  California  Transportation  Dept.  says  Bay  Area  freeway  con- 
gestion in  the  heart  of  the  Valley  grew  26%  from  1998  to  1999 — 
representing  a  one-year  leap  in  the  daily  delay  from  29,300  to 
36,900  vehicle  hours.  I'm  betting  numbers  will  soon  show  it 


lars,  I'm  not  driving  to  Timbuktu.' "  Not  wanting  to  be  named  an 
accomplice  to  a  vehicular  felony  (Ack!),  I  never  argue  with  anybody 
calling  me  from  a  traffic  jam.  But  when  Vernetti  told  me  this,  I 
hung  up  and  thought:  Is  a  recession  the  time  to  get  even  pickier 
about  where  you'll  work? 

In  any  event,  though,  I'm  sorry  to  disappoint  locals,  but  my  in 
vestigations  yield  little  evidence  that  traffic  is  measurably  re 
duced — much  less  proof  that  the  exodus  has  commenced.  For  one 
thing,  Officer  Steve  Oreglia  of  the  California  Highway  Patrol 


jumped  at  least  that  much  again  from  1999  to  2000.  Local  chat- 
ter about  "windows"  rarely  means  an  operating  system  any- 
more, but  rather  those  brief  traffic  gaps  when  it's  safe  to  try  and 
drive  somewhere. 

With  all  our  recent  woes,  logic  would  suggest  those  cars 
should  be  streaming  out  again,  now  that  so  many  dot-coms 
are  splattered  across  the  windshield  of  the  recession  rolling 
through  here  at  400  megahertz.  In  fact,  you  can  separate  the  dot- 
come-latelys  from  Valley  old-timers  by  how  they  react  to  gloomy 
news  about  earnings  shortfalls  and  layoffs.  Newcomers:  "Oh  no! 
I've  missed  my  chance  to  retire  by  30."  Old-timers:  "Maybe 
now  we'll  finally  get  some  relief  from  the  @$#%%$&  traffic." 

Vernetti  is  among  a  number  of  locals  who  have  told  me  her 
commute  nightmares  peaked  a  few  months  ago  and  things  are 
looking  up.  Part  of  her  rationale  for  believing  that  also  comes 
from  recruiting  young  hotshot  job  candidates.  "People's  appetite 
to  commute  long  distances  has  fallen  in  direct  proportion  to  Nas- 
daq," she  reports.  "It's  like  'If  I'm  not  gonna  make  a  gazillion  dol- 


pointed  me  to  the  sobering  view  from  the  hills  along  the  Valley' 
eastern  border.  A  bumper-to-bumper  parade  extends  east  of  hen 
on  Highway  680  for  30  to  50  miles  some  days  during  commuti 
hours.  "Because  of  the  cost  of  living,  a  lot  of  people  are  moving  t( 
the  Central  Valley.  You  can  get  a  nice  home  there  for  $225,000.  Bu 
you  only  have  one  interchange  to  get  back  here,"  he  says.  If  traffii 
seems  lighter,  in  general,  he  says  it's  probably  just  the  spring  arriva 
of  longer  daylight,  fewer  accident-prompting  storms,  and  schoc 
breaks.  A  bunch  of  new  road  projects  are  about  to  exacerbate  trav 
el  even  more. 

I  worry  most  about  those  Central  Valley  commuters.  I  don: 
think  they're  after  a  gazillion  dollars  like  the  young  hotshot; 
They  brave  their  exhausting  commutes  to  try  to  grab  something  | 
sembling  a  comfortable  middle-class  life  and  yard  for  the  kids  at 
fordable  prices.  If  their  Valley  jobs  disappear,  the  mostly  agriculi 
and  bedroom  communities  in  which  they've  settled  won't  be  U 
to  employ  them.  They  may  be  finding  themselves  in  a  who 
new  traffic  jam — on  the  road  to  the  unemployment  office,  • 
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MANAGEMENT    CRISIS 


CRISIS    MANAGEMENT 


Roberta  hears  about 
client  crisis  on  way  to 

meeting  in  Tucson. 
She  goes  back  to  office. 

She  misses  her  flight. 
She  misses  her  meeting. 


wireless 

Octlcl 

service 


Roberta  hears  about 
client  crisis  on  way  to 

meeting  in  Tucson. 
She  wirelessly  accesses 
crucial  information  from 

company  intranet. 

Then  she  rallies  her  team 

via  e-mail. 

She  makes  her  flight. 

Problem  is  solved  by  takeoff. 

Get  time-sensitive  information  anywhere  AT&T  Wireless  Data  Service  is 
available.  Crank  through  urgent  e-mails,  manage  schedule  changes,  access 
contact  information  and  view  the  latest  Web  content — all  from  your  PDA. 
It's  fast,  it's  secure  and  it  helps  increase  productivity.  Because  you're  never  far 
from  the  facts  you  need  to  help  a  client.  And  your  bottom  line,  as  well. 


YOUR  WORLD.  CLOSE  AT  HAND. 


tttwireless.com/dataservice 


AT&T  Wireless 


888  DATA-ATT  ext.  102 


rtant  Information 


AT&T  Wireless  Data  Service  is  available  in  over  3,000  cities  across  the  United  States.  Detailed  local  coverage  maps  ire  available  at 
wireless.com/dataservice.  AT&T  Wireless  Data  Service  is  available  over  the  AT&T  wireless  data  network  and  in  markets  where  we  have  intercarner  agreements 
"vice  outside  the  AT&T  Wireless  area  is  provided  by  other  wireless  carriers.  Coverage  may  vary  due  to  customer  equipment  and  other  factors  Due  to 
/erage  limitations,  information  may  not  be  accessible  at  all  times.  Certain  service  applications  may  require  purchase  of  an  associated  service,  additional  software  or 
work  connections.  Additional  terms  and  conditions  apply.  ©2001  AT&T  Wireless.  All  rights  reserved. 
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business  infrastructure 


BUILDING  AN  E-BUSINESS 

INFRASTRUCTURE 

ISN'T  BRAIN  SURGERY. 


ITS  MUCH  HARDER. 


THE  AVERAGE  DOCTOR  is  given  fourteen 
years  to  master  the  intricate  art  of  brain  surgery. 
To  manage  the  implementation  of  an  e-business 
infrastructure  the  average  CEO  gets  all  of  twelve 
months.  Twelve  months  to  make  or  break  a  business. 

It's  no  exaggeration.  When  infrastructures  go 
down,  companies  go  down.  Networks  clog  up.  Web 
sites  crash.  Business  relationships  suffer.  Customers 
are  lost.  Infrastructure  is  not  just  an  IT  concern,  it's 
a  corporate  concern.  That's  why  even  non-technical 
types  need  to  understand  the  basics. 

So  here  they  are.  Customers,  salespeople  and 
partners  all  want  more  information  and  more  service. 
But  as  more  Web-based  services  are  introduced, 
the  demands  on  your  systems  increase.  Databases, 
company  Web  sites  and  back-end  applications 


need  to  connect.  Legacy  systems,  new  servers,  cell 
phones  and  PDAs  need  to  talk.  It's  enough  to  make 
neurosurgery  look  almost  manageable. 

Here's  where  IBM  can  help.  Our  servers:  scalable, 
flexible  and  capable  of  running  everything  from 
NT®  to  Linux®  Our  software:  industrial-strength 
and  as  open  as  it  is  powerful.  Our  storage  systems: 
capable  of  turning  forgotten  data  into  a  competitive 
advantage.  And  our  e-business  specialists:  over 
60,000  individuals  with  experience  of  over  20,000 
successful  engagements. 

Remember.  Medulla  oblongata:  hard.  Integrated 
e-business  infrastructure:  harder.  So  take  advantage 
of  the  best  help  you  can  get.  Call  800  426  7080 
(ask  for  infrastructure)  or  visit  ibm.com/e-business 
for  our  latest  white  paper. 


of  Linus  Torvalds.  Other  company,  product  and  service  names  may  be  trademarks  or  service  marks  of  others.  ©  2001  IBM  Corporation.  All  rights  reserved. 
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GAME 

How  America's  top  financial  firms  reaped  billions 
from  the  Net  boom,  while  investors  got  burned 

echtelligence,"  screams  a  two-page  advertise- 
ment from  Merrill  Lynch  &  Co.  in  a  recent 
weekly  trade  publication.  The  ad  goes  on  to  praise 
the  capabilities  of  the  Wall  Street  firm's  technology 
group,  from  the  100  analysts  covering  500  companies  to 
the  awards  they've  won  to  Merrill's  "Internet  guru," 
Henry  M.  Blodget.  The  firm  even  proclaims  its  tech- 


nology   coverage 

Don't  believe  every  ad  you  read.  Of 
the  20  Net  companies  that  Merrill  brought 
public  since  the  beginning  of  1997,  15 
are  trading  below  their  offering  prices, 
and  two  have  gone  bust,  according  to 
Thomson  Financial  Securities  Data.  The 
stocks  of  eight  of  Merrill's  companies,  in- 
cluding computer  e-tailer  Buy.com  and 
Net  advertising  company  24/7  Media,  have 
fallen  90%  or  more  from  their  ipo  prices. 
Perhaps  the  biggest  fiasco  has  been  pet- 
food retailer  Pets.com  Inc.,  which  took  a 
mere  10  months  to  go  from  its  $66  mil- 

EB  16   BusinessWeek  e.biz  /  April  16,  2001 


is    "the    top    tier    in    research." 

lion  initial  public  offering  to  closing  its 
doors.  Byron  Gordon,  a  33-year-old  mar- 
keter in  San  Francisco,  lost  $2,000  by  buy- 
ing the  company's  stock.  "Why  Merrill 
Lynch  felt  that  was  a  good  company  to 
take  public  I'll  never  know,"  he  says. 

It  could  have  been  the  sweet  smell  of 
money.  Merrill  took  in  fees  of  about  $4.6 
million  for  managing  the  books  for  the 
pet-food  retailer's  stock  offering,  according 
to  estimates  from  Thomson  Financial. 
That's  just  part  of  the  $100  million  Mer- 
rill pulled  in  since  1997  for  taking  Internet 
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companies  public.  Blodget  defends  his 
company's  track  record.  "Investors  wanted 
these  stocks,"  he  says.  "It's  tough  to  tell  a 
CEO,  'We  won't  take  you  public'  when  in- 
vestors are  shouting,  'Bring  it  on!' " 

Indeed,  Merrill  Lynch  has  plenty  of 
company.  Many  of  America's  top  financial 
firms  reaped  millions  in  fees  from  the 
Internet  boom,  even  while  the  investing 
public  got  burned.  How  did  they  do  it? 


doned  that  approach  and  began  rushing 
companies  onto  the  public  market  with 
the  ink  barely  dry  on  the  business  plans. 
"Venture  capitalists  shamelessly  took  com- 
panies public  that  never  should  have  been 
taken  public,"  says  Todd  Dagres,  a  partner 
at  Battery  Ventures.  And  the  old  rule  of 
thumb  for  investment  banks?  Don't  take  a 
company  public  until  it  has  three  quarters 
of  profits.  That,  too,  went  by  the  way- 


profits  for  growth.  Investors  were  willing 
buyers  of  these  stocks  even  though  the 
risks  detailed  in  their  offering  documents 
often  included  phrases  such  as  "unproven 
business  model"  and  "may  not  continue 
as  a  going  concern."  Specialized  mutual 
funds,  including  Munder  NetNet  Fund 
and  Internet  Index  Fund,  were  set  up  to 
allow  investors  to  put  their  money  in  Net 
stocks.  "We  want  to  be  responsible,  but  at 


They  were  playing  a  dif-  _  _  _ 

ferent  money  game  than  \fQ^  ShdITieleSSly  tOOli  COmDailieS  DUbNC 

the  rest  of  us.  Investors 
may  have  depended  on 
Net   stocks   rising  from 


that  never  should  have  been  taken  public'1 


their  IPO  levels  to  make  money,  but  the  fi- 
nance firms  weren't.  Investment  bankers 
took  their  cash  up  front,  grabbing  a  slice 
of  the  dough  raised  in  IPOs.  If  the  stock 
cratered,  they  already  had  their  money  in 
the  bank.  Venture  capitalists  had  a  similar 
spot  in  the  food  chain.  In  exchange  for 
footing  the  early  costs  of  a  startup,  they 
got  their  stock  for  as  little  as  pennies  a 
share.  Even  if  shares  dove  after  the  offer- 
ing, they  were  still  ahead.  And  that's  the 
way  it  has  worked  for  decades. 

What  changed  with  the  Internet  boom 
was  that  many  financial  firms  veered  from 
their  habits  of  the  past.  For  years,  venture 
capitalists  declared  that  their  mission  was 
to  build  rock-solid,  sustainable  businesses. 
They  would  seed  startups  with  millions  of 
dollars,  betting  that  two  out  of  10  would 
hit  it  big,  and  they  would  be  richly  re- 
warded. When  Net  mania  hit,  they  aban- 


side.  "We  had  pressure  from  bankers  to  go 
public  three  months  after  inception,"  says 
Julie  L.  Wainwright,  the  former  chief  ex- 
ecutive of  Pets.com,  which  went  public  a 
year  after  its  founding.  "We  tried  to  be 
responsible." 

Greed  broke  the  system.  With  billions 
of  dollars  up  for  grabs,  many  leading  U.  S. 
financial  firms  threw  out  their  business 
standards  and  started  grabbing  the  loot 
with  both  hands.  "I  think  there  are  lower 
ethical  standards,"  says  Jay  R.  Ritter,  a 
professor  of  finance  at  the  University  of 
Florida.  "It's  no  longer  a  relationship  busi- 
ness. It's  a  transaction  business." 

Do  the  financial  firms  deserve  sole 
blame  for  the  Internet  bust?  Not  at  all.  In- 
stitutional and  individual  investors  got 
caught  up  in  the  Net  frenzy,  too.  The 
conventional  wisdom  of  the  time  was  that 
companies  had  to  get  big  fast  and  sacrifice 
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the  end  of  the  day  investors  are  going  to 
make  their  own  decisions,"  says  Bradford  Jt; 
C.  Koenig,  who  heads  the  technology  in- 
vestment banking  practice  at  Goldman, 
Sachs  &  Co. 

Still,  investment  bankers  and  venture 
capitalists  are  supposed  to  be  expert  at 
channeling  capital  into  the  most  promis- 
ing companies.  Over  the  past  few  years, 
the  brightest  minds  of  American  finance 
sold  public  investors  stock  in  hundreds 
of  companies  that  are  proving  to  be  al-  lokifl 
most  worthless.  Of  the  367  Internet  outfits  e  ij 
taken  public  since  1997  that  are  still  trad- 
ing, the  stocks  of  316  are  below  their  of- 
fering prices,  according  to  Thomson 
Financial.  Only  55  companies,  or  15%, 
have  made  money  for  public  investors. 
And  a  staggering  224  have  tumbled  75% 
or  more  since  their  IPOs.  A  total  of  $2.5 
trillion  has  disappeared  from  Net  compa 
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How  Some  Investment  Bankers  Performe 


Merrill  Lynch 


THE  PLAYERS:  Star  analyst  Henry  Blodget  has  been 
hailed  as  an  Internet  guru,  but  the  firm's  track  record  in 
taking  Net  companies  public  has  been  terrible. 

NUMBER  OF  IPOS:  20 

AMOUNT  RAISED:  $2.1  billion 

AVERAGE  RETURN: -82% 

TROUBLED  DEALS:  Fifteen  of  the  20 

companies  Merrill  took  public  are 

trading  below  their  original  offering 

price,  and  another  two  have  gone  bust. 

Pets.com  went  public  in  February,  2000, 

then  shut  its  doors  a  mere  10  months  later.  The 

e-commerce  site  Buy.com  is  struggling  to  stay  alive, 

with  its  stock  down  to  25C  from  its  IPO  price  of  $13. 


Robertson  Stephens 

THE  PLAYERS:  BankBoston  acquired  San  Francisco  invest- 
ment bank  Robertson  Stephens  in  1998  to  get  a  piece  of 
the  action.  The  deal  helped  make  the  bank,  now  part  of 
FleetBoston,  a  player  in  tech  IPOs.  Winners  such  as  online 
research  provider  Multex.com  Inc.  didn't  outweigh  losers. 

NUMBER  OF  IPOS:  38 

AMOUNT  RAISED:  $2.3  billion 

AVERAGE  RETURN: -65% 

TROUBLED  DEALS:  College  textbook  seller  VarsityBooks 
went  public  in  February,  2000,  at  $10  a  share,  missed  its 
financial  projections,  and  now  trades  at  25C.  Divine 
InterVentures  went  public  as  a  Net  incubator  in  July, 
2000,  at  $9  a  share.  Now  its  stock  is  at  less  than  $2,  and 
it  has  changed  its  mission  to  developing  software. 
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Data:  Thomson  Financial  Securities  Data 
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ly  market  caps  since  the  peak  last  year. 
We  have  never  lost  so  much  money  so 
ist  for  the  investing  public,"  says  Reid 
V.  I  )ennis,  a  longtime  venture  capitalist  at 
ilicon  Valley's  Institutional  Venture  Part- 
lers  (rvp).  "Our  whole  industry  is  at  fault 
nd  the  entire  underwriting  industry  is 
t  fault"  (page  EB  28). 

The  real  danger  is  that  investors  may 
ot  be  back  anytime  soon.  Innovation  is  the 
ngine  of  the  U.  S.  economy,  and  it  runs  on 
noney.  Heavy  tech  investments  have  en- 
bled  the  productivity  gains  that  have  tur- 
ocharged  the  economy  in  recent  years.  If 
westors  lose  faith  in  the  experts  that  are 
apposed  to  be  guiding  them  to  the  most 
romising  businesses,  they  may  shy  away 
om  investing  in  startups,  good  and  bad. 
Jready,  the  number  of  initial  public  offer- 
lgs  for  tech  companies  has  slowed  to  a 
ickle.  "This  is  totally  unprecedented,"  says 
iarrett  Van  Wagoner,  president  of  the  mu- 
tal  fund  firm  Van  Wagoner  Capital  Man- 
cement.  "People  got  so  badly  burned  that 
tey  may  never  be  back." 

Soking  for  the  bottom.  Never  is  a 
mg  time,  but  the  impending  money 
rought  may  seem  that  long.  The  last 
rotracted  plunge  in  the  Nasdaq  index 
as  the  31%  drop  over  13  months  in 
)S3  and  1984.  That  slowed  the  flow  of 
ferings  through  1985.  This  time,  though, 
e  index  has  fallen  twice  as  much  and  it 
ay  not  have  hit  bottom  yet.  "It  took 
>out  three  years  after  1983  [to  coax  in- 


vestors back  to  tech  offerings]  and  I  think 
we  have  hurt  investors  even  worse  this 
time,"  says  Dennis.  "I  think  it'll  be  at 
least  three  years  this  time." 

Worse,  the  closing  of  the  ipo  market  is 


had  raised  $122  million  for  her  company 
over  the  past  few  years  and  had  won  in- 
dustry awards  for  her  products.  In  March, 
she  had  to  shut  down  her  company  be- 
cause she  couldn't  find  more  cash.  Some 


scaring  off  some  venture  firms,  which  will 
further  dampen  innovation,  ves  cut  their 
investments  to  $19.6  billion  in  the  fourth 
quarter,  down  26%  from  the  $27  billion 
average  for  the  preceding  three  quarters, 
according  to  Venture  Economics.  That's 
even  more  startling,  considering  that  ven- 
ture firms  raised  a  record  $92  billion  last 
year.  Kathleen  Huber,  founder  of  Internet 
router  maker  IronBridge  Networks  Inc., 


ves  are  even  taking  back  money  they've 
invested  in  startups.  EPod  Corp.,  an  inter- 
active ad  company  that  raised  $21  million, 
closed  its  doors  in  February  after  its  ven- 
ture firms  took  back  $8  million  to  $10 
million.  "It  was  immensely  disappointing, 
especially  when  you  think  the  company  is 
promising,"  says  Lynda  Radosevich,  the 
company's  former  director  of  marketing. 
The  destruction  caused  by  the  Internet 


<are  the  companies  behind  some  of  the  biggest  losers  in  the  Net  stock  crash.  Data  as  of  the  start  of  1997. 
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Credit  Suisse  First  Boston 


«e 


THE  PLAYERS:  Its  tech  practice  got  a  huge  boost  when 
it  recruited  star  banker  Frank  Quattrone  in  1998.  Since 
then,  the  volume  of  Net  deals  has  rivaled  Goldman  and 
Morgan  Stanley.  CSFB  has  had  some  hits,  including 
Openwave  Systems,  but  overall  returns 
for  investors  have  been  lousy. 

NUMBER  OF  IPOS:  75 

AMOUNT  RAISED:  $5.5  billion 

AVERAGE  RETURN:  -41% 

'TROUBLED  DEALS:  The  online  mortgage 

site  Mortgage.com  went  public  in 

August,  1999,  and  announced  it  would  shut  down  in 
1  October,  2000.  Car  site  Autoweb.com  has  dropped  97% 

from  its  IPO  price,  to  19C,  after  missing  estimates. 


Goldman  Sachs 

THE  PLAYERS:  The  prestigious  firm  may  have 
tarnished  its  reputation  in  the  Internet  crash.  Although 
its  average  return  was  not  terrible  because  of  home 
runs  such  as  eBay,  it  took  public  dozens  of  Net 
companies  that  are  now  trading  below  their  IPO  price. 
NUMBER  OF  IPOS:  47 
AMOUNT  RAISED:  $5.7  billion 
AVERAGE  RETURN:  -16% 

TROUBLED  DEALS:  Thirty-eight  of  Goldman's  49 
Net  initial  public  offerings  are  trading  below  their  offer- 
ing prices.  In  addition,  toy  seller  eToys  and  high-speed 
Net  access  provider  Northpoint  Communications 
both  folded  less  than  two  years  after  Goldman  took 
them  public. 
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Wainwright 

resisted  pressure 

to  take  Pets.com 

public  too  early 


bust  is  prompting  some  soul-searching 
among  venture  capitalists  and  investment 
bankers.  Many  vow  to  go  back  to  their 
old  ways  of  doing  things,  trying  to  nur- 
ture lasting  businesses.  For  example, 
Technology  Crossover  Ventures  adopted  a 
rule  last  year  that  a  partner  could  not 
sit  on  the  boards  of  more  than  eight 
companies.  That  way,  its  vcs  spend  more 
time  guiding  entrepreneurs  and  fine-tun- 
ing business  models.  James  W.  Breyer, 


managing  partner  of  Accel  Partners,  used 
to  spend  75%  of  his  time  on  new  deals 
and  25%  on  existing  ones.  Now  it's  the 
reverse.  "We  dropped  the  ball  on  the  lev- 
el of  advice  and  strategy  we  were  provid- 
ing," he  says. 

Bankers  aren't  as  publicly  contrite.  Pri- 
vately, some  admit  that  they  took  compa- 
nies public  too  soon.  Most,  however,  say 
that  they  have  always  been  careful  with 
IPOs  and  they're  tightening  their  under- 


writing standards  now  because  investors 
require  it.  Michael  Christenson,  head  of 
technology  investment  banking  at  Sa- 
lomon Smith  Barney,  says  ipo  candidates 
today  need  to  have  at  least  $10  million  in 
quarterly  revenues  and  must  be  no  more 
than  two  quarters  away  from  profitability. 
"We've  always  strived  for  high  quality," 
he  says.  "What  has  clearly  changed  is  that 
we've  adjusted  our  screen  for  the  market" 
So  will  the  financial  firms'  newfound 
restraint  hold  them  back  next  time?  Don't 
bet  on  it.  Experienced  money  managers 
say  the  lesson  to  draw  from  the  Net  bust 
is  that  investors  need  to  do  their  own 
homework  and  not  just  rely  on  the  ex 
perts.  "At  the  bottom  of  the  cycle,  they  tell  an 
you  they've  tightened  their  due  diligence 
standards,"  says  Van  Wagoner.  "At  the 
top  of  the  cycle,  they  always  find  a  reason  197, 
to  take  companies  public.  You  can't  rely  Bui  I 
on  them  to  do  the  due  diligence." 

ft  ! 

Keeping  SCOre.  To  be  sure,  not  all  of  k  u 
the  top  financial  firms  performed  poorl)  Ide 
during  the  Net  frenzy.  Some  showed  re-  k  « 
straint  in  bringing  companies  to  market  Irtnfi 
and  succeeded  in  creating  new  leaders  foi  be  r 
Corporate  America.  As  the  dust  settle;  ins  | 
from  the  collapse  in  Net  stocks,  it's  possi  m 
ble  to  pick  through  the  wreckage  to  fine  lonm 
out  which  financiers  were  behind  th  inn 
biggest  successes  and  which  were  behin<  pfa 
the  biggest  busts. 

Money  managers  certainly  are  keepin  fcjgg 
score.  Horsley  Bridge  Partners  Inc.,  an  assi  h 


Hummer  Winblad 

THE  PLAYERS:  John  Hummer,  a  VC  for  more  than  15 
years,  previously  played  pro  basketball  for  the  Seattle  Su- 
perSonics.  Ann  Winblad  is  a  software  industry  veteran. 

NUMBER  OF  IPOS:  7 

AMOUNT  RAISED:  $389.6  million 

AVERAGE  RETURN:  -91% 

TROUBLED  DEALS:  The  firm  scored  a 

hit  with  software  maker  Wind  River 

Systems,  which  went  public  in  1993. 

It  has  had  several  difficult  investments 

since.  In  one  of  the  fastest  crashes 

ever  from  IPO  to  oblivion,  Pets.com  went  public  in 

February,  2000,  at  $11  a  share  and  shut  its  doors  just 

10  months  later. 
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Internet  Capital  Group 

THE  PLAYERS:  Walter  Buckley  and  Ken  Fox,  veterans  of 
venture  firm  Safeguard  Scientifics,  founded  ICG  in  1996 
to  focus  on  business-to-business  Net  companies.  The 
firm  took  off  like  a  rocket  after  going  public  in  1999, 
with  its  stock  hitting  $200  in  early  2000.  Now  the  firm's 
stock  has  dropped  to  less  than  $2. 

NUMBER  OF  IPOS:  6 
AMOUNT  RAISED:  $586.2  million 
AVERAGE  RETURN:  -79% 

TROUBLED  DEALS:  Onvia.com  set  out  to  provide  an  on- 
line marketplace  for  small  businesses  to  get  bids  for 
services,  such  as  accounting.  In  1999,  less  than  1%  of  its 
sales  came  from  that  business.  The  company  went  pub- 
lic in  February,  2000,  at  $21,  and  now  trades  at  70C. 


Data:  Venture  Economics 
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management  firm  based  in  San  Francisco, 
is  cutting  back  on  the  number  of  venture 
firms  that  it's  giving  money  to,  even  though 
it's  keeping  the  same  amount  of  money  in 
venture  capital.  "We're  going  to  be  more  se- 
lective," says  Alfred  Guiffrida,  managing 
director  at  the  firm.  "We  invested  in  groups 
that  were  newer  and  less  mainstream  and 
we  won't  do  much  of  that." 


returns  of  54%  and  23%  respectively. 
Few  on  Wall  Street,  however,  have 
strong  returns.  While  taking  public  hun- 
dreds of  Net  companies  that  have  proved 
to  be  losers,  investment  bankers  took  in 
$2.1  billion  in  underwriting  fees  since 
1997,  according  to  Thomson  Financial. 
The  biggest  names  in  the  business  led  the 
charge.  Goldman  Sachs,  arguably  the  most 


"Many  of  us  are  ready  to  shoot 

most  of  the  analysts  out  there" 


First,  the  successes.  Morgan  Stanley 
Dean  Witter  led  the  ipos  of  many  Net 
companies  that  have  tumbled  sharply 
from  their  offering  prices.  It  reaped  total 
underwriting  fees  of  $350  million  since 
1997,  according  to  Thomson  Financial. 
But  the  firm  has  a  respectable  average 
return  of  20%  because  of  big  hits  with 
Net  security  systems  developer  VeriSign 
Inc.  and  storage  solutions  provider  Bro- 
cade Communications  Systems  Inc.  On 
the  venture-capital  side,  Breyer's  Accel 
Partners  backed  30  companies  that  have 
gone  public  since  1997,  and  those  up- 
starts have  averaged  returns  of  55%  for 
public  shareholders,  according  to  Venture 
Economics.  They  include  audio  and  video 
>oftware  provider  RealNetworks  and  net- 
working equipment  maker  Redback  Net- 
works Inc.  vc  firms  Sequoia  Capital  and 
Kleiner  Perkins  Caufield  &  Byers  also 
lave  strong  track  records,  with  average 


respected  firm  on  Wall  Street,  reaped  fees 
of  $360  million  by  leading  or  co-leading 
the  ipos  of  47  Net  companies  since  1997. 
Now,  38  of  those  companies  have  stocks 
trading  below  their  offering  prices,  and 
two  more  have  shut  down.  The  average 
return  for  investors  is  -16%.  Relatively, 
that's  not  bad.  Credit  Suisse  First  Boston, 
Robertson  Stephens,  Bear  Stearns,  Lehman, 
and  Merrill  Lynch  all  averaged  returns  of 
-45%  or  worse,  according  to  Thomson 
Financial's  figures.  "Clearly,  lots  of  very 
high-risk  companies  went  public,  and  the 
investment  bankers  didn't  show  a  whole 
lot  of  discipline  in  turning  down  deals," 
says  E.  David  Coolidge  III,  chief  executive 
officer  at  William  Blair  &  Co.,  a  65-year- 
old  Chicago  investment  bank  that  largely 
sat  out  the  Net  boom. 

Some  bankers  take  issue  with  the 
numbers.  Execs  at  cs  First  Boston  contend 
that  their  track  record  should  be  measured 


only  since  star  tech  banker  Frank  Quat- 
trone  and  his  team  moved  to  the  firm 
in  mid- 1998.  If  you  measure  the  years 
1999  and  2000  and  include  the  ipos  that 
cs  First  Boston  considers  Net  companies, 
the  firm's  average  return  is  -55%,  which  is 
not  as  low  as  the  returns  they  claim  that 
Morgan  Stanley  and  Goldman  had.  "The 
performance  of  Internet  stocks  has  been 
pretty  ugly  for  all  of  us,"  says  John  Hodge, 
managing  director  for  U.S.  technology 
corporate  finance  at  cs  First  Boston.  "But 
we  did  more  deals  and  our  average  re- 
turns are  better." 

Lack  Of  insight.  If  the  results  have 
been  ugly,  investment  bankers  point  out 
that  they  were  struggling  with  some  of  the 
same  issues  as  investors.  Companies  were 
going  public  so  early  that  Wall  Streeters 
had  a  hard  time  differentiating  winners 
and  losers.  "Because  the  market  was  clam- 
oring for  these  companies,  we  had  to 
make  judgments  earlier  in  companies'  life 
cycles,"  says  Goldman's  Koenig.  "The  mar- 
ket was  interested  in  investing  in  these 
companies  at  a  stage  when  proof  of  via- 
bility was  impossible  to  get." 

The  track  record  suggests  some  in- 
vestment banks  didn't  have  any  more  in- 
sight into  the  prospects  for  certain 
companies  than  the  average  investor. 
Lehman  Brothers  Inc.  led  the  IPO  of  U.  S. 
Interactive  Inc.,  a  Net  consulting  firm 
based  in  King  of  Prussia,  Pa.,  in  August, 
1999,  at  $10.  The  stock  surged  to  $76.50 


i  are  the  companies  behind  some  of  the  biggest  losers  in  the  Net  stock  crash.  Data  as  of  the  start  of  1997 


idealab! 

THE  PLAYERS:  Longtime  entrepreneur  Bill  Gross  start- 
ed idealab!  in  1996  to  provide  capital  and  management 
expertise  to  startups.  Now  idealab!  is  fighting  for  its 
life.  It  has  closed  its  Silicon  Valley  office  and  put  its 
own  IPO  on  hold. 

NUMBER  OF  IPOS:  7 

AMOUNT  RAISED:  $1  billion 

AVERAGE  RETURN:  -84% 

TROUBLED  DEALS:  eToys,  hailed  as  a  star 

niche  e-tailer,  went  public  in  May,  1999,  at 

$20.  It  shut  down  in  March  after  badly 

missing  its  sales  forecast.  NetZero  was  one  of  the  first 

companies  to  offer  free  Net  access.  Its  stock  has  dropped 

from  $16  a  share  at  its  September,  1999,  IPO  to  about  63C 


CMGI 

THE  PLAYERS:  David  Wetherell  got  his  early  training  as 
the  head  of  the  College  Marketing  Group,  a  marketer  of 
college  courses  and  faculty  information.  In  the  mid- 
1990s,  he  remade  the  company  into  the  country's  first 
major  incubator  for  startups. 
NUMBER  OF  IPOS:  7 
AMOUNT  RAISED:  $647.2  million 
AVERAGE  RETURN:  -95% 

TROUBLED  DEALS:  CMGI  scored  early 

hits,  including  its  investment  in  search 

engine  Lycos.  But  its  recent  track  record 

has  been  disappointing.  Health  supplies  site  Mother- 

Nature.com  went  public  in  December,  1999,  at  $13,  and 

decided  to  liquidate  last  November. 
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in  January,  2000,  and  then  began  a  steady 
slide.  Lehman  analyst  Karl  Keirstead  is- 
sued buy  recommendations  seven  times 
between  February  and  early  September, 
2000,  as  the  stock  dropped  92%,  to  $6.50. 
Only  after  the  company  disclosed  on  Sept. 
20  that  it  would  miss  third-quarter  fi- 
nancial estimates  did  Keirstead  down- 
grade the  stock — and  then  merely  to 
"outperform."  Since  then,  U.  S.  Interactive 
has  dropped  to  50<t  a  share  and,  in  Janu- 
ary, filed  for  bankruptcy.  Sharon  Wilson, 
an  accountant  in  Oregon  who's  nearing 
retirement,  was  one  investor  who  got 
nailed.  She  began  buying  U.S.  Interac- 
tive at  $73.15  a  share  and  ended  up  pay- 
ing about  $13,000  for  5,000  shares.  Now, 
Wilson  is  out  at  least  $10,000.  "Many  of 
us  are  ready  to  shoot  most  of  the  analysts 
out  there,"  she  says. 

Lehman  and  Keirstead  didn't  fare  too 
badly,  though.  The  firm  received  fees  of 
about  $2  million  for  managing  the  books 
for  U.  S.  Interactive's  IPO,  according  to 
Thomson  Financial.  Even  without  U.S. 
Interactive,  its  track  record  isn't  one  to 
brag  about:  For  the  15  Net  companies  it 
took  public  that  still  trade,  investors  have 


ager  at  Barbary  Coast  Capital  Manage- 
ment who  sold  Juno's  stock  short.  "Giving 
away  stuff  for  free  never  seemed  like  much 
of  a  business."  Over  the  first  half  of  2000, 
investors  came  to  agree,  as  Juno  shares 
slid  to  less  than  $10.  Even  after  that  drop, 
Baker  issued  another  report  on  June  1 
that  recommended  investors  buy  the  stock 
While  the  stock  recovered  briefly  to  close 
at  $12.44  on  June  7,  it  then  went  into  a 
slow,  steady  slide.  On  Aug.  2,  with  the 


Group,  CMGI,  and  idealab!  backed 
companies  that  have  averaged  stock  de- 
clines of  79%,  95%,  and  84%  respectively. 
In  some  cases,  the  incubators  hadn't 
gotten  very  far  in  building  their  business- 
es were  sustainable  before  they  took  them 
public.  Internet  Capital  Group,  which  spe- 
cializes in  business-to-business  Internet 
companies,  started  and  backed  about  60 
upstarts  in  1999  and  2000.  One  of  them 
was  Onvia.com  Inc.,  a  Seattle  company 


As  Juno  tanked,  Salomon's  Net  analyst 

kept  recommending  it  to  investors 


stock  again  below  $10,  Baker  downgraded 
the  stock  to  neutral,  and  it  now  trades  at 
about  $1.  Salomon  defends  its  support 
of  Juno.  "We  believed  in  Juno,"  says  Chris- 
tenson.  "We  were  wrong." 

Venture-capital  firms  have  sold  in- 
vestors some  big  losers,  too.  The  ven- 
ture business  has  always  been  a  slugger's 
game,  in  which  a  few  home  runs  make 
up  for  far  more  strikeouts.  Out  of  10 
deals,  a  firm  used  to  expect  to  lose  every- 
thing on  three  or  four,  make  decent  re- 


that  marketed  itself  as  an  online  market- 
place for  businesses.  The  idea  was  to  let 
small  business  use  the  broad  reach  of  the 
Net  to  get  bids  for  a  variety  of  services, 
such  as  accounting  or  insurance. 

That  may  sound  like  a  compelling  I 
business  plan,  but  Onvia  and  ICG  didn't 
have  much  evidence  it  would  work  before 
they  took  the  company  public.  In  1999, 
the  company  cranked  up  its  revenues  to  | 
$27  million  from  $1  million  the  year  be- 
fore, but  less  than  1%  of  those  sales  came  I 


lost  an  average  of  59%  from  the  ipo  price. 
They  include  online  community  devel- 
oper Talk  City  (down  99%),  health  site 
HealthCentral.com  (down  97%),  and  ad 
tech  firm  Mediaplex  (down  95%). 
Keirstead  did  not  return  telephone  calls 
seeking  comment. 

Other  Wall  Street  heavyweights  played 
the  same  game.  In  May,  1999,  Salomon 
Smith  Barney  led  the  IPO  of  Juno  Online 
Services  Inc.,  a  New  York  company  that 
provided  free  e-mail  service  and  later 
started  offering  free  Internet  access.  In 
June,  Lanny  Baker,  Salomon's  Net  ana- 
lyst, issued  a  report  with  a  buy  recom- 
mendation on  Juno,  and  by  December, 
1999,  the  stock  hit  a  peak  of  $87,  up 
from  its  $13  offering  price. 

But  skeptics  saw  a  classic  Net-craze 
company.  "There  was  no  there  there," 
says  Steve  Worthington,  a  portfolio  man- 


turns  on  three  or  four,  and  then  have 
two  or  at  best  three  huge  hits.  What 
changed  with  the  Net  boom  is  that  vc 
firms  were  able  to  shift  their  early  risk- 
taking  onto  the  investing  public.  In- 
vestors, however,  were  buying  individual 
stocks,  not  a  broad  portfolio,  so  when 
companies  started  blowing  up,  they  end- 
ed up  getting  burned  worse  than  most 
venture  firms.  "Public  investors  were  ef- 
fectively making  venture-stage  invest- 
ments," says  Blodget.  "vcs  understand 
the  risks  of  those  investments,  but  I  don't 
think  everybody  understood." 

Some  of  the  most  aggressive  venture 
financiers  were  the  incubators  that 
supplied  upstarts  with  administrative 
support,  office  space,  and  other  services 
as  well  as  capital.  But  incubators  have 
not  had  much  success  in  building 
successful  companies.  Internet  Capital 


from  services,  according  to  Securities  &l 
Exchange  Commission  filings. 

How  the  company  was  able  to  shov 
sharply  rising  sales  by  hawking  computer 
hardware,  software,  and  other  products- 
often  selling  them  below  cost.  Onvia  went! 
public  in  February,  2000,  at  $21  a  share 
and  now  trades  at  70C.  On  Feb.  5,  Onvia 
said  it  would  exit  the  products  business  to] 
focus  on  services  and,  as  a  result,  its  saleq 
will  fall  from  $51.5  million  in  the  fourth 
quarter  of  2000  to  an  estimated  $10.: 
million  in  the  first  quarter  of  200 1 . 

A  spokeswoman  for  ice.  says  the  com] 
pany  has  helped  build  some  promising 
businesses,  even  if  that's  not  reflected  ii 
their  current  stock  prices.  Onvia  President 
Michael  Pickett  says  the  products  busij 
ness  was  designed  to  get  companies  com  J 
fortable  with  doing  business  on  thJ 
Net  and  with  Onvia.  Later  they  would 
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VERITAS  Software 

e  leader  to  power  you  to  the  finish  line  first. 


Drive  your  company  to  e-business  success. 

In  e-business,  all  data  must  be  delivered  with  flawless  execution.  Performance,  scalability  and  reliability 
these  are  the  reasons  why  94%*  of  the  Fortune  e-50  rely  on  VERITAS  solutions  for  data  availability  VERITAS 

wTfrTta^k    natrSA  an,dKdr!a  T  accessible  24x7xforever.  Nobody  remembers  who  finished  second. 
irust  VLKIIAS  The  Data  Availability  Company,  to  power  you  to  the  finish  line  first. 
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Server  Consolidation: 

The  Road  to 
e-Business  Growth? 

Customers  are  demanding  24x7 
e-business  environments  that  offer 
increasingly  high  service  levels, 
reliability,  and  availability.  Executives 
are  demanding  a  technology  infra- 
structure that  supports  e-business 
growth.  How  does  your  company 
meet  both  of  these  demands? 

Server  consolidation  may  be 
the  most  effective  solution. 

According  to  Neil  Ross,  Program 
Director  for  Unisys  Consolidation 
Solutions,  "There  are  a  couple  of 
different  consolidation  methods. 
A  company  can  combine  common 
processes  and  management,  or 
they  can  place  all  servers  in  one 
room  for  more  efficient  administra- 
tion, however  the  most  effective 
method  is  to  replace  several  small 
servers  with  larger  ones,  like  the 
Unisys  ES7000.  In  all  cases,  the 
best  solutions  are  services-based  - 
you  need  to  have  a  defined  consol- 
idation plan  before  you  invest  in 
new  technology." 

With  any  method,  the  benefits 
of  server  consolidation  are  many, 
including: 

•  Higher  service  levels 

•  Positioning  for  IT  growth 

•  Better  system  administration 

•  More  efficient  use  of  scarce 
IT  resources 

Get  more  information  on  server 
consolidation  at  a  special  interactive 
Webcast  on  May  4,  2001  at 
1 0  a.m.  EST.  To  register,  visit 
www.unisys.com/e-biz/Webcasts. 
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be  converted  to  service  customers. 
cmgi  Inc.  also  backed  companies  that 
went  public  with  unproven  business 
plans.  Consider  its  investment  in  Mother- 
Nature.com.  The  incubator,  through  its 
affiliated  venture-capital  firm,  @Ventures, 
made  its  first  investment  in  the  online 
health  goods  site  in  June,  1998,  and  took 
the  company  public  in  December,  1999. 
Yet  the  company  hadn't  developed  a 
track  record  for  smoothly  running  oper- 
ations. During  those  18  months,  Moth- 
erNature  got  new  top  managers,  moved 
from  Philadelphia  to  Concord,  Mass., 
changed  its  strategy  to  compete  with 


The  rapid  growth  seemed  to  take  its 
toll  on  operations.  Several  goods  had  the 
wrong  product  codes,  so,  for  example, 
one  flavor  of  dog  food  would  be  shipped 
instead  of  the  proper  one.  Customer-serv- 
ice reps  would  routinely  let  the  customer 
keep  the  wrong  product  and  reship  a  new 
bag,  according  to  Byron  Gordon,  a  one- 
time supervisor  in  the  department.  "It 
could  take  weeks  or  even  months  [to  fix 
the  product  codes],"  he  says.  Pets.com 
lost  $61.8  million  in  1999  on  revenues 
of  $5.8  million. 

All  this  didn't  stop  Hummer  Winblad 
and  Merrill  Lynch  from  taking  the  com 


Blodget  admits:  "We  were  definitely 

late  in  downgrading  the  stocks" 


health-food  stores  instead  of  cooperating 
with  them,  and  was  on  its  way  to  losing 
$54.2  million  in  1999  on  sales  of  $5.8 
million.  Ross  A.  Love,  a  co-founder  who 
was  fired  by  the  board,  says  the  new 
strategy  was  untested  and  he  knew  it 
wouldn't  work  because  of  his  experience 
in  the  health  food  industry.  "I  totally 
think  [cmgi  and  the  other  venture  in- 
vestors on  the  board]  didn't  understand 
the  Internet  at  all,"  he  says. 

The  company  announced  plans  to 
liquidate  last  November,  less  than  a  year 
after  its  ipo.  Kent  R.  Goff,  a  70-year-old 
retired  engineer,  lost  about  $16,000  in 
MotherNature.com.  "I  kind  of  thought 
CMGI  wouldn't  let  them  go  down,"  he 
says,  cmgi  execs  declined  comment. 

Taking  its  toll.  Even  some  traditional 
venture  firms  brought  companies  to  mar- 
ket without  much  evidence  that  they 
would  fly.  Consider  Hummer  Winblad 
Venture  Partners,  a  San  Francisco  firm 
that  invested  in  Pets.com  as  well  as  the 
controversial  music-sharing  service  Napster. 
It  has  backed  seven  companies  that  have 
gone  public  since  1997,  and  the  average 
return  for  investors  was  -89%,  according 
to  Venture  Economics. 

Pets.com  was  a  prime  example.  Hum- 
mer Winblad  invested  its  first  $500,000 
in  the  company  in  March,  1999,  the  same 
month  that  Wainwright  joined  as  chief 
executive.  Then,  with  several  rivals  rolling 
out  similar  sites,  Pets.com  boosted  its 
workforce  from  four  in  March  to  270  at 
the  end  of  1999. 

EB  24   BusinessWeek  e.biz  /  April  16,  2001 


pany  public  in  February,  2000.  Blodgei 
put  his  first  buy  recommendation  on  tht 
stock  in  March,  then  reiterated  his  rec 
ommendation  three  more  times  before 
he  finally  downgraded  the  stock  to  accu 
mulate  in  August.  The  stock,  which  hac 
gone  public  at  $11  a  share,  was  then  a 
$1.31.  "We  were  definitely  late  in  down 
grading  the  stocks,"  he  admits.  Wain 
wright  says  Pets.com  was  "extremeh 
well-managed"  and  that  its  return  rat 
was  less  than  5%  of  sales. 

Ann  Winblad,  of  Hummer  Winblad 
says  Gordon's  description  of  operationa 
problems  is  inaccurate  and  that  her  firn 
did  not  rush  companies  to  market.  "All  c 
these  companies  had  complete  manage 
ment  teams  and  solid  business  strategies, 
she  wrote  in  an  e-mail.  She  says  Ventur 
Economics'  figures  are  not  correct  an 
that  the  drop  in  tech  stock  prices  con 
tributed  to  Hummer  Winblad's  returns. 

In  March,  after  another  major  sell-o 
in  the  stock  market,  Merrill  Lynch  too 
out  a  full-page  ad  in  The  New  York  Time 
In  somber  tones,  the  country's  bigge 
brokerage  firm  explained  its  view  on  th 
market  with  the  title,  "Where  We  G 
From  Here."  After  the  Internet  bust,  ir 
vestors  may  realize  that  many  of  the  to 
financial  firms  aren't  the  best  place 
find  that  out.  • 


e.biz  online 


For  a  more  complete  ranking  of  invest- 
ment bankers  and  VC  firms,  as  well  as 
interviews  with  Goldman's  Koenig  and 
others,  go  to  ebiz.businessweek.com. 


They  say,  in  e-business,  it  takes  forever  to  unify  the  past  with  the  future. 


Some  e-business  consultants  will  tell  you 
trying  to  integrate  your  legacy  systems 
takes  too  long  and  costs  too  much.  They 
would  have  you  scrap  what  exists  and 
commit  to  whatever  vision  of  the  future 
they're  selling  that  day.  Unisys  people 
can  unify  what  you  have  with  what  you're 
going  to  need,  using  our  decades  of 
experience,  ingenuity,  and  plain  old 
hard  work.  And  we  do  it  every  day,  in 
over  100  countries.  Today  is  the  day  to 
start  unifying  your  past  with  the  future. 
With  Unisys  people  there  to  help,  it 
won't  take  forever.  Visit  our  website  at 
www.aheadforebusiness.com. 


UNISYS! 

We  have  a  head  for  e-business. 
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Server  Family 


THE  LEGENDARY  FIVE  NINES.  99.999%  RELIABI 

For  a  server  operating  system,  the  five  nines  are  a  measure  of  reliability  that  translates 
over  five  minutes  of  server  downtime  per  year*  For  your  business,  that  means  servers 
and  running  when  people  need  them.  Of  course,  rumors  of  this  99.999%  uptime  usui 
under  ideal  lab  conditions.  But  where  are  these  five  nines  when  your  business  needs 
If  you're  using  Microsoft*  Windows*  2000  Server-based  solutions,  they  may  be  closer  1 
think.  Today  Starbucks,  FreeMarkets  and  MortgageRamp,  an  affiliate  of  GMAC  Com 
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ONGER  A  MERE  URBAN  LEGEND. 

|  are  using  Windows  2000  Server-based  systems  designed  to  deliver  99.999%  server 
|  course,  not  all  installations  require  this  level  of  reliability,  but  one  thing  is  for  sure:  The 
2000  Server  family  can  help  you  get  to  the  level  of  reliability  you  need.  In  fact,  industry 
uch  as  Compaq,  Dell,  Hewlett-Packard,  IBM,  Unisys,  Stratus  and  Motorola  Computer  Group 
with  you  to  deliver  solutions  with  up  to  five  nines  uptime.  To  learn  more  about  server  solutions 
:ount  on,  visit  microsoft.com/windows2000/servers  Software  for  the  Agile  Business. 
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ROCHELLE  SHARPE 


After  the 
Wild  Ride 

Investors  have  lost  $4.6  trillion  in  the  tech  debacle— 
and  a  lot  more  than  money  went  with  it 


ILLUSTRATIONS  BY  PHILIP  BROOKER 


or  a  while,  becoming  fabulously  wealthy  practically  overnight 
seemed  to  be  about  as  easy  as  waking  up  in  the  morning 
and  getting  out  of  bed.  That's  the  way  it  was  for  Jon  Simmons 
of  Fontana,  Calif.,  who  turned  a  measly  $4,500  into  $2.2  mil- 
lion in  just  13  months  by  investing  in  Internet  and  other  tech 


stocks.  When  he  hit  the  $1  million  mark 
early  last  year,  he  quit  his  job  as  a  com- 
puter programmer  and  concentrated  on 
trading.  Two  months  later,  when  his 
stocks  had  more  than  doubled,  the 
31 -year-old  began  to  fantasize 
>jr       about   buying   his   dream 
home — just  as  soon  as 
he  doubled  his  money 
again.  He  never  got  the 
chance.  Within  days,  the 
tech  stock  bubble  burst 


and,  after  paying  his  taxes  on  earlier  gains, 
Simmons  was  left  with  just  $100,000.  His 
wild  rise  and  sudden  fall  left  him  dazed. 
Often,  he  had  to  remind  himself:  "It  was 
just  money." 

Maybe  for  him.  But  many  investors 
have  lost  a  lot  more  than  paper  profits 
during  this  long  and  seemingly  bottomless 
slide.  A  year  after  the  peak  of  the  Internet- 
driven  stock  frenzy,  what  one  psychologist 
calls  "the  fear-greed  roller  coaster"  has 
drained  bank  accounts,  delayed  retire- 
ments, pulled  marriages  apart — and  worse. 
A  New  York  couple,  who  suffered  enor- 
mous losses  through  day  trading,  entered 
into  a  murder-suicide  pact  last  fall.  George 
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Schavran,  70,  shot  42-year-old  Catherine 
Fischer  and  the  couple's  German  shep- 
herd, Graf,  on  a  desolate  Long  Island 
beach.  He  survived  his  suicide  attempt 
and  now  faces  a  murder  charge. 

Only  now  is  the  full  extent  of  the  dam- 
age to  personal  finances  and  peo- 
ple's lives  becoming  clear.  Since  the 
market's  peak,  $4.6  trillion  of  in- 
vestor wealth  has  vanished  (page 
EB  16).  In  just  one  year,  the  num- 
ber of  millionaires  plummeted 
more  than  10%,  from  7.1  million 
to  6.3  million,  according  to  the 
Spectrem  Group,  a  Chicago-based 
consultancy.  If  that  wasn't  enough, 
many  people  are  being  forced  to 
pay  taxes  on  capital  gains  they  no 
longer  have.  They  sold  stocks  near 
the  peak  and  reinvested  in  others  as 
the  market  was  sliding  to  new  lows. 

The  rapid  swing  between  in- 
stant wealth  and  financial  worry 
produced  emotional  whiplash.  The 
thrill  of  counting  out  Nasdaq  prof- 
its has  been  replaced  with  bitter 
hours  of  fear  and  self-blame.  For 
some,  "It's  almost  like  dealing  with 
death,"  says  James  Gottfurcht,  a 
psychologist  and  president  of  Psy- 
chology of  Money  Consultants  in 
Los  Angeles.  Investors  are  griev- 
ing— passing  through  stages  of  de- 
nial, anger,  and  depression.  The 
sad  reality,  psychologists  say,  is  that  the 
pain  of  losing  money  is  far  stronger  than 
the  pleasure  of  making  it  "I  feel  absolutely 
devastated  by  my  lack  of  good  financial 
judgment,"  says  Roy  DuBrow,  owner  of  a 
Seattle  limousine  company,  who  lost  about 
$700,000  in  paper  gains  on  tech  stocks. 

Uncertainty  principle.  People  need  to 

learn  to  cope  with  such  feelings  or  they 
could  end  up  compounding  their  prob- 
lems. "If  you  don't  deal  with  these  things, 
you  begin  to  act  out,"  says  Kathleen  Gur- 
ney,  ceo  of  the  Financial  Psychology  Corp. 
in  Sonoma,  Calif.  "People  start  to  do  ir- 
rational things,"  she  says,  like  buying  an 
expensive  car  they  can't  afford  in  an  at- 
tempt to  blunt  the  emotional  pain.  Seek- 
ing help  from  therapists  and  financial 
advisers  can  keep  things  from 
getting  worse. 

The  hurt  isn't  limited  to 
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individuals.  A  sharp  drop  in  consumer 
confidence  has  contributed  to  the  steep 
downturn  in  the  economy,  and  seems 
likely  to  affect  investing  for  months,  maybe 
years,  to  come.  Without  a  belief  that  stocks 
will  achieve  even  pre-frenzy  returns,  in- 


vestors won't  likely  place  bets  that  could 
help  produce  those  returns  for  everybody. 
Instead  of  a  virtuous  circle,  the  pattern  of 
positive  reinforcement  is  broken — replaced 
by  fear,  uncertainty,  and  mounting  finan- 
cial losses.  "My  fear  is  that  you'll  see  peo- 
ple pull  out  of  the  market  and  never 
invest  again,"  says  Gurney. 

The  allure  of  Wall  Street  was  hard  to  re- 
sist— and  practically  everybody  who  could 
scrape  together  a  handful  of  savings  gave 
stocks  a  try.  By  the  end  of  1999,  nearly 
80  million  Americans  owned  stock,  com- 
pared with  42.4  million  in  1983,  according 
to  the  Investment  Company  Institute.  Get- 
ting rich  quick  was  no  longer  just  the  stuff 
of  Super  Lotto  dreams.  Thanks  to  tech 
stocks  and  the  seemingly  limitless  promise 
of  the  Internet,  it  looked  like  the  old  rules 
had  been  suspended  and  any  schmo  could 
become  wealthy.  Indeed,  Spectrem  says, 
there  were  3   million   more  American 


millionaires  in  1999  than  in  1995. 
The  ride  was  dizzying — both  up  and 
down.  Take  DuBrow,  the  limousine  com- 
pany owner.  At  one  point,  DuBrow,  62, 
was  nearly  a  millionaire,  having  watched 
his  $100,000-plus  bet  on  Net  and  tech 
stocks  skyrocket  800%.  He  became 
addicted  to  the  market.  He  started 
talking  to  his  broker  five  times  a 
day  and  became  glued  to  CNBC.  For 
a  while,  his  obsession  made  him 
feel  great.  "I  began  to  feel  like  a 
guru,"  he  says.  He  would  talk  excit- 
edly to  friends  about  his  latest  sue 
cesses.  On  his  best  day,  he  was  up 
more  than  $45,000.  "I  felt  like  I  was 
almost  at  the  cutting  edge,"  he  says. 
When  the  market  declined,  his 
confidence  evaporated.  For  the  first 
time  in  his  six-year  marriage,  he 
hurt  his  wife,  Anita,  grabbing  her 
arms  and  shaking  her  briefly  when 
he  lost  his  temper.  Normally,  she 
says,  "He's  such  a  gentle  person.  It 
scared  me  half  to  death  to  see  him 
change  that  much."  Sounding  de 
spondent  in  early  March,  DuBrow 
talked  about  going  cold  turkey  and 
selling  everything.  Just  days  later, 
his  mood  had  swung  to  the  other 
extreme.  He  was  convinced  that 
the  market  had  hit  bottom  an 
could  only  go  up  from  there — 
and  he  was  buying  again. 
The  meltdown  market  was  especially 
jarring  for  people  who  worked  for  dot 
corns.  Often  they  were  hit  by  a  doubL 
whammy:  trying  to  deal  with  the  shock  o 
instant  wealth,  and  then,  just  as  they  wen 
preparing  for  their  new  life,  watching  then 
money  vanish.  One  28-year-old  Yahoo 
Inc.  exec  who  had  spent  two  years  search 
ing  for  the  perfect  mansion  not  onl) 
bought  his  $2.5  million  house  but  alsc 
paid  his  taxes  with  margin  loans,  says  Pa 
Ingraham,  a  Century  21  real  estate  agen 
in  Saratoga,  Calif.  When  Yahoo's  stocl 
began  to  collapse,  the  man  was  forced  t 
sell  the  house  before  he  moved  in 

Some  tech  workers  are  winding  up  witl 
huge  tax  bills  and  little  money  to  pay  them 
Fran  Maier,  38,  former  senior  vice -presi 
dent  of  marketing  at  women.com,  in  Sai 
Mateo,  Calif.,  exercised  more  than  60,00 
stock  options  when  they  were  worth  $6 
share,  up  from  her  grant 


How  business  becomes  e-businessr 
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J?       The  great  e-business  shakeout  is  well  under  way.  For 
those  who  didn't  make  it,  our  condolences.  At  least 

the  end  was  quick. 

For  those  who  have  made  it,  who  broke  the  code  and 

figured  out  how  to  build  a  truly  viable  e-business,  our 

heartiest  congratulations. 

As  it  turns  out,  many  of  these  successful 

companies-including  the  majority  of  the  Fortune 

e-50-have  built  their  e-businesses  on  an 

exceptionally  strong  foundation. 

The  BEA  WebLogic®  E-Business  Platform." 

This  award-winning  set  of  innovative  software  and 

services  is  uniquely  designed  to  help  businesses 

rapidly  develop  and  launch  advanced  e-commerce 

initiatives.  It's  an  end-to-end  solution  that  includes 

rich  personalization  and  complete  B2B  integration. 

In  fact,  it's  now  the  global  standard  by  which  all 

e-commerce  software  is  measured. 

Which  explains  why  it's  BEA's  market-leading  platform 
that  powers  Chase  Manhattan,  FedEx,  Amazon.com, 

United  Airlines,  Wells  Fargo,  E*TRADE  and  over  9,400 

other  successful  e-businesses.  Find  out  how  we  can 

help  yours.  Visit  us  at  www.bea.com. 
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PSYCHING 
OUT THE 

MARKET 


Stock  trading  during  the  dot-com 
meltdown  and  slowing  economy 
can  be  high-stress.  James  W.  Gott- 
furcht,  president  of  Psychology  of 
Money  Consultants  in  Los  Angeles, 
identifies  six  psychological  money 
traps  that  people  often  fall  into. 
Beware,  he  says,  of  the  RAPIDS. 

Rationalization:  Trying  to 
explain  away  bad  situations, 
such  as  a  big  tech-stock  drop, 
rather  than  changing  behavior. 

Avoidance:  Delaying  actions, 
like  selling  a  plummeting 
stock  that  has  little  chance 
of  recovering — a  trap  that  can  turn 
losses  into  greater  losses. 

Projection  of  blame:  Blaming 
someone  else  for  bad  finan- 
cial choices,  like  lousy  timing 
on  buying  a  stock  that  later  tanks. 

Idealization:  Putting  too  much 
faith  in  something,  like  a  partic- 
ular stock  or  a  charismatic 
financial  guru. 

Denial:  Blocking  out  upset- 
ting facts,  like  the  market 
plunge,  which  could  lead 
to  making  risky  decisions  about 
future  stock  purchases. 

Splitting:  Suddenly,  taking  a 
totally  negative  attitude,  like 
deciding  never  to  participate 
in  the  stock  market  again 
after  suffering  a  big  loss. 


price  of  80<t  a  share.  Maier  had  to  pay  taxes 
on  the  gain  in  1999,  even  though  she  hadn't 
sold  her  shares.  In  fact,  she  was  barred  by 
law  from  selling  them  for  six  months, 
but  by  that  time  they  were  sinking. 
To  get  enough  money  to  pay  her 
taxes,  she  had  to  sell  shares  at 


$3  each  and  take  a  second  mortgage  on 
her  home.  "It  feels  awfully  bad  to  pay  taxes 
on  gains  you  never  saw,"  she  says. 

Such  financial  ups  and  downs  take  a 
heavy  toll  on  families.  When  Maier's  son 
was  asked  by  his  fifth-grade  teacher  to 
write  an  essay  about  what  he'd  do  with  $1 
million,  he  wrote  that  he'd  give  some 
money  to  his  mother  so  she  could  pay  her 
taxes.  It  gets  worse.  A  California  woman 
who  asked  to  go  only  by  her  first  name, 
Mary,  says  sudden  wealth  ruined  both 
her  marriage  and  her  financial  dreams. 
Her  family's  assets  had  skyrocketed  by 
$25  million  overnight  when  her  husband's 
tech  company  was  bought  by  another  one 
with  a  high-flying  stock  price  and  he  re- 
ceived a  large  grant  of  shares.  Three 
months  later,  Mary  was  shocked  when 
her  husband  took  her  out  to  lunch  and 
announced  he  wanted  a  divorce.  She  be- 
lieves he  saw  his  newfound  wealth  as  the 
opportunity  to  lead  the  life  of  a  rich  play- 
boy. While  the  marriage  fell  apart,  the 
stock  price  did  too,  tumbling  from  a  high 
of  $250  to  $53  a  share  before  she  sold. 

Compounded  mistakes.  Even  peo- 
ple who  took  relatively  small  risks  are 
paying  the  consequences,  being  forced  to 
postpone  their  retirements  or  purchases  of 
homes.  Arthur  Rubin,  53,  of  Ashland, 
Mass.,  transferred  $50,000  of  his  assets 
into  the  qqq  Nasdaq  100  tracking  stock  in 
early  2000,  buying  in  when  the  stock  was 
$107.  "When  it  started  going  down,  I  got 
excited,"  he  says,  seeing  it  as  an  opportu- 
nity to  buy  more.  He  bought  more  stock 
when  shares  were  in  the  90s,  and  then  in 
the  80s,  then  stopped  his  buying  spree  as 
the  stock  continued  to  sink  to  $53.  Now, 
he  says,  his  dreams  of  early  retirement 
must  be  delayed. 

It  may  seem  a  little  late,  but  many 
stunned  investors  are  now  seeking  help 
from  financial  planners.  The  profession 
has  watched  demand  increase  by  as  much 
as  40%  over  last  year.  Gary  Schatsky, 
chairman  of  the  National  Association  of 
Personal  Financial  Advisors,  recalls  the 
man  who  came  into  his  office  looking 
for  advice — his  hand  shaking  uncontrol- 
lably. The  29-year-old  had  lost  60%  of 
his  $1  million  inheritance  in  just  two 
weeks,  Schatsky  said.  He  had  relied  on  a 
broker  who  convinced  him  to  place  all 


of  his  money  in  technology  stocks 
Some  people  who  have  hit  bottom  an 
seeking  help  for  depression,  anxiety,  anc 
self-esteem  problems.  Psychologists  teacl 
them  to  cope  with  what  has  happened  tc 
them,  and  to  do  a  better  job  of  sizing  u{ 
their  ability  to  take  risks  in  the  future 
G<>ttfurcht  says  frazzled  investors  could  hav 
saved  themselves  a  lot  of  heartache  if  the 
had  kept  a  careful  watch  over  their  emo 
tions  when  times  were  good  Idealization,  fo 
instance,  can  cause  a  person  to  put  a  com 
pany  or  stock  market  guru  on  a  pedesta 
Denial  can  lead  to  a  person  refusing  to  hi 
lieve  that  the  market  has  changed  cours< 
despite  strong  evidence  to  the  contrary. 

To  protect  people  from  failing  int 
what  he  calls  psychological  money  trap 
he  suggests  investors  write  down  their  fi 
nancial  goals  for  a  stock  when  they  put 
chase  it.  With  a  written  record  of  the: 
original  intentions,  they  may  be  less  like 
ly  to  get  drunk  on  greed  and  stay  with 
stock  too  long.  And  he  urges  people  t 
find  a  friend  to  play  devil's  advocate  cor 
cerning  their  stock  picks.  That  can  hel 
guard  against  irrational  optimism. 

In  spite  of  all  the  horror  stories — son 
investors  cling  stubbornly  to  their  drean 
of  Net-stock  riches.  Ron  Peloquin,  42,  < 
Windsor,  Conn.,  bought  shares  of  Intern 
holding  company  cmgi  for  $3.50  in  19": 
and  watched  the  stock  climb  to  $330  i 
two  years,  turning  $70,000  into  $1.1  mi 
lion.  He  held  onto  most  of  his  share 
even  though  the  price  has  slid  below  $ 
In  fact,  now  that  it's  so  low,  he  has  star 
ed  buying  cmgi  again.  Although  he  qv. 
his  job  as  a  computer  programmer  wht 
he  became  a  paper  millionaire,  he  recen 
ly  returned  to  work — so  he  can  afford  I 
buy  stock.  Like  many  true  believers,  h< 
convinced  that  most  people  have  overr 
acted.  Now,  he's  patiendy  waiting  for  tl 
market  to  rekindle  its  love  affair  wi 
technology,  and  when  it  does,  he'll 
there  to  reap  the  rewards.  That  scenai 
seems  highly  unlikely,  at  least  in  the  she 
term.  But,  if  Peloquin's  right,  get  rea 
for  another  bruising  ride.#) 
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Using  the  Net  to 

Stay  Cris 

How  Utz  tracks  its  snacks  from  oven  to  grocery  shelf 


ack  Landsman  faced  a  mystery  worthy  of  the  ex-cop  he 
is.  The  vice-president  for  key  accounts  at  Utz  Quality 
Foods  Inc.,  the  nation's  No.  3  maker  of  salty  snacks,  had 
arranged  a  pre-Super  Bowl  blowout  at  Safeway  super- 
markets: $4.99  barrels  of  party  mix,  cheese  balls,  and 
pork    rinds    displayed    just    inside    the    door    of 


127  stores  near  Baltimore  and  Washington. 
In  a  town  painted  Ravens  purple,  it  was  a 
guaranteed  hit.  But  on  Jan.  18,  three  days 
into  the  promotion,  Landsman  had  a 
problem.  Daily  figures  for  three  Safeways  in 
Columbia,  Md.,  showed  that  two  of  them 
had  sold  25  and  40  barrels  of  cheese 
balls,  respectively.  But  the  third  store 
showed  a  string  of  zeroes.  No  cheese  balls. 
No  pork  rinds.  Just  an  incomplete  pass. 

Landsman  solved  the  mystery  of  Store 
No.  1370  with  a  tool  he  didn't  have  while 
walking  a  West  Baltimore  beat  the  Internet. 
Store  No.  1370,  and  about  10  others,  had 
no  barrels:  Landsman  hadn't  ordered 
enough.  As  simple  as  the  problem  was, 
Landsman  wouldn't  have  spotted  it  until  af- 
ter the  Ravens'  victory  parade  if  not  for  the 
UtzFocus  sales-tracking  system,  installed  in 
1999.  With  UtzFocus,  all  he  had  to  do  was 
use  his  Web  browser  to  check  overnight 
sales  reports  stored  on  a  server.  After  that, 
he  called  a  supervisor  to  find  out  why  his 
drivers  hadn't  made  the  delivery.  "We're 
kicking  butt  for  a  reason,"  says  ceo  Michael 
W.  Rice's  son-in-law,  Dylan  Lissette,  29, 
the  company's  marketing  manager.  "We 
know  what's  going  on  in  the  stores." 

The  lesson  of  Utz  is  simple:  A  company 
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need  not  be  a  giant  to  get  a  giant  boost 
from  the  Internet.  Spending  about  $30,000 
on  software  to  create  UtzFocus,  and  hiring 
one  new  person  to  run  it,  has  made  Utz  a 
sawier  chipmaker.  The  $200  million  fami- 
ly-owned company  is  gaining  share  in  seg- 
ments dominated  by  Frito-Lay,  whose 
North  American  sales  of  $12.7  bil- 
lion command  a  market  share  of 
59% — and  rising.  Utz's   12% 
jump  in  sales  to  supermarkets 
and  convenience  stores  last  year 
was  about  three  times  the  in- 
dustry's growth — and  V/.  times 
Utz's  own  growth  in  the  late 
1990s.  Chief  Operating  Officer 
Rick  King  says  half  of  the  accelera- 
tion in  Utz's  2000  growth,  or  about  $2 
million  in  sales,  is  due  to  the  Net. 

For  years,  Utz  executives  confess,  a 
culture  so  cost-conscious  that  even  the 
executive  suite  has  linoleum  floors  forced 
them  to  put  off  investing  in  technology. 
Instead,  they  tried  to  keep  up  with  Frito 
by  buying  new  fryers  and  faster  packaging 
machines.  Rice  didn't  have  a  computer 
until  1996,  and  secretaries  made  do  with 
typewriters  whose  sole  concession  to  the 
New  Economy  was  screens  that  displayed 


a  sentence  of  text  at  a  time  to  fix  mistake 
Rice,  57,  is  the  grandson  of  Bill  and  SaliJ 
Utz,  who  founded  the  company  after  Bi] 
quit  a  job  at  Hanover  Shoe  Co.  in  1921 
But  the  company's  real  info-tech  apostle 
Lissette.  "We're  a  Pennsylvania  Germar 
Dutch  company  where  there  are  certai 
things  we've  always  done,"  Lissette  ssyi 
"And  there's  a  fear  of  technology,  untl 
you  find  someone  who  will  shepherd  it. 
In  Utz's  case,  new  technology  is  abov 
taking  information  the  company  alreac 
had  and  letting  more  people  use  it  easiH 
Since  1982,  the  500  driver-salesmen  whl 
deliver  Utz's  snacks  to  stores  have  use| 
handheld  computers  to  upload  daily 
data  to  headquarters.  But  the  or 
department  that  used  the  infoJ 
mation  on  a  daily  basis  was  ad 
counts  receivable.  Sales  gd 
sketchy  reports  weekly  but  rd 
ceived  detailed  data  only  ond 
a  month.  What  did  peopl 
know  in  between?  "Not  a  lot|| 
Rice  confesses. 
Lissette  and  Vice-President 
Sales  and  Marketing  Tom  Demps^ 
convinced  a  mostly  fiftysomething  ma 
agement  team  that  better,  faster  busine 
information  was  as  essential  as  mai 
cheaper  chips.  The  duo  insisted  they 
ed  to  create  UtzFocus  to  give  daily  sal] 
breakdowns,  product  by  product  and  stc 
by  store.  They  needed  reports  that  we 
easy  for  computer-fearing  sales  people 
fetch  from  a  database  with  a  Web  brov 
and  easy  for  executives  to  tailor  for  clic 
presentations.  And  tliey  needed  the 
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Rice  and  Lissette: 
"A  simple  business" 
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ports  by  2  a.m.,  in  time  to  let  warehouse 
supervisors  fix  problems  with  drivers  who 
arrive  as  early  as  3:30  each  morning. 

Now,  from  North  Carolina  to  Massa- 
chusetts, the  drivers  who  deliver  Utz's 
chips  and  pretzels  are  being  more  closely 
watched.  As  a  result,  missed  deliveries  can 
be  corrected,  and  laggard  stores  can  be  tar- 
geted for  special  attention.  Smart  promo- 
tions can  be  repeated,  while  losers  are 
quickly  winnowed.  And  poor  coordination 
between  sales  and  production  can  be 
tracked  down  and  fixed  in  a  flash — as 
Landsman  did  with  Store  No.  1370. 

As  Utz  executives  rarely  tire  of  saying, 
theirs  is  a  pretty  simple  business.  They 
make  a  small  number  of  products — po- 
tato chips  alone  account  for  almost  65% 
of  revenue — and  they  have  only  a  few 
major  tactics  to  goose  sales.  There  are  su- 
permarket circular  advertisements,  on 
which  Utz  spends  4%  to  6%  of  sales. 
And  there  are  "endcaps,"  the  industry 
term  for  big  displays  at  the  end  of  a  su- 
permarket aisle  that  draw  impulse  buyers. 
It  can  cost  nearly  $10,000  to  rent  endcaps 
throughout  a  grocery  chain  for  a  week. 
And  when  Utz  has  the  endcap  at  a  chain 
such  as  Safeway  or  Giant,  the  leaders  in  its 
core  Washington-Baltimore  market,  sales 
in  each  store  can  rise  by  as  much  as  40%. 

Making  sure  that  this  happens  is  the 
job  of  UtzFocus.  The  system  gives  the 
managers  a  tool  to  ride  herd  on  Utz's 


drivers,  whose  execution  of  sales  promo- 
tions is  vital  to  company  strategy.  "When 
something  isn't  working,  it's  usually  not 
the  store.  It's  usually  our  person,"  Lis- 
sette  says.  "A  lot  of  times,  it's:  'I  didn't 
know  a  Safeway  promotion  was  going 
on.'  Or:  'I  didn't  have  any  on  my  truck.' " 
The  difference  is  felt  all  the  way  to 
the  bottom  of  Utz's  organizational  chart. 


let  managers  craft  counterproposals  to  pro- 
mote pretzels  in  weeks  when  Frito-Lay 
commands  the  potato-chip  spotlight. 

Or  Utz  can  take  a  more  innovative 
approach.  The  snack  food  company,  like 
its  competitors,  is  trying  to  persuade  su- 
permarket chains  to  give  it  space  in  cirJ 
culars  for  a  percentage  of  the  sales 
promotion  produces — rather  than  a  flai 


In  this  business,  timing  is  all — so  instant 
sales  data  help  Utz  execs  adjust  quickl; 


Employees  like  Gene  Alvarez,  a  Pine  Brook 
(N.J.)  supervisor  who  fills  in  on  routes 
when  his  charges  are  out,  says  the  Net 
system  generates  more  questions  than  ever 
from  management  about  why  sales  in 
specific  stores  aren't  better,  and  about 
how  drivers  are  doing  their  jobs.  "I  don't 
like  computers,"  he  jokes.  "Too  incrimi- 
nating." On  the  bright  side,  the  drivers' 
pay  is  a  10%  commission  on  sales,  so 
they  have  a  stake  in  the  system's  success. 
Even  though  the  system's  original  func- 
tion was  to  keep  closer  tabs  on  the  drivers' 
day-to-day  execution,  Utz  quickly  found 
other  ways  for  technology  to  help  them. 
Since  competition  for  space  in  store  circu- 
lars and  endcaps  is  keen,  quick  sales  data 
help  execs  adjust  If  Utz  can't  get  a  chain  to 
advertise  a  special  on  its  flagship  prod- 
uct— the  5.5-ounce  bag  of  chips — the  data 


CRUNCHING  NUMBERS 


Utz  Quality  Foods,  the  nation's  No.  3  potato  chip  maker,  is  using  the 
Internet  to  slice  data  as  finely  as  the  0.057-inch-thick  chips  it  sells. 


PROBLEM 


Assessing  promotions:  Sales  reports 
took  up  to  a  month  to  generate,  so  ex- 
ecs were  slow  to  pick  up  promotion  duds. 


Wasted  in-store  displays:  if  shelves 
are  bare,  the  thousands  spent  every 
week  on  in-store  displays  can  be  largely 
wasted. 


Poor  forecasting:  Outdated  sales  data 
lead  to  expensive  gluts  of  ingredients 
and  supplies.  Execs  estimate  factory 
efficiency  is  only  60%  to  70%. 


SOLUTION 


New  software  spins  out  daily  sales  re- 
ports so  future  promotions  can  be  in- 
stantly matched  against  current  results. 


Every  product  is  tracked  by  store,  and 
daily  e-mails  target  problems.  A  Super 
Bowl  promo  was  salvaged  in  a  day  after 
stores  finally  got  their  shipments. 


Plans  are  in  the  works  to  generate 
up-to-the-minute  data  on  the  usage 
of  ingredients.  Goal:  Plants  at  85% 
efficiency. 


fee  of  up  to  $10,000  a  week.  That  help«| 
Utz  cut  the  risk  it  takes  in  choosing  salel 
tactics  and  helps  keep  spending  on  circul 
lars  close  to  4%  of  sales.  The  key:  Utzl 
Focus  lets  sales  executives  generate  data  tJ 
persuade  supermarkets  they'll  make  morl 
money  sharing  risk  with  Utz  than  by 
ing  the  up-front  fee.  Acme  Markets  il 
testing  risk-sharing  promotions  now. 

With  sales  info  getting  better,  now  Utj 
is  trying  to  improve  its  command  of  pre 
duction  data.  Since  the  mid-1990s, 
has  been  buying  machines  equipped  witi 
monitoring  capabilities  to  slice,  cook,  spic 
and  bag  potatoes.  The  company  is  get 
ready  to  hook  it  all  up  to  its  in-houd 
intranet.  The  new  system  will  zap  a 
to  managers  every  minute — compare 
with  the  previous  once  or  twice  in  a  II 
hour  shift — giving  them  details  such 
how  many  chips  the  main  factory's  sevd 
lines  are  making,  the  usage  of  potato! 
and  flour,  and  even  how  close  the  chij 
slicing  machines  are  coming  to  the  ide 
thickness  of  0.057  of  an  inch. 

One  big  goal  of  automating  the  factj 
ry:  to  trim  costs  from  excessive  inventoj 
of  plastic  bags.  Utz  spends  5%  of  sales 
bags  alone.  Tying  production  more  clos 
ly  to  UtzFocus  data  will  let  the  compai 
keep  down  inventories  of  bags  that  d 
reach  several  months'  supply.  Since 
ished  chips  rarely  stay  in  Utz  plants  mc 
than  a  day,  inventory  gaps  like  that  staij 
out  like  cheese  powder  on  a  white  si 

Even  a  smarter  Utz  won't  doming 
like  the  Ravens'  defense  while  Frito-Lffl 
around,  but  Web-savvy  management  gh| 
this  underdog  better  odds.  And  you  r 
not  be  a  detective  to  figure  that  out. 
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For  a  Q&A  with  Utz  CEO  Michael  W.  Ri(j 
go  to  ebiz.businessweek.com. 
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now  what?  1 


,*. 


The  secret  to  a  successful  e-mail  campaign  is 
knowing  what  people  want.  At  e-centives®, 
we've  become  the  leading  online  direct  market- 
ing infrastructure  company  by  giving  consumers 
what  they  want. 

Now,  with  e-centives'  outsourced  e-mail  services, 
you  can  get  what  you  want:  better  customer 
relationships  and  better  results. 

Since  1996,  we've  built  a  business  around  per- 
sonalized, permission-based  online  marketing. 
We  send  millions  of  personalized  e-mails  every 
day  for  some  of  the  biggest  names  in  business. 
And  we're  ready  to  bring  you  all  the  benefits  of 
targeted  e-mail  marketing-without  all  the  hassles. 

Personalized  e-mail  can  be  a  logistical  night- 
mare, e-centives  makes  it  a  marketing  dream. 
Our  reliable  technology  enables  us  to  test  different 


mum  i 

versions  of  your  message,  dynamically  merge 
your  content,  ensure  delivery  and  measure 
response  against  a  broad  range  of  variables. 

■  targeted  personalization  technology 

■  experienced  e-mail  list  management 

■  knowledgeable  list  brokerage 

■  top-notch  creative  and  rich  media 

■  proven  delivery  systems 

■  insightful  tracking  and  reporting 

Before  you  start  your  next  e-mail  campaign, 
contact  us... give  your  customers  what  they 
want,  and  they'll  give  you  what  you  want. 
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BusinessWeek  e.biz 


CUTTING  EDGE 


BY  ROBERT  D.  HOF 

rob  hof@ebiz.businessweek.com 


•  •• 


I'm  Not  Paranoid,  But 

Online  businesses  need  to  give  customers  more  control  over  personal  data 

I  suppose  I  can't  blame  Amazon.com  Inc.  for  incessantly  recommending  that  I  buy  a 
CD  by  an  obscure  Malian  singer  named  Rokia  Traore.  Given  my  purchases  of  other 
Malian  CDs  on  the  Web  site,  the  suggestion  is  actually  spot-on.  Or  it  would  be,  had  I  not 
bought  it  somewhere  else  already.  But  Amazon's  automated  recommendation  program 
doesn't   know  that.  Amazon — and   every  other   site   I   visit   or  buy  from 


knows  only  a  sliver  of  my  preferences  and  buying  behavior. 

Frankly,  that's  the  way  I've  wanted  it.  Sick  of  spam,  I  now  em- 
ploy six  e-mail  accounts  regularly — reserving  one  for  work,  a  sec- 
ond for  friends,  another  for  trusted  businesses,  yet  another  for 
merchants  I'm  not  sure  about,  and  so  on.  Worried  about  high- 
profile  privacy  breaches  online,  I  even  lie  about  personal  details, 
such  as  my  name  or  birth  date,  when  I  register  at  many  Web 
sites.  The  result:  Online,  I'm  a  regular  cyber-Sybil,  creating  a  dif- 
ferent identity  for  every  site  I  visit.  And  I'm  not  alone.  At 
least  24%  of  people  lie  about  personal  details  online, 
according  to  a  survey 
done  last  year  by  the 
Pew  Internet  &  Ameri- 
can Life  Project. 

Multiple  personalities 
may  not  be  a  disorder  on- 
line, but  they're  sure  count- 
er productive.  For  online 
buyers,  maintaining  all 
these  identities  is  simply  a 
hassle.  I  can  barely  re- 
member my  home  phone 
number,  let  alone  dozens 
of  user  names  and  pass- 
words. And  therein  lies  the 
problem  for  e-merchants: 
forgo   shopping   at   many 
sites     because     it's     not 
worth  creating  yet  another 
persona    and    keeping    track    of   the    details    once    I    do. 

So  far,  the  potential  solutions  to  this  conundrum  are  pretty 
thin.  Several  companies,  from  startups  such  as  Privada  Inc.  and 
Youpowered  Inc.  to  giant  Microsoft  Corp.,  offer  programs  that  run 
on  personal  computers  or  through  Web  sites  and  allow  people  to 
control  which  information  they  release  to  sites.  But  they  haven't 
caught  on  because  they're  cumbersome  to  use.  Others,  such  as 
Anonymizer.com  and  Zero-Knowledge  Systems  Inc.,  keep  our 
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identities  secret  by  masking  identifying  information  stored  on  PCs. 
But  they  prevent  any  possibility  of  a  fruitful  relationship  with  on- 
line sites.  Says  Jerry  Michalski,  who  runs  the  San  Francisco- 
based  e-business  consultancy  Sociate:  "They're  a  sort  of  virtual 
hermitage,  and  that's  not  a  life  anybody  really  wants." 

The  best  solution:  Online  businesses  should  let  us  control  oi 
own  data — and  give  us  something  in  return  if  they  want  any  o 
it.  Online  privacy  is  a  huge  concern  not  because  people  are 
paranoid.  Mostly,  they  have  a  justifiable  fear  that  they  don'l 
know  how  information  about  them  wil 
be  used.  Once  we  have  control,  we'l 
be  much  more  willing  to  share  more 
of  our  purchase  history  and  prefer 
ences  with  sites  we  trust  if  we  car 
get  better  deals,  personalized  servic 
es,  or  help  in  finding  products  w< 
want.  Indeed,  the  Pew  surve; 
found  that  54%  of  American, 
gave  up  personal  information  tc 
sites  to  get  content  they  wanted 
and  10%  more  say  they  would 
Understandably,  sites  don' 
want  to  cede  control  of  cus. 
tomer  data  that  they  think  give 
them  an  advantage.  But  most  o 
them  ultimately  would  gain  mud 


,';'ji 
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more  than  they  would  lose.  Accurate  consumer  information 
be  a  gold  mine  for  targeting  products  to  people  ready  to  buy. 
the  more  consumers  have  a  stake  in  keeping  that  data  accurati 
the  more  they'll  patronize  sites  that  give  them  something  for  i 
Think  frequent-flier  programs. 

I  hope  online  companies  get  wise  pretty  soon.  Schizophreni 
may  be  a  necessary  condition  for  online  sanity  right  now.  Bi 
those  voices  in  my  head  tell  me  there's  .i  better  way.  * 
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"With  30,000  taxing  jurisdictions  in  the  U.S.  alone,  your  company  could 
have  to  file  up  to  6,500  different  tax  forms.  Add  to  that  the  fact  that  over  200 
countries  impose  direct  and  indirect  taxes.  Your  web  site  will  reach  customers  in 
multiple  states  and  countries,  so  what  you  don't  know  could  hurt  your  business." 

—  Mike  Porter,  e-Business  Services 
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OtOME:  3-D  images  are 
falling  the  structure 
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ive  holds  the  key  to  life. 

lied  a  ribosome,  it's  the 

Toscopic  factory  that  turns 

V  recipes  into  the  proteins 

t  sustain  life.  Every  cell 

thousands  of  ribosomes, 

rning  out  streams  of  pre- 

tly  duplicated  proteins. 

biologists  figured  out  the 

;  of  ribosomes   decades 
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step-by-step  particulars 
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shown,  scientists  hope  to 

avel  the  structure  of  these 

ories.  That's  important  be- 
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summing  up  the  operation 

ibosomes  in  bacteria.  Un- 

standing  this  machinery 
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biotic-resistant  bugs. 

'ublished  in  the  Mar.  30 

e  of  Science,  the  new  im- 

s  were   produced   by   a 

n  led  by  Harry  Noller,  a 

ecular   biologist   at   the 

versity  of  California  at 

I  ta  Cruz.  Crucial  insights 

provided  by  the  gold,  or- 

I  e,  and  red  areas.  These 

j  transfer  rna  molecules — 

I  vhat  has  long  been  the 

t  mysterious  part  of  ribo- 

es.  Transfer  rnas  bring 

I  ein  components  into  the 
some  and,  after  reading 

II  recipes  on  messenger 
I  (not  shown),  line  up  the 
1  iing  blocks  in  the  proper 

;r.  Then  the  ribosome 
?ers  chemical  bonds  be- 
in  components  to  produce 
mplete  protein.  □ 


A  HEAT-SEEKING 
MISSILE  FOR 
ARTERIAL  PLAQUE 

MOST  HEART  ATTACKS  ARE 
triggered  when  plaque — the 
gunk  that  accumulates  inside 
unhealthy  arteries — ruptures 
and  precipitates  a  blood  clot 
that  blocks  the  supply  of  blood 
to  the  heart.  Doctors  have 
long  been  able  to  spot  plaque 
deposits  with  X-ray  angio- 
grams. This  allows  cardiolo- 
gists to  use  techniques  such 
as  balloon  angioplasty  to 
widen  these  choke  points.  But 
there  was  no  way  to  spot  so- 
called  vulnerable  plaque,  or 
sections  that  might  break  free, 
in  the  1  million  Americans  a 
year  who  have  a  heart  attack. 
Recently,  researchers  dis- 
covered that  vulnerable 
plaque  has  a  slightly  different 
heat    profile    than    normal 


plaque.  That  finding  enabled 
scientists  at  Thermocore 
Medical  Systems  in  Ghent, 
Belgium,  to  design  a  system 
that  could  draw  a  bead  on  it. 
The  system  maps  the  heat 
"signature"  of  arteries  using 
tiny  sensors  on  a  catheter 
that  glides  through  a  patient's 
arteries.  Soon,  predicts  Ther- 
mocore President  John  Yian- 
ni,  many  lives  may  be  saved 
by  taking  preventive  action. 
For  example,  inserting  stents 
could  hold  the  plaque  in 
place.  Stents  are  the  minia- 
ture props  now  used  to  open 
plaque-clogged  arteries. 

Thermocore  is  now  refin- 
ing its  system  with  help  from 
Cambridge  Consultants  Ltd., 
the  British  arm  of  consultant 
Arthur  D.  Little  Inc.  Yianni 
expects  to  begin  clinical  trials 
in  Europe  late  this  year  and 
in  the  U.S.  by  the  end  of 
2002.  Mitch  Nelin 


WH0LETTHER0B0D0GS0UT? 

MOVE  OVER,  AIBO.  ROBODOG  IS  BIGGER,  STRONGER,  AND 

smarter.  Britain's  rival  to  Sony  Corp.'s  famous  pooch  is 
about  the  size  of  a  labrador  retriever.  It  stands  27  in.  tall, 
vs.  Aibo's  11  in.  RoboDog  can  carry  a  small  child  on  its 
back.  It  will  watch  over  a  home  while  its  masters  are 
away,  wirelessly  linking  to  the  Internet  and  relaying  im- 
ages from  its  video-camera  eyes  while  prowling  its  turf. 
And  when  its  owners  return,  RoboDog  can  greet  them  by 
reading  e-mail  messages  aloud. 

RoboDog  was  created  by  a  small  team  led  by  Nicholas 
J.  R  Wirth,  who  co-founded  RoboScience  in  December, 
1999,  near  Silverstone,  England.  Previously,  he  was  chief 
race-car  designer  at  Benetton  Formula  Ltd.  But  the  35- 
year-old  engineer  had  been  fascinated  by  robots  ever 
since  he  saw  Star  Wars,  and  his  Benetton 
experience  with  lightweight  materials 
came  in  handy.  RoboDog  weighs  just  26 
pounds.  "We're  quite  proud  of  what  we've 
done  in  a  short  time — seven  months — with 
limited  resources,"  says  Wirth. 

RoboScience  will  hand-build  up  to  200 
dogs— for  about  $30,000  each.  That's 
far  more  than  Aibo's  $1,500  price, 
but  Wirth  says  50-odd  dogs  have 
been  spoken  for.  He  figures  RoboDog 
could  be  made  in  volume  for  around 
$10,000,  but  that's  not  his  shtick.  Ro- 
boScience was  formed  to  help  compa- 
nies sniff  out  better  robot  designs. 
Says  Wirth:  "Figuring  out  how  to 
make  things  work  is  the  bit  I  love."  □ 


SFOTBOT; 

Lean  and 


INNOVATIONS 


■  Dioxins  are  environmental 
disasters.  The  byproduct  of 
many  industrial  processes, 
they  can  contaminate  food 
and  water  and  can  cause  can- 
cer and  birth  defects.  Cur- 
rently, industry  uses  activat- 
ed charcoal  to  mop  up 
dioxins,  but  small  amounts 
still  escape.  Carbon  nano- 
tubes  are  far  more  effective 
scavengers,  say  researchers 
at  the  University  of  Michi- 
gan. The  tiny,  hollow  tubes 
can  even  sop  up  mere  bil- 
lionths  of  a  gram  of  dioxin  in 
a  cubic  yard  of  incinerator 
exhaust.  There's  a  big  hitch, 
though:  They  cost  $230,000  a 
pound.  But  Houston's  Carbon 
Nanotechnologies  Inc.  hopes 
to  get  the  price  down  to  $10 
a  pound  within  a  few  years. 

■  Call  it  a  smelling-salts 
wake-up  call  for  ammonia 
production,  which  has  not 
changed  much  in  the  past 
half-century.  It's  a  new  cata- 
lyst developed  by  the  Insti- 
tute of  Technical  Chemistry 
in  Bochum,  Germany.  What 
it  does  is  slash  in  half  the 
energy  that's  required  to 
make  ammonia.  Production 
of  ammonia  consumes  about 
1%  of  the  world's  energy,  be- 
cause synthesizing  it  requires 
enormous  pressures.  With 
the  new  ruthenium-barium 
catalyst,  the  pressure  can  be 
cut  92%. 

■  The  wonders  of  soybeans 
don't  cease.  Three  under- 
graduates in  Purdue  Univer- 
sity's School  of  Agriculture 
have  discovered  that  a  mix- 
ture of  one  part  soybean 

oil  and  four  parts  fuel 
oil  yields  a  home  heat- 
ing   oil    that    burns 
cleaner    than    the 
conventional  stuff — 
and  costs  about  10% 
|     less.     The     team's 
finding  earned   the 
students    a    $4,500 
first-place   prize   in 
the  seventh  annual 
New    Uses    for   Soy- 
beans Student  Con- 
test.        Petti  Fong 
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SEMICONDUCTORS 


CHIPS:  BREAKING 
THE  LIGHT  BARRIER 

To  make  tinier,  faster 
circuits,  researchers  are 
working  with  the  extreme 
edge  of  the  spectrum 

Since  the  first  Sumerian  clay  tablets 
5,500  years  ago,  "the  progress  of 
mankind  is  directly  related  to  our 
ability  to  store,  process,  and  retrieve 
information,"  says  G.  Dan  Hutcheson, 
president  of  chip-watcher  VLSI  Research 
Inc.  in  San  Jose,  Calif.  And  in  recent 
decades,  that  progress  has  been  re- 
markable. Like  clockwork,  the  power  of 
chips  has  been  doubling  every  18 
months,  transforming  yesterday's 
dreams  into  real-world  desktop  super- 
computers, vast  storehouses  of  digital 
data,  and  increasingly  smarter  cars  and 
home  appliances. 

Behind  this  relentless  march  of  sili- 
con technology  are  the  steady  advances 
in  microlithography — the  key  process 
used  to  "print"  ever-smaller  circuits  on 
silicon  wafers.  "Most  of  the  microelec- 
tronics revolution  is  really  the  lithogra- 
phy revolution,"  says  Lloyd  R.  Har- 
riott, an  electrical  engineering  professor 
at  the  University  of  Virginia.  But  opti- 
cal lithography  may  reach  its  physical 
limits  before  the  end  of  the  next 
decade,  threatening  to  bring  the  ex- 
pansion of  the  Information  Age  to  a 
sputtering  halt. 

"SPECTACULAR  SUCCESS."  That's  why 
so  many  hopes  are  riding  on  a  major 
leap  in  lithography  that  will  be  unveiled 
April  11  by  an  unusual  consortium  of 
companies,  national  laboratories,  and 
academics,  led  by  microprocessor  king 
Intel  Corp.  Until  now,  circuit  patterns 
have  been  printed  on  silicon  with  light, 
and  today's  lines  have  shrunk  to  0.13 
micron,  or  130  nanometers.  That's  about 
l/800th  as  wide  as  a  human  hair. 

The  new  system  will  instead  use  so- 
called  soft  X-rays — now  better  known  as 
extreme  ultraviolet  (euv)  radiation  to 
distinguish  the  project  from  a  different 
approach  using  regular  X-rays.  If  it 
works  as  advertised,  it  could  keep  the 
microelectronics  party  going  for  at  least 


an  additional  decade,  into  the  2020s, 
with  circuit  lines  shriveling  to  a  minus- 
cule 35  nanometers  or  even  less.  If  it 
doesn't,  other  contenders  still  under  de- 
velopment may  seize  the  stage,  such  as 
electron-beam  lithography  or  advanced 
versions  of  today's  optical  technology. 

For  now,  all  eyes  are  on  euv.  The 
prototype  euv  machine,  currently  at 
Sandia  National  Laboratories'  facility  in 
Livermore,  Calif.,  is  a  remarkable 
achievement,  the  result  of  some  13 
years  of  work  and  more  than  $250  mil- 
lion in  research-and-development  fund- 
ing. Early  on,  euv  lithography  was 
plagued  by  unknowns  and  engineering 
brick  walls,  says  Jeffrey  Bokor,  an  elec- 
trical engineer  at  the  University  of  Cal- 
ifornia at  Berkeley.  "But  we've  invented 
our  way  past  essentially  all  the  obsta- 
cles. It's  been  a  spectacular  success — 
and  the  finishing  line  is  in  sight." 

Yet  the  tale  of  this  impressive  sys- 
tem isn't  just  about  technology.  It  is  also 
an  example  of  how  a  controversial  ap- 
proach to  R&l)  can  pay  big  dividends, 


with  industry  leveraging  strategic  gj 
ernment  investments.  Ironically,  sL 
feats  may  now  be  difficult,  thanks| 
Bush  Administration  plans  to  withh 
funding  for  one  of  the  programs  t 
jump-started  the  project.  The  soft  X- 
saga  also  offers  a  lesson  in  Washing 
mind  sets:  Congress  allowed  the  r 
technology  to  be  shared  with  a  Du 
company,  ASM  Lithography  (ASML), 
not  to  Japanese  producers.  "I  lean 
that  there  is  foreign  and  there  is 
eign — and  that  European  foreign  is 
offensive  than  Japanese  foreign,"  I 
Richard  R.  Freeman,  a  former  t< 
leader  for  the  EUV  consortium  who's  l 
at  the  University  of  California  at  Da 
There  are  huge  implications  for  b 
ness  as  well.  If  KUV  does  beat  out  C 
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■  electron-beam  systems,  Intel  will 
a  major  lead  over  rivals  like  Ad- 
«d  Micro  Devices  Inc.  and  IBM  be- 
ise  Intel  wall  get  first  dibs  on  the 
lachines.  In  addition,  Japan's  big 
lithography  suppliers,  Nikon  Corp. 
and  Canon  Inc.,  could  lose  market 
share  in  the  $5.4  billion  business  of 
selling  chip-printing  equipment — 
taking  the  same  sort  of  hit  they 
inflicted  on  U.S.  litho  suppliers 
in  the  1980s.  Indeed,  the  Japanese 
are  now  looking  to  form  their  own 
■UV    consortium,    says    Shinya 
Sasayama,  head  of  Nikon's  chip- 
equipment  division. 

At  its  simplest,  a  microlithography 
chine  is  like  a  complex  stenciling  tool, 
rojects  a  circuit  pattern  through  re- 
lg  lenses  onto  a  light-sensitive  coating 
silicon  wafer.  Where  the  light  strikes, 
;oating  hardens.  Then  the  coating's 
regions  can  be  etched  away,  leaving  a 
•  of  lines  that  further  processing  turns 
millions  of  transistors  and  connec- 
.  For  this  to  work  properly,  the  color, 
avelength,  of  the  light  is  crucial.  "The 
;er  the  wavelength,  the  better  the 
ution  and  the  narrower  the  lines," 
ins  Papken  S.  Der  Torossian,  chief  ex- 
ve  of  Silicon  Valley  Group  Inc.  (svg), 
;iain  U.  S.  lithography  company,  which 
•w  being  acquired  by  asml  (though 
ieal  has  been  delayed  by  national  se- 
/  concerns).  That's  why  the  history  of 
jraphy  has  been  a  steady  journey 
i  the  spectrum  of  light,  from  a  wave- 
h  of  436  nanometers,  or 
nths  of  a  meter,  in  the 
1980s,  to  today's  work- 
!  248-nm  machines  and 
cutting-edge  tools  with 
m  light  sources.  Coming 
are  157-nm  systems,  which 
ise  lines  just  hundreds 
>ms  wide. 

iwever,  semiconductor 
rts  long  ago  realized 
lithography  using  light 
1  eventually  run  out  of 
rum.  So  in  the  1980s, 
'hip  industry  began 
•ring     alternatives, 
X-rays  to  beams  of 
and    electrons.    The 
I  em   with    X-rays    is 
they  can't  be  focused 
tises,  so  the  masks  must 
tiny  as  the  chips — and 
it  impossible  to  fabricate. 
Bell  Labs  scientists 
id  that  X-rays  in  the 
range — around     13 
could     be     focused 
mirrors  instead  (dia- 
).     These     mirrors 
I  have  to  be  tens  of 
ands  of  times  more 
e  than  anything  ever 


POLITICS: 


Similar  feats  will  be  more  difficult  if 
the  Administration  follows  through  on  plans  to 
cut  funding  for  public-private  research 


built  before.  Federally  funded  collabo- 
rations with  the  national  labs  helped 
resolve  that  and  other  riddles,  and  AT&T 
got  $2  million  from  the  Commerce 
Dept.,  which  it  used  to  boost  U.S.  optics 
technology.  "That  was  the  best  money 
the  U.S.  ever  spent,"  says  Freeman. 

Then  came  a  crisis.  After  winning 
control  of  Congress  in  1994,  Republican 
lawmakers  axed  funding  for  joint  re- 
search among  national  labs  and  compa- 
nies. By  1996,  the  euv  program  was 
months  away  from  shutting  down  when 
Intel  stepped  into  the  breach.  Intel  put 
together  a  consortium  involving  Sandia, 
Livermore,  and  Lawrence  Berkeley  na- 
tional labs,  along  with  chipmakers  AMD, 
Infineon  Technologies,  Micron  Technolo- 
gies, Motorola,  and  equipment  suppli- 
ers. Intel  coughed  up  the  lion's  share 
of  the  $250  million  budget — but  drove  a 
hard  bargain.  It  won  a  guarantee  that  it 
would  get  the  new  machines  first,  before 
fellow  consortium  members.  In  the  fast- 
paced  semiconductor  market,  analysts 
say  that  even  a  three-month  head  start 
could  bring  in  enough  revenue  to  re- 
coup all  the  euv  development  costs.  But 
Intel  is  counting  on  still  more.  "We  may 


MASK 


HOW  TO  MAKE 
TOMORROW'S  CHIPS 

Building  ever-faster  semiconductors 
means  shrinking  transistors  and 
linewidths.  This  will  require: 


. .  .at  extremely  short  wavelengths  to 
make  circuits  smaller  and  thus  pack 
more  transistors  on  each  chip. 


MASKS 


..that  contain  the  circuit  pattern 
to  be  "printed"  on  the  silicon.  Un- 
like conventional  microlithography,  light 


bounces  along  a  series  of... 


MIRRORS 


. .  .that  focus  and  reduce  the  pattern. 
Optical  lenses  won't  do  because  they 
have  trouble  with  small-wavelength 
light.The  image  is  projected  onto... 


WAFERS 


...covered  with  a  "resist"  material 
that  toughens  only  where  light  strikes, 
thus  duplicating  the  circuit  pattern. 


have  it  a  year  ahead — or  as  much  as 
three  years  ahead,"  says  Charles  W. 
Gwyn,  Intel's  program  director  for  the 
consortium. 

To  build  a  production-ready  version  of 
Sandia's  experimental  prototype,  Intel  in 
1998  wanted  to  license  the  design  to 
Japanese  suppliers  as  well  as  SVG.  But 
Washington  politicians  and  Silicon  Val- 
ley execs  alike  howled  about  handing  the 
crown  jewels  to  the  Japanese.  So  the 
consortium  brought  in  asml.  Despite  the 
controversies,  the  consortium  has  made 
astonishing  headway.  For  example,  new 
methods  of  making  the  reflective  masks 
had  to  be  developed,  along  with  quality- 
control  techniques  to  spot  90-nm  defects. 
"That's  like  looking  for  a  golf  ball  in  the 
state  of  Rhode  Island,"  says  Intel's  Gwyn. 
Now,  Intel  is  getting  antsy  about  see- 
ing some  return  on  its  investment.  It 
wants  asml  and  svg  to  begin  delivering 
the  litho  systems,  which  are  expected  to 
cost  up  to  $40  million  each,  by  2005. 
Then  Intel  could  begin  fabricating  chips 
that  make  today's  Pentiums  seem  like 
Model  Ts.  It  could  also  deliver  a  knock- 
out blow  to  a  rival  electron-beam  ap- 
proach being  developed  by  Nikon  and 
IBM,  although  IBM  has 
now  joined  the  euv 
group  as  well.  "Intel  is 
pushing  us  like  hell," 
says  svg's  Torossian. 
"It's  like  running  in 
front  of  a  locomotive." 
Torossian  thinks  a 
more  realistic  time- 
table would  be  produc- 
tion-ready machines  in 
2007.  But  that  would 
leave  the  door  ajar  for 
rival  systems,  which 
could  level  the  playing 
field  and  enable  IBM 
and  others  to  produce 
circuitry  just  as  super- 


small  as  the  equipment 
that  Intel  has  funded. 
However  things  turn 
out,  though,  it  now  ap- 
pears certain  that  hu- 
manity's ability  to  ma- 
nipulate information 
will  stay  on  the  fast- 
growth  track  for  years 
to  come. 

By  John  Carey  in 
Washington,  D.  C,  with 
Irene  M.  Kunii  in 
Tokyo 


BusinessWeek  /  April  16,  2001  75 


Special  Report 


EXEGUTV 


While  the  CEO  gravy 
train  may  be  slowing 
down,  it  hasn't  jumped 
the  rails.  In  2000, 
despite  weakening 
returns,  U.S.  company 
chieftains  bagged  on 
average  a  princely 
$13.1  million 
By  Louis  Lavelle 


Joseph  M.  Magliochetti  watched  helplessly  last 
his  market  crumbled.  The  CEO  of  auto-parts  rj 
Dana  Corp.  saw  North  American  heavy-true 
duction  tumble,  the  Big  Three  Detroit  auto  mi 
scale  back  production,  and  demand  for  replac^ 
parts  weaken.  Despite  his  best  efforts,  sales  at  the  T| 
company  fell  6%,  profits  plummeted  44%,  and  Dana's 
lost  more  than  half  its  value,  turning  most  of  Maglioc 
stock  options  into  so  much  worthless  paper. 
By  almost  any  measure,  Magliochetti  was  still  rewj 


isomely.  The  Dana  board  gave  him 
$850,000  salary  it  had  promised  him 
«cember,  1999,  based  on  strong  sales 
profits  for  that  year,  and  an  option 
t  to  bring  him  in  line  with  his  peers, 
it  stripped  him  of  his  bonus  and 
*  grant,  awards  that  had  brought 
a  cool  $1.8  million  in  1999.  The  board 
I  his  failure  to  beat  goals  for  net  in- 
I  growth  and  return  on  invested  cap- 
In  all,  Magliochetti's  pay  in  2000 
>  to  $948,363,  down  63%  from  1999, 
ng  him  one  of  only  a  handful  of  top 
utives  to  bring  home  less  than  $1 


n.  That's  right:  In  setting  Magic- 
's pay,  the  board  in  effect  said:  "The 
any  failed  to  prosper,  and  we're 
ig  you  accountable." 
kes  sense,  right?  Not  in  the  world 
^cutive  compensation.  In  fact,  Dana's 
is  are  extraordinary  compared  with 
'ay  most  corporations  responded  to 
ish  performance  in  2000.  While 
holders  got  hammered,  many  com- 


THE  TOP-PAID  CHIEF  EXECUTIVES 

i 
L.. 

2000  SALARY 
&  BONUS 

LONG-TERM 
COMPENSATION  t 

TOTAL 
PAY 

MILLIONS 

1  JOHN  REED* 

Citigroup 

$5.4 

287.6 

293.0 

2   SANF0RD  WEILL 

Citigroup 

19.9 

204.9 

224.9 

3  GERALD  LEVIN 

AOL  Time  Warner 

11.2 

152.6 

163.8 

4  JOHN  CHAMBERS 

Cisco  Systems 

1.3 

156.0 

157.3 

5  HEHRY  SILVERMAH 

Cendant 

7.6 

129.1 

136.7 

6  L.  DENNIS  K0ZL0WSKI 

Tyco  International 

4.2 

121.2 

125.3 

7  JACK  WELCH 

General  Electric 

16.8 

105.8 

122.6 

8  DAVID  PETERSCHMIDT 

Inktomi 

0.7 

106.9 

107.6 

9   KEVIN  KALKH0VEN** 

JDS  Uniphase 

0.7 

106.2 

106.9 

10  DAVID  WETHERELL 
w  CMGI 

1.2 

102.5 

103.7 

1 1  JOSEPH  NACCHI0 

Qwest 

2.8 

94.6 

97.4 

12  DOUGLAS  DAFT 

Coca-Cola 

4.4 

87.3 

91.7 

13  W.J.  SANDERS  III 

Advanced  Micro  Devices 

6.6 

85.1 

91.6 

14  STEVE  JOBS 

Apple  Computer 

90.0 

0.0 

90.0 

15  LAWRENCE  ELLISON 

Oracle 

0.2 

75.0 

75.2 

16  PHILIP  PURCELL 

Morgan  Stanley  Dean  Witter 

13.5 

60.6 

74.1 

17  LOUIS  GERSTHER 

IBM 

10.1 

63.5 

73.6 

18  STEPHEN  CASE*** 

AOL  Time  Warner 

2.2 

71.2 

73.4 

19  MICHAEL  EISNER 

Walt  Disney 

12.3 

60.5 

72.8 

20  JEFFREY  SKILLING 

Enron 

6.5 

66.0 

72.5 

...AND  10  WHO  AREN'T  CEOS 

1   RAYMOND  LANE**** 

Oracle 

3.2 

230.7 

233.9 

2  JEFFREY  RAIKES 

Microsoft 

0.6 

144.8 

145.5 

3   KENNETH  LAY 

Enron 

8.7 

132.1 

140.8 

4  ROHALDLEMAY 

Sprint  FON  Group 

1.0 

127.4 

128.4 

5  DAN  PETTIT***** 

JDS  Uniphase 

0.4 

121.3 

121.6 

6  KENNETH  ODER 

Safeway 

0.7 

85.9 

86.7 

7  JEFFREY  HENLEY 

Oracle 

2.2 

76.3 

78.5 

8  RAY  STATA 

Analog  Devices 

2.0 

68.3 

70.4 

9   MARKSWARTZ 

Tyco  International 

2.2 

59.4 

61.6 

10  ROBERT  HERBOLD 

Microsoft 

1.0 

56.8 

fiscal  war  change     •"•ft'c^imp 

57.8 

ri  luio  ?nnn 

"""Retired  Sept.  2000  *  —*-»«., «w- 

t  Includes  exercised  options,  restricted  shares,  and  long-term  incentive  payments;  does  not  include  the  value  ot  unexercised  option  (rants 
Data:  Execucomp,  provided  by  Standard  &  Poor's  Institutional  Market  Services,  a  division  of  The  McGraw-Hill  Companies 
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Special  Report 


pensation  committees  scrambled  to  cushion  their  chief  ex- 
ecutives from  feeling  any  real  pain,  granting  massive  blocks 
of  new  stock  options  in  some  cases  and  in  others  forgiving 
corporate  loans.  The  average  ceo,  riding  a  still-hot  market 
for  top  management  talent,  earned  a  stupendous  $13.1  mil- 
lion last  year,  according  to  the  results  of  BusinessWeek's 
51st  annual  Executive  Pay  Scoreboard,  compiled  with  Stan- 
dard &  Poor's  Institutional  Market  Services,  a  division  of 
The  McGraw-Hill  Companies.  Cash  compensation  for  the 
ceos  at  365  of  the  largest  U.  S.  companies  increased  18%  in 
2000,  while  total  pay  increased  6.3%.  That  far  exceeds  the 

4.3%  pay  hike  that 
salaried  workers  got 
last  year,  and  it  widens 
still  further  the  yawn- 
ing gap  between  the  boss  and  the  rank  and  file. 

As  usual,  compensation  committees  handed  out  perks  like 
candy.  Retirees  were  showered  with  the  standard  gifts:  lu- 
crative consulting  jobs,  company  cars,  and  hefty  pensions. 
John  F.  Welch  of  General  Electric  Co.,  who  is  set  to  retire  at 
the  end  of  the  year,  got  a  pay  package  valued  at  $122.6 
million  in  recognition  of  his  "20  years  of  outstanding  service 
as  CEO."  And  you  didn't  have  to  leave  to  be  generously  re- 
warded. Apple  Computer  Inc.'s  Steven  P.  Jobs  landed  the 
mother  of  all  bonuses  after  three  years  of  working  for  free: 
his  own  $90  million  jet,  a  Gulfstream  V. 
IN  TEARS.  But  while  the  CEO  gravy  train  hasn't  run  off  the 
rails,  it  is  slowing  down.  The  increase  in  total  compensation 
was  the  smallest  in  five  years,  and  2000  was  the  second  con- 
secutive year  of  slower  executive  pay  growth.  The  reason 
had  little  to  do  with  anything  decided  by  boards  of  directors, 
though:  The  same  market  crash  that  had  investors  in  tears 
made  many  executives'  stock  options  worthless.  An  analysis  by 
compensation  consultants  Pearl  Meyer  &  Partners  Inc.  found 
that  the  five  hardest-hit  lost  a  total  of  $62  billion  in  paper 
wealth.  And  with  far  fewer  executives  able  to  cash  in,  overall 
ceo  pay  growth  slowed.  Still,  there  was  some  evidence  that 
more  boards,  like  Dana's,  were  toying  with  the  notion  that 
ceos  should  suffer  along  with  their  shareholders.  Last  year, 


DAVID  RICKEY 

APPLIED  MICRO  CIRCUITS 

Top  spot  for  shareholder 
return  relative  to  pay  goes 
to  Rickey,  who  delivered  a 
giant  $4,751%  for  a  mere 
$4.5  million  over  3  years 


26%  of  ceos  saw  their  ca 
compensation  decline,  coi 
pared  with  19%  in  19J 
Schering-Plough's  Richa 
Jay  Kogan,  Whirlpoo 
David  R.  Whitwam,  a: 
Texas  Instruments'  Thoit 
J.  Engibous  all  lost  portio 
of  their  bonuses. 

All  of  which  raises  an 
teresting  question:  Will  co 
pensation  committees  wi 
a  carrot  or  a  stick  as  tl: 
meet  to  calculate  CEO 
wards  in  2001?  Some  bo; 
are  building  tough  perf 
mance    goals    into    futi 
stock  and  option  awar' 
raising  the  possibility  t 
some  big-name  execute  r 
who  don't  meet  the  go  jj 
could  walk  home  with  mi  is 
■ ■■■■■iMliMlMiMMMMMMMMl     less  this  year.  With  the  N   m 
daq  more  than  50%  off  its  high  by  the  end  of  last  year,  and 
Dow  Jones  industrial  average  and  Standard  &  Poor's  5   fa 
stock  index  both  well  off  their  high-water  marks,  many  opti  ; : 
will  take  months,  maybe  years,  to  recover.  And  if  corpor   h 
profits  continue  to  slide,  few  companies  will  be  able  to  jus  k 
giving  out  big  bonuses  for  great  performance  in  2001.  Says     d 
ter  Chingos,  head  of  the  executive  compensation  practice  m 
consultants  William  M.  Mercer  Cos.:  "We're  seeing  a  m    j 
conservative  movement  in  compensation  increases,  largely     gj, 
cause  of  what  happened  with  stock  prices.  I  don't  think  thi    . 
going  to  go  away  overnight." 

For  now,  though,  pay  cuts  remain  theoretical  for  m    - 
ceos.  The  20  highest-paid  earned  an  average  $117.6  million,  ter? 
from  $112.9  million  in  1999.  The  biggest  pay  package  wero 
John  S.  Reed,  the  former  co-ceo  of  Citigroup.  Reed,  who    | 
the  firm  in  April  after  a  power  struggle  with  co-ceo  Sanfoi»>>, 


PAY  FOR  PERFORMANCE: 
BOTH  ENDS 
OF  THE  SCALE 


To  see  how  pay  measures  up  to  performance,  BusinessWeek  uses  two  sets  of 
criteria  over  a  three-year  period.  One  compares  what  the  boss  made  with  how 
well  he  did  for  shareholders.  The  other  compares  how  well  the  company  did. 


EXECUTIVES  WHO  GAVE  SHAREHOLDERS 
THE  MOST  FOR  THEIR  PAY... 


TOTAL  PAY*    SHAREHOLDER    RELATIVE 


EXECUTIVES  WHOSE  COMPANIES  DID  THE  BEST 
RELATIVE  TO  THEIR  PAY... 

TOTAL  PAY*  AVG.  RETURN      RELATtH 


MILLIONS 

RETURN" 

INDEX 

1.  DAVID  RICKEY  Applied  Micro  Circuits 

$4.5 

4,751% 

1070 

2.  MARK  LEVIN  Millennium  Pharmaceuticals 

1.4 

1,203 

935 

3  IRWIN  MARK  JAC0RS  Qualcomm 

5.5 

1,233 

243 

4.  DANE  MILLER  Biomet 

1.1 

135 

210 

5.  GEORGE  PERLEG0S  Atnel 

1.3 

151 

198 

MILLIONS 

ON  EQUITY 

1.  CHARLES  MATNEWS0N  Intl.  Game 

Tech. 

$1.3 

51% 

20 

2.  FRANK  SALIZZONI  H&R  Block 

3.2 

24 

12 

3.  DANE  MILLER  Biomet 

1.1 

17 

11 

4.  JOHN  ADAMS  AutoZone 

2.7 

22 

11 

5.  JAMES  SINEGAL  Costco  Wholesale 

2.0 

15 

11 

...AND  THOSE  WHO  GAVE 
SHAREHOLDERS  THE  LEAST 

1 .  CHARLES  WAH6  Computer  Associates     $698.2  -639 

2.  «CMH.B»  Walt  Disney  699.1  -10 

3  HENRY  SILVERMAN  Cendant  _   212  6  -72 

4  PETER  KARMAN0S  Compuware  112  6  -61 
•^Jf/lP?!!!l.*E!Lr^figro^"                 482.2  96~ 


...AND  THOSE  WHOSE  COMPANIES  DID  THE  WORST 
RELATIVE  TO  THEIR  PAY 

0.05       1.J0HH  STAFFORD  American  Home  Prod.        $44.0 


0.13     2.  ttPJM  amtl  Cooper  Cameron 


65.6 


9        0.26 


0.13      3.  MICHAEL  EISNER  Walt  Disney  699.1 6_      0.9g 

0  35      4  GEOFF  TATE  Rambus  5S__      -7        0J 

0.41       5.  CHARLES  WANG  Computer  Associate    698.2 72. 


*Salary,  bonus,  and  long-term  compensation  paid  for  the  entire  three-year  period  1998,  1999,  and  2000 

"Stock  price  at  the  end  of  2000,  plus  dividends  reinvested  for  three  years,  divided  by  stock  price  at  the  end  of  1997 
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BOTTOM  OF  THE  HEAP 


FORTUNES 
IN  THE  FUTURE 

These  CEOs  still  have  huge 

rewards  to  reap  from  stock  options 

that  have  yet  to  be  exercised. 

The  top  10  treasure  chests: 

VALUE  OF  UNEXERCISED 
STOCK  OPTIONS* 

MILLIONS 


returns  nearly  three 
times  as  good.  Rickey 
also  sold  millions  of  dol- 
lars' worth  of  stock  in 
December  and  January, 
and  the  stock  has  since 
lost  80%  of  its  value.  At 
the  bottom  of  the  per- 
formance heap,  Charles 
B.  Wang  of  Computer 
Associates  International 
Inc.  (CA)  earned  $698.2 
million  from  1998 
through  2000  and  pro- 
duced a  dismal  share- 
holder return  of  -63%, 
making  last  year's  loser, 
Eisner  of  Walt  Disney, 
look  like  a  bargain.  Eis- 
ner was  paid  $60  million 
less  from  1997  through 
1999  and  earned  28%  for 
shareholders  during  the 
same  period.  CA  says 
Wang  helped  increase 
shareholder  value  901% 
■MBBBMBHHHBBMBHMBBMi  in  the  1990s.  He  also 
agreed  to  return  more  than  20%  of  his  1998  pay — 2.7  million 
shares,  or  $150  million,  according  to  the  company — to  settle 
shareholder  lawsuits  over  a  special  grant  of  stock  to  Wang 
and  other  top  company  executives. 

ca  was  among  several  companies  that  said  their  ceos 
were  worth  every  penny  of  their  pay.  Some  complained  that 
it  was  unfair  to  count  options  exercises 
as  compensation,  as  BusinessWeek  does, 
since  most  were  granted  several  years 
earlier.  Others  said  ceos  don't  realize 
options  riches  unless  all  shareholders 
benefit  from  a  soaring  stock.  Another 
criticism  was  that  our  performance  cri- 
teria are  too  narrow,  in  some  cases  not 
reflecting  outsized  shareholder  returns  or 
a  company's  profit  growth.  At  Ameri- 
can Home  Products  Corp.,  where  for- 
mer ceo  John  R.  Stafford  topped  the 
list  of  companies  with  the  worst  return 


CHARLES  WANG 
COMPUTER  ASSOCIATES 

The  booby  prize  for  3-year 
performance  goes  to  Wang, 
who  earned  $698.2  million, 
despite  delivering  a  dismal 
shareholder  return  of -63% 


31,  brought  home  $293  million,  almost  entirely  by  exercising 
ions.  As  a  group,  the  20  highest-paid  ceos  were  almost 
nly  divided  between  Old  Economy  and  New.  Among  those 
ring  repeat  appearances:  John  Chambers  of  Cisco  Sys- 
is,  Welch  of  GE,  and  Michael  D.  Eisner  of  Walt  Disney. 
Some  hard-hit  companies  caved  in  when  it  came  time  to 
tough  with  their  underperforming  ceos.  Walt  Disney 
,  for  example,  gave  ceo  Eisner  a  salary  increase,  2  million 
:k  options  in  Disney  Internet  Group  valued  at  $37.7  mil- 
,  and  an  $11.5  million  bonus — after  three  years  in  which 
income  fell  by  more  than  half  from  $1.9  billion  in  1997  to 

0  million.  Other  executives  exchanged  worthless  options 
new  ones,  or  benefited  from  repricings.  At  Compaq  Com- 
er Inc.,  which  saw  shares  tumble  by  nearly  half  last 
r,  Michael  D.  Capellas  had  a  $5  million  loan  from  the  com- 
y  wiped  off  the  books.  He  borrowed  the  money,  which 

be  forgiven  over  three  years,  to  buy  Compaq  stock. 

1  others,  stuck  with  huge  tax  bills  from  unprofitable  op- 
b  exercises,  had  those  transactions  canceled.  The  Internet 
/ice  provider  now  known  as  Telocity  Delaware  Inc.  did 
t  for  75  employees,  including  a  director  and  six  top  ex- 
tives.  The  company  declined  comment. 
ENTTVES.  Still,  after  years  of  paying  lip  service  to  the  idea 
>ay  for  performance,  at  least  a  few  companies  took  ex- 
•rdinary  steps  last  year  to  link  the  two.  At  Coca-Cola  Co., 

Douglas  N.  Daft  was  granted  $87.2  million  in  restricted 
*es — but  he  will  get  the  full  amount  only  if  he  manages  to 
ease  earnings  per  share  by  20%  a  year  for  five  years,  a 
:  analysts  say  may  be  difficult,  if  not  impossible.  Coke 
pensation  committee  Chairman  Herbert  A.  Allen  said 
,  management  considers  the  goals  "aggressive  but  real- 
:,"  adding,  "we'll  see  in  five  years."  Staples  Inc.  ceo 
mas  G.  Sternberg  got  100,000  restricted  shares,  worth 

million,  which  vest  in  2005 — or  ear-     mm^^m ^ ^^^ 

if  earnings  goals  are  met.  Says 
nberg:  "Our  philosophy  is  one  of  low 

combined  with  strong  equity  re- 
'ds."  Of  course,  low  pay  is  a  relative 
i:  Sternberg  also  took  home  nearly 
oillion  in  salary  and  bonus.  His  $2.4 
ion  total  pay,  while  down  27%  from 
I,  was  hardly  a  pittance, 
awrence  J.  Ellison,  ceo  of  Oracle 
).,  took  that  low-pay  philosophy  even        executive/ 
ler.  After  watching  his  paper  wealth        company 
ine  by  nearly  $10  billion,  to  $41  bil-        LAWRENCE  ELLISON  *g  ^oo  o 

in  2000,  according  to  Pearl  Meyer,        P.R.ACLE L_2 '.....       on  equity  relative  to  pay,  spokesman 

ion  opted  to  eliminate  his  salary  and        KEVIN  KALKHOVEN                       1  278  0         Lowell  B.  Weiner  said  our  analysis  is 
is  through  2004  and  take  a  huge  op-        _JP? JJNiphase » '__       distorted  by  the  heavy  costs  related  to 

grant— 20  million  shares— that  is        J0ZEF  STRAUS  1  130  1         lawsuits  filed  over  the  Fen-Phen  diet 

>osed  to  last  him  for  the  next  three        JDS  UNIPHASg > ;  drug  controVersy.  During  the  same  pe- 

I  And  at  Tyco  International  Ltd.,        JOHN  CHAMBERS  j  J26  0         riod>  AHP  logged  a  75%  return  to  share- 

L.  Dennis  Kozlowski  needs  to  beat        PJSTOSYSTEMS 1 ;  holders.  Says  Weiner  of  the  analysis:  "It 

h  earnings  goals  to  exercise  900,000        S^fKSJJ-r™,.                     848  8         makes  us  look  bad,  and  in  reality  we've 
>ns  he  was  granted  last  year.  But        °™  MiCROSYSTgys^ ;  got  a  1q(.  of  gQod  gtuff  gojng  Qn  „ 


not  worried.  "I  have  all  my  eggs 
lis  basket,"  Kozlowski  says.  "But 
watching  this  basket  real  closely." 
lose  were  the  exceptions.  Overall, 
ink  between  ceo  pay  and  company 
ormance  remained  fuzzy.  The  top 
for  shareholder  return  relative  to 
went  to  David  M.  Rickey  of  Ap- 
1  Micro  Circuits  Corp.,  who  deliv- 
a  giant  4,751%  for  a  mere  $4.5  mil- 
iin  pay  from  1998  through  2000— in 
■ced  contrast  to  last  year's  winner, 
d  S.  Wetherell  of  cmgi  Inc.,  who 
i  paid  $1  million  less  and  delivered 


IRWIN  MARK  JACOBS 

QUALCOMM 

STEPHEN  CASE 

AOL  TIME  WARNER 

CHARLES  WANS 

COMPUTER  ASSOCIATES 

RICHARD  FAIRBANK 

CAPITAL  ONE  FINANCIAL 


DOUGLAS  BERTHIAUME 

WATERS 


576.2 
524.4 
502.9 
500.6 
371.1 


*Based  on  stock  price  at  end  of  company's  fiscal  year 

Data:  Execucomp,  provided  by  Standard  &  Poor's  Institu- 
tional Market  Services,  a  division  of  The  McGraw-Hill 
Companies 


Compensation  consultants  say  the 
growing  gap  between  pay  and  perfor- 
mance is  partly  the  result  of  companies' 
using  new  measures  to  gauge  perfor- 
mance. By  using  comparisons  such  as 
earnings  per  share  and  return  on  equity, 
a  ceo  whose  stock  is  going  to  the  dogs 
can  still  sometimes  come  out  ahead  in 
pay.  Case  in  point:  cmgi.  The  Internet 
incubator  more  than  doubled  Wetherell's 
bonus,  to  $481,400,  on  the  strength  of  op- 
erating income — even  though  the  compa- 
ny ended  its  2000  fiscal  year  in  July  with 
a  $1.3  billion  net  loss  and  with  the  stock 
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down  18%.  CMGI  says  Wetherell  was  underpaid  compared  with 
his  peers  and  deserved  the  boost  based  on  the  prior  year's  per- 
formance. Says  Scott  Olsen,  leader  of  the  executive  compen- 
sation practice  at  consultants  Towers  Perrin:  "If  the  board  likes 
a  ceo,  it's  likely  to  do  whatever  it  takes  to  keep  him." 

But  rewarding  a  ceo  when  the  stock  is  plummeting  pre- 
sents its  own  set  of  dilemmas.  For  one  thing,  option  grants 
have  to  be  bigger:  A  $10  million  grant  costs  a  company 
only  100,000  shares  when  the  stock  is  trading  at  $100,  but  5 
million  shares  when  it's  trading  at  $2.  And  few  institutional 
investors  are  willing  to  put  up  with  that  kind  of  dilution.  A 


BkWkMMItWiMll 


showdown  is  brewing 
over  the  issue.  This 
year,  institutional  in- 
vestors have  filed  more 
than  50  shareholder  proposals  targeting  executive  pay  that 
will  be  voted  on  at  annual  meetings. 

At  the  same  time,  top  executives  who  have  been  burned 
by  the  market  are  starting  to  demand  tangible  rewards  in 
the  here  and  now:  more  cash,  bigger  bonuses,  and  other 
perks  to  offset  the  risk  of  options.  In  a  booming  economy,  op- 
tions were  the  incentive  of  choice  because  gains  could  be  as- 
tronomical, and  they  belonged  to  the  executive  whether  he 
stayed  at  the  company  or  left.  Now  there's  a  new  favorite: 
restricted  shares,  which  typically  vest  after  several  years  pro- 
vided the  executive  remains  employed  at  the  company,  and 
are  safer  than  options  because  they  always  retain  at  least 
some  value.  A  few  years  ago,  says  consultant  Olsen,  execu- 
tives would  hold  out  for  the  biggest  option  grants  possible. 
Cash  and  bonuses  were  viewed  as  positively  dowdy.  "I  don't 
hear  as  many  people  saying  that  now,"  Olsen  says. 

When  the  economy  and  stock  markets  were  roaring,  ceo 
pay  rocketed  along  as  well.  Now  that  the  longest  expansion 
in  U.S.  history  has  ground  to  a  halt,  though,  few  companies 
seem  eager  to  transfer  the  pain  to  executive  paychecks.  If 
anything,  the  market  for  top-flight  CEOs  is  as  tight  as  ever, 
says  Patrick  S.  Pittard,  ceo  of  executive  search  firm  Heidrick 
&  Struggles  International  Inc.,  as  troubled  companies  seek 


STEVE  JOBS 

APPLE  COMPUTER 


The  mother  of  all  bonuses , 
a  $90  million  Gulfstream  V  jet, 
went  to  Jobs — after 
working  3  years  for  free 


would-be  saviors.  "It  has  never  been  more  expensive," 
says.  Still,  if  shareholders  continue  to  suffer  the  kinds  of  n 
ket  losses  dished  out  in  the  first  quarter,  even  the  thick 
skinned  boards  may  have  a  hard  time  upping  the  pay  for 
derperforming  ceos  in  2001.  In  that  case,  look  for  the  gr 
train  to  creak  to  a  halt. 

With  Frederick  F  Jespersen  and  bureau  rep 


BusinessWeek  online 


For  more  stories  on  executive  pay  go  to  www.businessweek.com/can 


I 


COMPENSATION  SCOREBOARD  GLOSSARY 


If  the  system  worked  perfectly, 
executive  pay  would  rise  when  the 
boss  delivered  the  goods  for 
shareholders.  And  it  would  fall  when 
corporate  performance  declined.  But  it 
doesn't  always  happen  that  way. 

In  this  Scoreboard,  BusinessWeek, 
along  with  Standard  &  Poor's  Institu- 
tional Market  Services,  attempts  to 
measure  how  closely  pay  matches 
performance.  The  study  uses  two 
approaches:  It  compares  an  executive's 


total  compensation  with  the  company's 
total  return  to  shareholders  in  stock 
appreciation  and  dividends  over  three 
years.  A  second  comparison  measures 
pay  against  corporate  profitability  for  the 
same  period.  Three  years  of  data  are 
examined  to  minimize  the  impact  of 
single-year  windfalls. 

The  Scoreboard  companies  boast 
market  values  that  are  among  the  500 
largest  companies — measured  by  market 
value  for  which  2000  compensation  data 


are  available.  Each  company  is  assignee; 
to  one  of  nine  industry  groups.  Then, 
each  executive's  pay,  the  company's  tot 
return  to  shareholders,  and  the 
company's  profit  record  are  measured 
against  the  others  in  the  group. 

Performance  ratings  are  given  only 
when  three  years  of  data  are  available. 
On  a  scale  of  5,  1  indicates  the  best 
performance;  5  is  the  worst.  The  top 
15%  of  the  sample  receives  a  1,  25% 
2,  30%  a  3,  20%  a  4,  and  10%  a  5. 


0\i 
SDL 
SER 

GO 


1998-2000  PAY-PERFORMANCE  ANALYSIS 


PAY  VS.  SHAREHOLDER  RETURN 

TOTAL  COMPENSATION  is  the  sum  of  an  executive's  salary, 
bonus,  and  long-term  compensation  for  the  three  years. 

VALUE  OF  $100  INVESTED  is  the  yearend  2000  value  of  a 
$100  investment  in  the  company  made  three  years  earlier,  includ- 
ing both  share-price  appreciation  and  dividends  (reinvested). 

RATING  shows  how  an  executive  stacks  up  against  industry 
peers,  measured  in  terms  of  pay  relative  to  total  return  to 
shareholders.  The  rating  is  based  on  an  index  in  which  the  value 
of  the  investment  at  the  end  of  the  three-year  period  is  divided 
by  an  executive's  total  pay  and  then  compared  with  other 
executives  in  the  same  industry  group. 


PAY  VS.  CORPORATE  PROFIT 

ROE  is  the  company's  average  return  on  common  equity  ove 
the  three-year  period. 

CHANGE  IN  ROE  is  the  improvement  or  decline  in  the 
company's  profitability  over  the  1998-2000  period,  expressi 
in  terms  of  a  percentage. 

RATING  shows  how  an  executive  compares  with  industry  pee 
in  pay  for  company  profitability.  The  rating  is  based  on  an  ind 
that  provides  equal  weight  to  the  company's  overall  ROE  as  vy 
as  its  improvement  or  decline  during  the  past  three  years.  Bo 
of  these  measurements  are  adjusted  for  the  executive's  total 
and  then  compared  with  others  in  the  same  industry  groupinf 


Footnotes:    tlndicates  executive  retired  in  1999-2000     tMay  exclude  option  gains  in  earlier  years     e=estimated     NA=not  available     NM=not  meaningful 
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Business  is 
expanding. 
Profits  are 
increasing. 


The  sales  force  now 
closes  more  deals. 
The  customer  now 
gets  better  service. 


I 


Employees  are  now  able 
to  get  answers  online. 
Productivity   goes    up. 


r    MANAGERS    HAVE    MOR 

ID    MAN 


Ydur  Business  At  Its   Best; 


QVER  6D%  DF  THE  FORTUNE  lOD*  RELY  ON  REMEDY*  BUSINESS  SOFTWARE 
SOLUTIONS.  TO  FIND  OUT  HOW  OUR  PROVEN  SOFTWARE  ALONG  WITH  OUR 
SERVICE  CONSULTANTS  CAN  HELP  YOUR  BUSINESS  PERFORM  AT  ITS  BEST, 
GO    TO    WWW.REMEDY.CDM    OR    GIVE    US    A    CALL   AT    1-888-294-5757. 


BB  Remedy 

LLGI  Corporation'' 


Accelerating  Your  Advantage" 


IT    Service    Management    I    Customer    Relationship    management 

Fortune  is  a  registered  trademark  of  Time  Inc.   Used  by  permission. 


The  BusinessWeek 


EXECUTIVE  COMPENSATION 
SCOREBOARD 


COMPANY 

2000 

EXECUTIVE 

2000  COMPENSATION 

TOTAL  ANNUAL  COMP.                 |  f)NG- 

SALARY           %  CHANGE         TERM 

&  BONUS              FROM            COMP. 

$000                 1999              $000 

1998-2000  PAY-PERFORMANCE 

PAY  VS.  SHAREHOLDER  RETURN                  PAY  VS  ( 
TOTAL          $  VALUE 

COMP.          OF  $100                                ROE 
$000          INVESTED        RATING                % 

ANALYSIS    1 

lORPORATE  PROFIT   1 
CHANGE 

SALES:  $  MILLIONS 

ROE:  % 

IN  ROE 

%            RAriNjl 

1     AEROSPACE  (INDUSTRIAL:  HIGH  TECH) 

BOEING 

51321.0 
19.3 

P.M.  Condit,  chmn.  &  CEO 
H.C.  Stonecipher,  pres.  &  COO 

3424 
2542 

14 
7 

16296 
13564 

27172 
20980 

140 

m 
m 

16.2 

NM           gM 

GOODRICH  (B.F.) 

4363.8 
23.3 

D.L.  Burner,  chmn.,  pres.  &  CEO 
M.O.  Larsen,  exec,  v-p 

2451 
1674 

-2 

40 

517 
195 

7451 
4166 

96 

® 
m 

16.9 

193.3         |j 

LITTON  INDUSTRIES 

5626.1 
14.0 

M.R.  Brown,  chmn.  &  CEO 
D.M.  Steuert,  sr.  v-p  &  CFOt 

1421 
746 

39 
53 

0 

189 

6674 
NA 

137 

m 

NA 

12.8 

-9.9     tin 

LOCKHEED  MARTIN 

25329.0 
-5.9 

V.D.  Coffman,  chmn.  &  CEO 
R.J.  Stevens,  pres.  &  COOt 

3910 

1509 

189 
147 

1931 
0 

9640 
3477 

73 

SI 

1 

7.3 

NM         §1 

RAYTHEON 

16895.0 
4.6 

D.P.  Burnham,  chmn.  &  CEO 
W.H.  Swanson,  exec,  v-p 

May  include  preliminary  data. 

2800 

1452 

49 
62 

5281 
2286 

34063 

7111 

66 

m 
m 

5.6 

-9.0         pS 

UNITED 
TECHNOLOGIES 

26583.0 
23.2 

G.  David,  chmn.  &  CEO 
K.J.  Krapek,  pres.  &  COO 

3688 
2152 

5 
3 

15147 
2379 

47860 
34902 

225 

m 
m 

20.8 

-9.2        HI 

2     AIRLINES  (TRANSPORTATION) 

DELTA  AIR  LINES 

16741.0 
17.1 

L.F.  Mullin,  chmn.  &CEO 
F.W.  Reid,  exec,  v-p 

'Includes  18  months  of  compensation  due 

3064* 

1728* 

to  fiscal  year 

76 
63 

:hange. 

0 
0 

7551 
NA 

85 

ED 

NA 

22.1 

-39.1          tS 
Nfl 

SOUTHWEST  AIRLINES  5649.6 
18.1 

H.D.  Kelleher,  chmn.,  pres.  &  CEO 
C.C.  Barrett,  exec,  v-p 

May  include  preliminary  data. 

620 

524 

9 
8 

13245 
1067 

29108 
3647 

307 

m 
m 

17.6 

14.5         H 

3     APPLIANCES  (CONSUMER  PRODUCTS) 

BED  BATH  &  BEYOND 

2243.8 
21.5 

W.  Eisenberg,  co-chmn.  &  co-CEO 
L.  Feinstein,  co-chmn.  &  co-CEO 

750 
750 

0 
0 

27 
34 

2315 
2323 

232 

m 
m 

22.9 

-13.1         H 

BEST  BUY 

14179.6 
22.8 

R.M.  Schulze,  chmn.  &  CEO 
B.H.  Anderson,  pres.  &  COO 

2551 
1409 

4 
-19 

27478 
7991 

47038 
26968 

321 

n 
® 

25.1 

34.4         fl 

WHIRLPOOL 

10325.0 
21.8 

D.R.  Whitwam,  chmn.  &  CEO 
J.M.  Fettig,  pres.  &  COO 

1931 
1380 

-35 

-14 

869 
323 

11058 
5314 

94 

® 
® 

18.6 

NM         flj 

4     AUTOMOTIVE  (CONSUMER  PRODUCTS) 

DANA 

12460.0 
12.7 

J.M.  Magliochetti,  CEO,  pres.  &  COO 
W.J.  Carroll,  group  pres. 

948 
542 

-33 
-43 

0 
0 

5870 
2982 

36 

® 

® 

16.1 

-41.4 

DELPHI  AUTOMOTIVE 
SYSTEMS 

29139.0 
28.2 

J.T.  Battenberg  III,  chmn.,  pres.  &  CEO4068 
D.L.  Runkle,  exec,  v-p                            2047 

19 
66 

1765 
659 

21594 
7272 

NA 

NA 
NA 

-323.8 

NA       rfl 
fl 

EATON 

8309.0 

15.1 

S.R.  Hardis,  chmn.  &  CEO* 

A.M.  Cutler,  chmn.,  pres.  &  CEO** 

•Became  CEO  1/1/00.  Left  office  8/1/00.  ' 

1046           -54 

1434           -11 

•Became  CEO  8/1/00. 

2595 
2148 

11300 
8401 

90 

m 

® 

18.5 

32.8         ■ 

PACCAR 

7919.4 
19.6 

M.C.  Pigott,  chmn.  &  CEO 
D.J.  Hovind,  pres. 

1070 
934 

-39 
-23 

608 
405 

5490 
6080 

109 

m 

® 

23.6 

-14.6 

5     BANKS  &  BANK  HOLDING  COMPANIES  (FINANCIAL  SERVICES) 

AMSOUTH 
BANCORPORATION 

3811.5 
11.7 

CD.  Ritter,  chmn.,  pres.  &  CEO 
S.D.  Gibson  IV,  vice-chmn.  &  COO 

"Includes  $2,543,543  related  to  long-term 

4406*         107 
714           -27 

incentive  plan. 

6622 
1667 

17740 
4228 

70 

a 
® 

13.9 

-28.3 

BANCWEST 

1525.9 
10.9 

W.A.  Dods  Jr.,  chmn.  &  CEO 
D.J.  McGrath,  pres.  &  COO 

1611 
1185 

5 
14 

432 
0 

5267 
2776 

146 

m 
m 

8.3 

-5.5 

BANK  OF  AMERICA 

57747.0 
15.8 

H.L.  McColl,  Jr.,  chmn.  &  CEOt 
K.D.  Lewis,  pres.  &  COO 

4000 
2500 

7 

0 

0 
0 

55950 
40438 

83 

14.9 

9.6 

BANK  OF  NEW  YORK 

7486.0 
23.2 

T.A.  Renyi,  chmn.  &  CEO 
G.L.  Hassell,  pres. 

May  include  preliminary  data. 

13006 
7258 

98 
78 

6942 
4602 

44275 
22801 

200 

26.3 

6.1 

BANK  ONE 


BB&T 


25168.0 
2.8 


5116.7 
13.1 


J.  Dimon,  CEO* 

G.L.  Stringer,  exec,  v-pt 

May  include  preliminary  data. 


968 
875 

'Became  CEO  3/27/00. 


J.A.  Allison  IV,  chmn.  &  CEO 
H.G.  Williamson,  Jr.,  COO 


1678 
1166 


-61 


23 
31 


1000 
235 


1555 
892 


NA 
5233 


8449 
6307 


83 


125 


NA 


9.9  -122.5 
16.8       IM  (. 
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Footnotes  on  pad 


Ever  wonder  how  those 
people  who  have  all  the  ans** 
got  all  f1- 


Chances  are,  we  had  something  to  do  with  it.  Fact 
is.  98  out  of  the  FORTUNE  100  count  on  business 
intelligence  solutions  from  SAS  to  explore  infor- 
mation, better  understand  customer  and  supplier 
relationships,  predict  behavior,  and  unlock  hidden 
opportunities.  Today.  SAS  is  leading  the  industry 
in  bringing  this  same  level  of  intelligence  to  the 
world  of  e-business.  With  e-Intelligence  from 
SAS,  you  can  capture,  analyze  and  react  to  data 
gathered  at  any  point  of  contact.  And  then  just  as 
quickly  disseminate  new  findings  to  anywhere 
they're  needed  across  your  extended  enterprise. 
To  get  the  answers  you're  searching  for.  call  us 
today  at  1-800-727-0025  or  stop  by  www.sas.com. 


The  Power  to  Know 


r  sas 

e-lntelligence 


EXECUTIVE  COMPENSATION  SCOREBOARD 


: 


COMPANY 

2000 

EXECUTIVE 

2000  COMPENSATION 

TOTAL  ANNUAL  COMP                  lONG- 

SALARY           %  CHANGE         TERM 

&  BONUS             FROM             COMP. 

$000                 1999              $000 

1998-2000  PAY-PERFORMANCE  ANALYSIS 

PAY  VS  SHAREHOLDER  RETURN                PAY  VS.  CORPORATE  PROFIT 
TOTAL          $  VALUE                                           CHANGI 
COMP           OF  $100                                ROE         IN  ROE 
$000          INVESTED        RATING                %              %            RATING 

SALES:  $  MILLIONS 

ROE:% 

FIFTH  THIRD  BANCORP  4276.1 
17.6 

G.A.  Schaefer,  Jr.,  pres.  &  CEO 
S.J.  Schrantz,  exec,  v-p 

2439 
871 

17 
6 

0 
0 

14367 
5259 

171 

LH 

S3 

16.3 

0.1 

a 
a 

FIRST  TENNESSEE 
NATIONAL 

2426.5 
16.8 

R.  Horn,  chmn.,  pres.  &  CEO                    826 
J.K.  Glass,  pres. -retail  financial  services  482 

-34 
-31 

259 
332 

5105 
5000 

95 

a 
a 

19.1 

-18.8 

a 
a 

FIRST  UNION 

24246.0 
0.9 

G.K.  Thompson,  pres.  &  CEO                    971 
D.A.  McMullen,  Jr.,  vice-chmn.               2587 

'Includes  $4  million  for  cancellation  of  retirement  plan. 

88 
409 

4809* 
586 

10601 
7791 

62 

a 
a 

12.3 

-94.3 

a 
a 

FLEETBOSTON 
FINANCIAL 

21765.0 
21.7 

T.  Murray,  chmn.  &  CEO 
C.K.  Gifford,  pres.  &  COO 

6115 
5492 

21 
23 

0 
3231 

38579 
NA 

109 

a 

NA 

17.4 

28.2 

a 

NA 

HUNTINGTON 
BANCSHARES 

2602.1 
13.9 

F.G.  Wobst,  chmn.  &  CEO 
P.E.  Geier,  pres.  &  COO* 

♦Left  office  1/17/01. 

990 
475 

-56 

-50 

1132 
90 

7788 
2178 

66 

a 
a 

15.8 

-3.9 

a 
a 

J.P.  MORGAN  CHASE 

60065.0 
13.8 

W.B.  Harrison,  Jr.,  pres.  &  CEO 
D.A.  Warner  III,  chmn.t 

6281 
14400 

1 
172 

4507 
18085 

34594 
45435 

133 

NA 
NA 

17.8 

-21.7 

NA 
NA 

KEYCORP 

8196.0 
15.1 

R.W.  Gillespie,  chmn. 

H.L.  Meyer  III,  pres.  &  CEO* 

•Became  CEO  2/1/01. 

2003 
1214 

0 
4 

319 
425 

9679 
6610 

89 

NA 
NA 

16.2 

-14.7 

NA 
NA 

M&T  BANK 

2097.5 
10.6 

R.G.  Wilmers,  chmn.,  pres.  &  CEO 
R.E.  Sadler,  Jr.,  exec,  v-p 

923 
873 

5 
6 

1775 
2658 

16258 
11676 

151 

a 

a 

12.8 

-38.1 

a 
a 

MARSHALL  &  ILSLEY 

2726.9 
14.0 

J.B.  Wigdale,  chmn.  &  CEO 
D.J.  Kuester,  pres. 

1166 
970 

-20 
-18 

907 
786 

12175 
9742 

86 

a 
a 

14.5 

11.9 

a 
a 

MBNA 

7868.9 
19.4 

A.  Lerner,  chmn.  &  CEO 
CM.  Cawley,  pres. 

6000 
6336 

20 
21 

10900 
33225 

33449 
142643 

209 

a 
a 

25.1 

-36.8 

a 
a 

MELLON  FINANCIAL 

5979.0 
24.3 

M.G.  McGuinn,  chmn.  &  CEO                 2312* 
CM.  Condron,  pres.  &  COO                    2081* 

•Excludes  25%  of  bonus  paid  in  restricted  stock. 

19 

19 

8951 
6975 

25773 
21590 

173 

a 
a 

22.6 

18.1 

a 
a 

NATIONAL  CITY 

9050.8 
19.3 

D.A.  Daberko,  chmn.  &  CEO 
R.G.  Siefers,  vice-chmn. 

1451 
1378 

-5 
-11 

3109 
1087 

15762 
8322 

99 

a 
a 

19.8 

2.3 

a  1 

a 

1 

NATIONAL  COMMERCE   1531.1 
BANCORPORATION             13  2 

E.C.  Roessler,  pres.  &  CEO*}                  1383            42 
T.M.  Garrott,  chmn.                                 1383            29 

May  include  preliminary  data.*Became  CEO  7/1/00.  Includes  $3. 1  mil 

5808*             9376 

13739**         25027 

paid  in  connection  with  mergei 

149          El            17.8     -33.5         SI    ] 

a                      a 

.  "Includes  $12.1  mil.  paid  in  connection  with  merger 

l 

NORTHERN  TRUST 

3548.1 
20.5 

W.A.  Osborn,  chmn.  &  CEO 
B.G.  Hastings,  pres.  &  COO 

2690 
1765 

15 
16 

3967 
3984 

15716 
14132 

241 

a 
a 

19.7 

8.9 

a 

a 

PNC  FINANCIAL 
SERVICES  GROUP 

7623.0 
18.0 

J.E.  Rohr,  pres.  &  CEO* 
W.E.  Gregg,  Jr.,  vice-chmn. 

•Became  CEO  5/1/00. 

3441 
2248 

34 

17 

6621 
2575 

17608 
9456 

141 

a 
a 

19.0 

-6.4 

a 
a 

SOUTHTRUST 

3899.8 
14.4 

W.D.  Malone,  Jr.,  CEO 

J.W.  Banton,  chmn.,  pres.  &  CEO-sub 

2485 
1185 

-14 
7 

2191 
1066 

14110 
6097 

104 

a 
a 

14.3 

2.9 

a 
a 

STATE  STREET 

5921.0 
18.2 

D.A.  Spina,  chmn.  &  CEO* 
N.A.  Lopardo,  vice-chmn. 

•Became  CEO  5/18/00. 

1989 
2746 

38 

40 

8385 
13437 

30326 
27914 

218 

a 
a 

20.1 

-4.2 

a 
a 

SUNTRUST  BANKS 

8619.0 
15.7 

L.P.  Humann,  chmn.,  pres.  &  CEO 
J.M.  Wells  III,  vice-chmn. t 

818 
892 

-34 
11 

412 

0 

5397 
6479 

94 

a 
a 

14.1 

22.4 

ml 
a  1 

SYNOVUS  FINANCIAL 

1929.5 
18.5 

J.H.  Blanchard,  chmn.  &  CEO 
J.D.  Yancey,  pres.  &  COO 

689 

519 

-40 

-36 

50 
49 

3115 
2437 

130 

m 
a 

18.1 

1.3 

iii  1 
a  1 

U.S.  BANCORP 

6997.8 
19.7 

J.A.  Grundhofer,  pres.  &  CEO                 1226*        -52         2047 
T.H.  Jacobsen,  chmn.  emeritus              1199                         2256** 

•Includes  53  weeks  salary.   "Includes  $850,403  retirement  plan  payment. 

18221 
NA 

130 

a 

NA 

15.2 

-8.5 

a 

NA    1 

UNION  PLANTERS 

3068.5 
14.1 

B.W.  Rawlins,  Jr.,  chmn.  &  CEO             5945          665       18810*           42062          61          LH 
J.W.  Moore,  chmn.  &  CEO**                   1175            46          1945             17241                        ID 
•Includes  $4.1  mil.  paid  upon  his  death  &  $12  mil.  under  supplement  retirement  plan.   "Became  CEO  9/1/00. 

12.1 

16.7 

a  1 

UNIONBANCAL 

3148.3 
13.7 

T.  Moriguchi,  pres.  &  CE01 
K.  Hayama,  chmn.  t 

542 
586 

10 
7 

0 
0 

1385 
1287 

73 

a 
a 

14.6 

-9.1 

m 

WACHOVIA 

7276.6 
13.2 

L.M.  Baker,  Jr.,  chmn.  &  CEO 
G.J.  Prendergast,  pres.  &  COO* 

•Left  office  1/1/01. 

1045 
683 

-58 

-58 

2365 
1660 

11828 
8398 

78 

a 
a 

15.8 

15.6 

a 

a 

WELLS  FARGO 

27568.0 
15.3 

R.M.  Kovacevich,  pres.  &  CEO 
L.S.  Biller,  vice-chmn.  &  COO 

6751 
4538 

7 
6 

0 
3594 

39179 
21353 

153 

a 
a 

13.9 

-21.6 

i 

ZIONS 
BANCORPORATION 

1915.3 
9.1 

H.H.  Simmons,  pres.  &  CEO 
R.  Sarver,  chmn.  &  CEO-sub. t 

801 
645 

78 
6 

330 
0 

4752 
1453 

143 

m 
a 

10.1 

-51.3 

if 

6     BEVERAGES  (CONSUMER  PRODUCTS) 

ANHEUSER-BUSCH 

12261.8 
37.6 

A. A.  Busch  III,  chmn.  &  pres. 
P.T.  Stokes,  sr.  exec,  v-p 

4191 
2920 

23 
47 

25006 
11422 

53475 
22597 

218 

a 
a 

34.2 

28.8 

a  l 

[31    | 

BROWN-FORMAN 

1912.6 
20.3 

0.  Brown  II,  chmn.  &  CEO                     1571* 
W.M.  Street,  vice-chmn.                         1 107* 

•Excludes  50%  of  bonus  paid  in  stock  options. 

14 
13 

416 
532 

5207 
4096 

128 

a 
a 

21.1 

-11.1 

[2J 

|2l 

COCA-COLA 

20458.0 
23.4 

D.N.  Daft,  chmn.  &  CEO* 
J.L.Stahl,  pres.  &  COO 

•Became  CEO  2/17/00. 

4400 
2010 

857 
314 

87281 
8728 

104751 
30322 

94 

a 
a 

30.3 

-58.6 

[5] 

|4| 
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IT     HAS     TO     REACH     A     NATION. 

Before  you  can  inspire,  before  you  can  touch,  before  you  can  empower,  you  must 

first  connect.  And  for  more  people,  more  businesses,  more  countries  around  the  j    A   L    ' 

world,  that  connection  is  made  with  Alcatel.  A  leader  in  communication  networks.        architects  of  an  internet  WORLD 


EXECUTIVE  COMPENSATION  SCOREBOARD 

COMPANY 

2000 

EXECUTIVE 

2000  COMPENSATION 

TOTAL  ANNUAL  COMP                  10NG- 

SALARY           %  CHANGE          TERM 

&  BONUS             FROM            COMP. 

$000                1999             $000 

1998-2000  PAY-PERFORMANCE  ANALYSIS   1 

PAY  VS.  SHAREHOLDER  RETURN 
TOTAL          $  VALUE 
COMP.          OF  $100 
$000         INVESTED       RATING 

PAY  VS.  CORPORATE  PROFIT 

ROE 

% 

CHANGE 

IN  ROE 

% 

RATING 

SALES:  $  MILLIONS 
ROE:  % 

COCA-COLA 
ENTERPRISES 

14750.0 
8.4 

S.K.  Johnston,  Jr.,  chmn.  &  CEO* 
J.R.  Aim,  pres.  &  COO 

•Became  CEO  1/1/00. 

427          -50 
1170            93 

689 
322 

5941 
8669 

54 

1 

LH 

5.4 

-11.9 

m   1 

PEPSI 
BOTTLING  GROUP 

7982.0 
13.9 

C.E.  Weatherup,  chmn.  &  CEOI 
J.T.  Cahill,  pres.  &  C001 

2414            11 
1365             36 

21 
0 

6371 
3974 

NA 

NA 
NA 

NM 

NM 

na| 

NA  I 

PEPSICO 

20438.0 

30.1 

R.A.  Enrico,  chmn.  &  CEO                    4201*          74 
S.S.  Reinemund,  pres.  &  COO                4059**         84 
"Includes  $804,600  in  relocation  expenses. 

4404 
0 

26039 
15204 

143 

m 

® 

30.3 

40.1 

1  1 

® 

7      BUILDING  (INDUSTRIAL:   LOW  TECH) 

PPG  INDUSTRIES 

8629.0 
20.0 

R.W.  LeBoeuf,  chmn.  &  CEO 
F.A.  Archinaco,  exec,  v-p 

1700 
877 

-1 
9 

0 
203 

8322 
3855 

88 

® 

m 

22.0 

-29,7 

m 
m\ 

SHERWIN-WILLIAMS 

5211.6 
1.1 

CM.  Connor,  chmn.  &  CEO 
J.M.  Scaminace,  pres.  &  COO 

1240 
969 

27 

10 

0 
0 

3971 
3070 

101 

m 
m 

11.6 

-93.3 

®\ 

® 

8     CHEMICALS  (INDUSTRIAL:  LOW  TECH) 

AIR  PRODUCTS  & 
CHEMICALS 

5644.0 
7.2 

H.A.  Wagner,  chmn.  &  CEOt 
J.P.Jones  III,  pres.  &  COO* 

'Became  CEO  12/1/00. 

2184 
1478 

59 
62 

971 
342 

8832 
4774 

106 

m 

m 

14.3 

-55.6 

a 

DOW  CHEMICAL 

23008.0 
16.5 

W.S.  Stavropoulos,  chmn.,  pres.  &  CEO 2878 
M.D.  Parker,  pres.  &  CEO*                      1634 

•Became  CEO  11/1/00. 

13 
27 

62 
12 

15038 
5834 

120 

® 

16.7 

-30.3 

a  I 

i 

DUPONT 

28268.0 
17.6 

CO.  Holliday,  Jr.,  chmn.  &  CEO 
R.R.  Goodmanson,  exec,  v-p  &  COO 

2740 
1442 

-2 
57 

0 
0 

11059 
NA 

87 

® 

NA 

10.4 

-18.7 

a 

NA 

EASTMAN  CHEMICAL 

5292.0 
16.7 

E.W.  Deavenport,  Jr.,  chmn.  &  CEO 
J.P.  Rogers,  sr.  v-p  &  COOt 

May  Include  preliminary  data. 

2183 
666 

42 
72 

1556 
521 

7047 
NA 

91 

m 

NA 

10.8 

2.5 

1 
NA 

PRAXAIR 

5043.0 
15.4 

D.H.  Reilley,  chmn.,  pres.  &  CEO* 
H.W.  Lichtenberger,  chmn.  &  CEOt 

•Joined  company  and  became  CEO  3/6/00. 

1479 
1652 

NA 
-2 

25 
1966 

NA 
11829 

103 

NA 

LH 

17.6 

-21.4 

NA 

ROHM  &  HAAS 

6879.0 

9.6 

• 

R.L.  Gupta,  chmn.  &  CEO 
J.M.  Fitzpatrick,  pres.  &  COO 

1111 
750 

-38 

-37 

419 
372 

4800 
3663 

121 

m 
m 

15.6 

-60.2 

m  j 

m  > 

9     CONGLOMERATES  (INDUSTRIAL  LOW  TECH) 

GENERAL  ELECTRIC 

128051.0 
25.2 

J.F.  Welch,  Jr.,  chmn.  &  CEO 
D.D.  Dammerman,  vice-chmn. 

16754 
5233 

26 
25 

105828 
21499 

299383 
71359 

203 

m 
m 

24.8 

5.9 

a 
a 

PALL 

1245.1 
19.0 

E.  Krasnoff,  chmn.  &  CEO                      1 164* 
J.  Hayward-Surry,  pres.                            670* 

•Excludes  $26,000  of  salary  paid  In  restricted  stock. 

85 

75 

370 
198 

3987 
2808 

113 

m 

ED 

12.7 

132.2 

a 
a 

TEXTRON 

13090.0 
7.0 

L.B.  Campbell,  chmn.  &  CEO 
J.A.  Janitz,  pres.  &  COOt 

3055 
2078 

27 
59 

1518 
953 

31220 
17894 

79 

14] 

a 

12.0 

-59.8 

m 

TRW 

17231.0 
16.5 

J.T.  Gorman,  chmn.  &  CEO 
D.M.  Cote,  pres.  &  COO*t 

•Became  CEO  2/1/01. 

3342 
2130 

-23 
1896 

1343 
17663 

16505 
NA 

79 

a 

NA 

19.7 

NM 

m 

10     DRUGS  (CONSUMER  PRODUCTS) 

ABBOTT 
LABORATORIES 

13745.9 
32.5 

M.D.  White,  chmn.  &  CEO 

R.L.  Parkinson,  Jr.,  pres.  &  COOt 

•Includes  $4,263,000  paid  under  non- 

3254             52 
2133             36 

compete  agreement. 

230 

4305* 

14820 
16929 

155 

m 

® 

35.4 

-22.4 

ALLERGAN 

1625.5 
24.6 

D.E.Pyott,  pres.  &  CEO 
L.J.  Kaplan,  v-p 

1540 
596 

12 
5 

6338 
12667 

10561 
17024 

597 

m 

13.8 

61.4 

AMERICAN  HOME         13262.8      J.R.  Stafford,  chmn.  &  CEO 
PRODUCTS  -32.0      R.  Essner,  pres.  &  COO* 

•Will  become  CEO  5/1/01. 


3608 
1793 


60 
71 


22607 
6885 


43969 
13994 


175 


a 


-8.7  -227.9 


BAXTER 

INTERNATIONAL 
BECTON, DIckiNSON 


6896.0 
27.8 

3602.4 
18.7 


H.M.  Jansen  Kraemer,  Jr.,  chmn.  &CEO  2346  12 

J.L.  McGinley,  group  v-pt  861  -7 


5093 
2119 


12199 
5065 


192 


20.7     142.3 


E.J.  Ludwig,  pres.  &  CEO* 
G.M.  Cohen,  pres. -sub.  t 

•Became  CEO  1/1/00. 


988 
596 


142 
54 


51 
0 


2301 
2146 


143 


16.4     -14.0         ffl 

a 


BIOMET 

956.8 
19.0 

O.A.  Miller,  pres.  &  CEO 
J.R.  Pastena,  v-pt 

389 
393 

3 
5 

0 
0 

1119 
1109 

235 

ED 
ED 

17.5 

1.4 

BRISTOL-MYERS 
SQUIBB 

18216.0 

44.6 

C.A.  Heimbold,  Jr.,  chmn.  &  CEO 
K.E.  Weg,  vice-chmn. t 

2665 
1405 

-31 
-23 

800 
400 

103721 
23451 

163 

1 

a 

44.8 

0.5        j 

CHIRON 

887.9 
0.9 

S.P.  Lance,  chmn.,  pres.  &  CEO 
L.T.  Williams,  chief  scientific  officer 

1950 
773 

15 
6 

59 
2650 

5132 
9797 

262 

ED 

m 

4.5 

-85.3 

FOREST 
LABORATORIES 

1108.5 
15.2 

H.  Solomon,  chmn.  &  CEO 
K.E.  Goodman,  pres.  &  COO 

931 
638 

21 
23 

15908 
8149 

47921 
13286 

539 

ID 

ED 

12.8 

154.7 

GENENTECH 

1645.9 
-0.3 

A.D.  Levinson,  chmn.,  pres.  &  CEO 
S.D.  Desmond-Hellmann,  exec,  v-p 

1740 
878 

0 
13 

57321 
15203 

87829 
19599 

539 

a 
a 

-4.7 

104.6 

GUIDANT 

2548.7 
31.6 

R.W.  Dollens,  pres.  &  CEO 
J.M.  Cornelius,  chmn. 

1066 
798 

13 
-39 

356 
27530 

9597 
58633 

173 

® 

LH 

23.7 

22.7 
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300M 


It  is  truly  the  most  powerful  car  in  its  class.*  The  Chrysler 
300M-winner  of  a  Consumers  Digest  "Best  Buy"  award. 
More  information?  1.800.CHRYSLER  or  www.chrysler.com 


ower  luxury  The  BEST  BUY  SEAL  ,s  a  registered  trademark  o.  Consumers  D,gest.  Inc  . 


used  under  license 


EXECUTIVE  COMPENSATION  SCOREBOARD 


• 


COMPANY 

EXECUTIVE 

2000  COMPENSATION 

TOTAL  ANNUAL  COMP                  LONG- 
SALARY           %  CHANGE          TERM 
&  BONUS             EROM            COMP. 
$000                1999             $000 

1998-2000  PAY-PERFORMANCE  ANALYSIS    1 

2000 

PAY  VS.  SHAREHOLDER  RETURN 
TOTAL          $  VALUE 
COMP.          OE  $100 
$000         INVESTED       RATING 

PAY  VS.  CORPORATE  PROFIT 

ROE 

% 

CHANGE 

IN  ROE 

% 

KAIINI 

SALES:  $  MILLIONS 

ROE:  % 

IDEC 
PHARMACEUTICALS 

154.7 
8.3 

W.H.  Rastetter,  chmn.,  pres.  &  CEO 
W.R.  Rohn,  COO 

May  include  preliminary  data. 

712 
485 

23 

18 

28176 
21062 

39278 
26498 

1103 

m 
® 

18.5 

NM 

I 

m 

IMMUNEX 

861.8 
8.4 

E.V.  Fritzky,  pres.  &  CEO 
P.V.  Phillips,  exec,  v-p  &  COO 

2125 
801 

83 
-9 

12964 
1522 

24875 
6049 

903 

m 

ED 

7.1 

NM 

a 
® 

JOHNSON  & 
JOHNSON 

29139.0 
25.5 

R.S.  Larsen,  chmn.,  CEO 
R.N.  Wilson,  sr.  vice-chmn. 

4639 
3450 

10 
14 

2922 
3967 

48449 
28582 

166 

a 
a 

24.6 

-4.5 

a 
a 

LILLY  (ELI) 

10862.2 
50.6 

S.  Taurel,  chmn.,  pres.  &  CEO 
A.M.  Watanabe,  exec,  v-p 

2959 
1381 

3 

10 

15752 
982 

64638 
17711 

139 

a 
a 

49.6 

NM 

® 
m 

MEDTRONIC 

5466.2 
22.7 

W.W.  George,  chmn.  &  CEO                    1569*          39         6440* 
A.D.  Collins,  Jr.,  pres.  &  COO                  1408            25         4010** 
•Excludes  $100,000  bonus  paid  in  stock  options  and  $1,742,436  of  long-term 
"Excludes  $1,306,972  of  long-term  compensation  paid  in  stock  options. 

64738 
15328 

compensation 

233          g] 

13 

paid  in  stock  options. 

20.0 

1.6 

a 
® 

MERCK 

40363.2 
46.0 

R.V.  Gilmartin,  chmn.,  pres.  &  CEO 
E.M.  Scolnick,  exec,  v-p 

2983 
1650 

11 
4 

0 
24801 

11648 
44646 

185 

m 
a 

43.8 

25.7 

m 
i 

MILLENNIUM 
PHARMACEUTICALS 

196.3 
-16.9 

M.J.  Levin,  chmn.,  pres.  &  CEO                401 
J.B.  Douglas  III,  sr.  v-p  &  gen.  counselt   325 

-21 
68 

0 
8063 

1393 
NA 

1303 

NA 

-32.8 

NM 

lU 

NA   A 

PFIZER 

29574.0 
23.1 

W.C.  Steere,  Jr.,  chmn. 

H.A.  McKinnell,  pres.  &  CEO* 

•Became  CEO  1/1/01. 

4870 
2453 

13 
23 

35143 
13563 

113936 
58140 

190 

® 
® 

27.1 

-17.1 

BO    1 

a  1 

SCHERING-PLOUGH 

9815.0 
39.6 

R.J.  Kogan,  chmn.  &  CEO 
H.A.  D'Andrade,  vice-chmn.  t 

3210 
1191 

-2 
4 

17856 
10641 

86808 

50793 

189 

a 

41.4 

-22.6 

a 
a 

SIGMA-ALORICH 

1096.3 
15.9 

D.R.  Harvey,  pres.  &  CEO 
C.T.  Cori,  chmn.t 

647 
450 

6 
-52 

0 
0 

2636 
3690 

102 

a 
i 

13.8 

1.4 

m 
m 

STRYKER 

2289.4 
25.9 

J.W.  Brown,  chmn.,  pres.  &  CEO 
E.B.  Lipes,  v-p,  group  pres. 

1550 
815 

11 
12 

2861 
7992 

9016 
11669 

273 

m 
m 

12.6 

26.4 

® 
a  i 

11     ELECTRICAL  &  ELECTRONICS  (INDUSTRIAL:  HIGH  TECH) 

ADVANCED  MICRO 
DEVICES 

4644.2 
31.7 

W.J.  Sanders  III,  chmn.  &  CEO 
H.  Ruiz,  pres.  &  COO* 

6561 
3913 

101 
NA 

85058 
0 

96163 
NA 

156 

a 

NA 

7.3 

NM 

a  I 

NA  I 

ALTERA 

1376.8 
39.8 

R.  Smith,  chmn.,  pres.  &  CEO* 
J. P.  Daane,  pres.  &  CEO** 

•Left  office  11/1/00.  "Became  CEO  8/1/00 

2586 
173 

75 
NA 

0 

7181 

31743 
NA 

318 

1 

NA 

25.8 

41.0 

LU  1 
NA  ! 

ANALOG  DEVICES 

2859.5 
27.7 

J.G.  Fishman,  pres.  &  CEO 
B.P.  McAloon,  v-p 

3501 
1142 

94 
69 

29189 
13729 

45533 
17885 

370 

11 
LU 

16.8 

69.4 

13]  1 
|3)| 

APPLIED  MICRO 
CIRCUITS 

371.5 
-A.2 

D.M.  Rickey,  pres.  &  CE0+ 
T.L.  Tullie,  v-pt 

699 
303 

64 
11 

2898 
542 

4535 
1391 

4851 

m 
m 

4.9 

-125.1 

al 
ml 

ATMEL 

2012.7 
14.0 

G.  Perlegos,  pres.  &  CEO 
G.  Perlegos,  exec,  v-p 

525 

458 

30 
30 

0 
0 

1265 
1103 

251 

m 
m 

5.8 

6029.4 

ml 
mi 

COOPER  INDUSTRIES 

4459.9 
18.8 

H.J.  Riley,  Jr.,  chmn.,  pres.  &  CEO 
R.E.  Jackson,  Jr.,  COO 

1843 
823 

16 
9 

1258 
460 

12853 
5214 

103 

® 

19.8 

22.6 

ml 
mm 

EMERSON  ELECTRIC 


15921.0      C.F.  Knight,  chmn.  &  CEO*  7442  74         4912  34343 

22.2      D.N.  Farr,  sr.  exec,  v-p  &  COO**  1050  50  0  NA 

•Left  office  10/11/00.  "Became  CEO  10/11/00. 


149 


a 

NA 


21.5 


7.1 


INTEGRATED  DEVICE 
TECHNOLOGY 


976.4      L.C.  Perham,  pres.  &  CEO 
48.6      J.  Taylor,  pres.  &  CEO* 

'Became  CEO  12/1/99. 


911 
865 


171 
214 


20591 
2350 


22710 
3798 


351 


-12.0  3118.0         LH 
I 


JABIL  CIRCUIT  3997.5      W.D.  Morean,  chmn.  &  CEO 

12.7      T.L.  Main,  pres.* 

•Became  CEO  9/1/00. 


809 
767 


70 


2228 
2966 


255 


17.4     -56.3 


E 


JDS  UNIPHASE  2630.2 

-11.0 


K.N.  Kalkhoven,  co-chmn.  &  CEO*  738  57     106171  111706 

J.  Straus,  co-chmn.  &  CEO**  604  NA       24916  NA 

•Left  office  5/17/00.     "Became  CEO  5/18/00. 


806 


a 

NA 


-17.7         NM         Lf 
NA 


LINEAR  TECHNOLOGY       886.7 
25.0 


R.H.  Swanson,  Jr.,  chmn.  &  CEO 
C.B.  Davies,  pres. 


2538 
2068 


57 


12567 
20333 


31616 
33520 


324 


23.5 


7     I 


MAXIM  INTEGRATED       1073.3 
PRODUCTS  28.0 


J.F.  Gifford,  chmn.,  pres.  &  CEO  300*        -86       59212  112968 

F.G.  Beck,  v-p  200*        -65       10048  17755 

*2000  bonus  not  yet  determined. 


277 


26.2       -4.8 


MICROCHIP 
TECHNOLOGY 


651.3 
19.3 


S.  Sanghi,  pres.  &  CEO 
T.B.  Billington,  v-p 


430 
296 


9 
26 


2049 
1754 


4889 
3998 


165 
'274 


16.5   10.2    LT 

s 


MICRON  TECHNOLOGY  7584.2 
20.2 


S.R.  Appleton,  chmn.,  pres.  &  CEO 
W.G.  Stover,  Jr.,  v-p  &  CFO 


3199 
2175 


53 
76 


39570 
13539 


55011 
21145 


3.3       75.4 


I- 


I 

!m  t\ 


MOLEX 


2437.5      F.A.  Krehbiel,  co-chmn.  &  co-CEO  1523  117  87  3584 

14.5      J.H.  Krehbiel,  Jr.,  co-chmn.  &  co-CEO*  1457  145  282  3265 

•Became  co-CEO  7/1/99. 


139 


13.6        7.2 


MOTOROLA 


37564.0 
7.1 


C.B.  Galvin,  chmn.  &  CEO 
R.L.  Growney,  pres.  &  COO 


2531 
1854 


20 

-15 


20681 
18897 


108 

78 

1333 


NA 
NA 


1.4    -20.4       N* 
NA 


NATIONAL 
SEMICONDUCTOR 


2380.0 
40.1 


B.L.  Halla,  chmn.,  pres.  &  CEO 
P.J.  Brockett,  exec,  v-p 


2370 
974 


125 
106 


7963 
9158 


12259 
11073 


-11.3    NM 


nan 


OUALCOMM 


2760.7 
2.7 


I.M.  Jacobs,  chmn.  &  CEO 
R.  Sulpizio,  pres.  &  COO 


1724 
1123 


766 
27645 


5491 
48613 


7.0     -69.9 
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EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 


EXECUTIVE 


SALES:  $  MILLIONS 
ROE:  % 


2000  COMPENSATION 

TOTAL  ANNUAL  COMP.  LONG- 

%  CHANGE         TERM 

FROM  COMP. 

1999  $000 


SAURY 

&  BONUS 

$000 


1998-2000  PAY-PERFORMANCE  ANALYSIS 

PAY  VS.  SHAREHOLDER  RETURN  PAY  VS.  CORPORATE  PROFIT 

CHANGE 
ROE         IN  ROE 
RATING  %  %  RATING 


TOTAL  $  VALUE 

COMP.  OF  $100 

$000  INVESTED 


ROCKWELL 
INTERNATIONAL 

6598.0 
20.2 

D.H.  Davis,  Jr.,  chmn.  &  CEO 
W.M.  Barnes,  sr.  v-p 

2230 
978 

-13 
-8 

0 
0 

8539 
4107 

116 

® 

m 

13.0 

65.7 

® 
® 

SANMINA 

4538.2 
14.5 

J.  Sola,  chmn.  &  CEO 
R.W.  Furr,  pres.  &  COO 

1280 
970 

34 
34 

0 
3453 

6139 
8264 

452 

m 

m 

15.8 

-44.6 

® 

a 

SOLECTRON 

17060.4 
11.2 

K.  Nishimura,  chmn.,  pres.  &  CEO 
D.  Kynaston,  sr.  v-p  &  pres. -sub. -1 

643 
709 

-60 
20 

0 
3844 

14359 
5550 

326 

m 
m 

12.8 

-35.1 

a 
a 

TEXAS 
INSTRUMENTS 

11875.0 
24.5 

T.J.  Engibous,  chmn.,  pres.  &  CEO 
R.K.  Templeton,  exec,  v-p  &  COO 

•Includes  $756,540  profit  sharing  payment 

2096           -29       36071* 
1397           -29        13954** 
"Includes  $504,293  profit  sharii 

51696 
26857 

ig  payment. 

425 

® 
® 

15.3 

380.2 

® 
® 

VITESSE 
SEMICONDUCTOR 

517.5 
3.1 

L.R.  Tomasetta,  pres.  &  CEO 
E.F.  Hovanec,  v-p  &  COO 

682 

477 

42 
29 

15295 
4992 

34286 
12555 

586 

m 

® 

11.0 

-74.9 

® 

m 

XILINX 

1558.9 
35.3 

W.P.  Roelandts,  pres.  &  CEO 
R.  Sevcik,  sr.  v-p 

971 
636 

67 
0 

3295 
1956 

5399 
3736 

526 

m 

LTJ 

28.9 

53.4 

m 
m 

12     FOOD  PROCESSING  (CONSUMER  PRODUCTS) 

ARCHER  DANIELS 
MIDLAND 

13225.9 
6.2 

G.A.  Andreas,  chmn.  &  CEO 
J.D.  McNamara,  pres.t 

2443 
1199 

0 
92 

0 
0 

7037 
2087 

84 

® 
® 

5.6 

-0.5 

m 
® 

CAMPBELL  SOUP 

6318.0 
NM 

D.W.  Johnson,  pres.  &  CEO*                     714**        NA 
B.L.  Anderson,  exec,  v-p  &  COO               678            52 

'Became  CEO  3/23/00.  "Received  restricted  stock  &  bonus  in  liei 

500 

0 

of  salary. 

NA 
4672 

66 

NA 

® 

NM 

NM 

NA  1 

NA 

CONAGRA  FOODS 

26270.8 

14.1 

B.C.  Rohde,  chmn.,  pres.  &  CEO 
T.L.  Manuel,  pres.  &  COO-sub. 

3391 
901 

81 
0 

1186 
395 

9875 
4864 

86 

® 
® 

13.4 

-37.8 

a 

® 

GENERAL  MILLS 

6879.5 
NM 

S.W.  Sanger,  chmn.  &  CEO 
R.G.  Viault,  vice-chmn. 

1961 
1287 

13 
17 

1549 
0 

14352 
3775 

136 

® 

m 

NM 

NM 

HEINZ  (H.J.) 

9307.8 
43.8 

W.R.  Johnson,  pres.  &  CEO 
A.M.  Ritchie,  exec,  v-p 

2677 
1238 

-11 
-5 

0 
0 

16849 
NA 

102 

a 

NA 

42.0 

21.2 

[?J    1 

NA  1 

HERSHEY  FOODS 

4221.0 
28.5 

K.L.  Wolfe,  chmn. 

M.F.  Pasquale,  exec,  v-p  &  COO* 

•Lett  office  12/11/00. 

1416 
771 

83 

80 

2851 
1291 

11211 
3654 

110 

1 

® 

34.4 

-27.8 

®  1 
®  1 

KEEBLER  FOODS 

2757.0 
31.2 

S.K.  Reed,  pres.  &  CEO 

D.B.  Vermylen,  pres.-Keebler  Brands 

2106 
902 

1 
11 

0 
3453 

6074 
5985 

NA 

NA 
NA 

27.4 

11.1 

ml 

ml 

KELLOGG 

6954.7 
65.5 

CM.  Gutierrez,  chmn.,  pres.  &  CEO 
MJ.  Teale,  exec,  v-p 

934 
710 

-15 
43 

0 

31 

3398 
2502 

58 

m 
m 

54.5 

15.8 

ml 
ml 

QUAKER  OATS 

5041.0 
100.5 

R.S.  Morrison,  chmn.,  pres.  &  CEO 
T.D.  Martin,  sr.  v-p  &  COOt 

1195 
479 

-56 
-55 

425 
123 

7071 
1821 

195 

® 
m 

171.4 

NM 

ml 
ml 

RALSTON  PURINA 

2766.3 
67.5 

W.P.  McGinnis,  pres.  &  CEO 
J.R.  Elsesser,  v-p  &  CFO 

1919 
767 

28 

11 

5009 
4991 

10392 
7506 

127 

® 
® 

47.4 

84.2 

ml 
ml 

SARA  LEE 

17850.0 
60.6 

J.H.  Bryan,  CEO 

C.S.  McMillan,  pres.  &  COO* 

•Became  CEO  7/1/00. 

2779 
2055 

2 
16 

3881 
4800 

43553 
22546 

93 

41.4 

166.5 

ml 
ml 

STARBUCKS 

2309.6 
8.9 

H.D.  Schultz,  chmn. 
O.C.  Smith,  pres.  &  CEO* 

•Became  CEO  6/1/00. 

2063 
2043 

165 
228 

11051 
12848 

39774 
28623 

231 

m 

a 

9.4 

-17.9 

ml 

15]  1 

SYSCO 

20645.4 
28.8 

B.M.  Lindig,  chmn.  &  CEOt                   2056*          21          1528 
C.H.Cotros,  CEO,  pres.,  &  COO**           1993*          50         1539 
'Excludes  portion  of  bonus  paid  in  restricted  stock.   "Became  CEO  1/1/00. 

8261 
7237 

273 

® 

26.0 

33.2 

ml 
ml 

WRIGLEY  (WM.)  JR. 

2145.7 
29.0 

W.  Wrigley,  Jr.,  pres.  &  CEOt                     717* 
P.R.  Hempstead,  sr.  v-pt                         403 

'Bonus  &  restricted  stock  awards  for  2000  not  yet  determ 

-15 
266 

med. 

63* 
30 

2522 
843 

127 

m 
m 

27.5 

5.3 

ml 
ml 

13     FOOD  &  LODGING  (SERVICE) 

MARRIOTT 
INTERNATIONAL 

10017.0 
14.7 

J.W.  Marriott,  Jr.,  chmn.  &  CEO 
W.J.  Shaw,  pres.  &  COO 

2167 
1438 

10 
16 

233 

10639 

16814 
20770 

147 

® 
a 

14.5 

-36.0 

al 

ml 

14     GENERAL  &  SPECIAL  MACHINERY  (INDUSTRIAL:  LOW  TECH) 

APPLIED  MATERIALS 

10573.4 
30.5 

J.C.  Morgan,  chmn.  &  CEO 
0.  Maydan,  pres. 

3836 
3725 

87 
127 

44350 
0 

67337 
24385 

254 

a 
a 

18.8 

80.1 

ml 
ml 

BLACK  &  DECKER 

4560.8 
40.7 

N.D.  Archibald,  chmn.,  pres.  &  CEO 
P.F.  McBride,  exec,  v-p 

2504 
901 

-26 

-37 

1157 
551 

44675 
NA 

104 

m 

NA 

-17.8 

221.1 

al 

naI 

CATERPILLAR 

20175.0 
18.8 

G.A.  Barton,  chmn.  &  CEO 
G.S.  Flaherty,  group  pres. 

1748 
1076 

27 

23 

353 

195 

6959 
5112 

106 

® 
® 

21.9 

-47.2 

ml 
ml 

DEERE 

13477.9 
11.7 

R.W.  Lane,  chmn.,  pres.  &  CEO*t 
H.W.  Becherer,  chmn.  &  CEOt 

•Became  CEO  5/1/00. 

1290 
2329 

248 
126 

0 
0 

4323 
8724 

84 

m 
a 

14.2 

-49.6 

ml 
ml 

DOVER 

5400.7 
21.8 

T.L.  Reece,  chmn.,  pres.  &  CEO 
J.E.  Pomeroy,  v-p  &  pres. -sub. 

2170 
1100 

11 
15 

1265 
1055 

11065 
5871 

116 

® 
® 

19.6 

-8.2 

ml 
1 

[4] 
NA 
| 

ILLINOIS  TOOL  WORKS   9983  6 
17.7 

W.J.  Farrell,  chmn.  &  CEO 
J.M.  Ringler,  vice-chmn. t 

2209 
1841 

8 
0 

663 
16353 

8267 
30377 

102 

m 

IS 

18.5 

-15.2 

INGERSOLL-RAND 

8617.6 
15.6 

H.L.  Henkel,  chmn.,  pres.  &  CEO 
B.D.  Jellison,  exec,  v-p 

1803 
919 

3 
27 

1194 
310 

NA 
5459 

108 

NA 

® 

17.4 

-3.8 

1 
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EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 


EXECUTIVE 


2000  COMPENSATION 


1998-2000  PAY-PERFORMANCE  ANALYSIS 


SALES  $  MILLIONS 

ROE:  % 


10TAL  ANNUAL  COMP. 
SALARY  %  CHANGE 

&  BONUS  FROM 

$000  1999 


LONG- 
TERM 
COMP. 


PAW,  '.HAW  HOI  1)1  K  1(1  1 1)1(11 
TOTAL  $  VALUE 

COMP.  OF  $100 

$000  INVESTED        RATI 


PAf  VS  CORPORATI  PR0II1 


ROE 

% 


CHANGE 
IN  ROE 
%  RATING 


in  INDUSTRIES 

4829.4 
21.8 

T.  Engen,  chmn.  &  CEOt 
L.J.  Giuliano,  pres.  &  COO* 

'Became  CEO  3/1/01. 

2585 
1266 

2 

-14 

4978 

411 

16770 
6242 

130 

® 
® 

11.8 

57.9 

a 
a 

LAM  RESEARCH 

1626.9 
38.3 

J.W.  Bagley,  chmn.  &  CEO 
S.G.  Newberry,  pres.  &  COO 

100 
598 

-9 

43 

20033 
3598 

20342 
5007 

149 

® 

a 

-5.7 

NM 

a 
a 

TYCO 
INTERNATIONAL 

30313.4 
23.4 

L.D.  Kozlowski,  chmn.  &  CEO 
J.  Gromer,  pres.-sub. 

4150 
13512 

-9 

NA 

121190 
0 

360601 

247 

LU 

NA 

17.0 

NM 

a 

NA 

15     INSTRUMENTS  (INDUSTRIAL:  HIGH  TECH) 

AGILENT 
TECHNOLOGIES 

11368.0 
14.5 

E.W.  Barnholt,  pres.  &  CEO 

J.E.  Scruggs,  sr.  v-p-automated  test 

1660 
714 

19 
17 

47 
20 

NA 
NA 

NA 

NA 
NA 

12.7 

NA 

NA 

NA 

APPLIED  BIOSYSTEMS   1534.5 
GROUP                                218 

T.L.  White,  chmn.,  pres.  &  CEO              2427            -6       14355*           23301        539 
M.W.  Hunkapiller,  sr.  v-p                          986            -8       18280**         20952 

'Includes  $14.4  mil.  accelerated  payment  of  vested  performance  units.  "Incudes.  $7.2  mil.  accelerated 

LU            19.9     -17.1         0 

LI                                         13 

payment  of  vested  performance  units. 

DANAHER 

3777.8 
16.7 

G.M.  Sherman,  pres.  &  CEO                   2366 
H.L.  Culp,  Jr.,  exec,  v-p  &  COO*             1310 

May  include  preliminary  data.  "Became  CEO  5/1/01. 

6 
100 

47966 
0 

54857 
3965 

217 

LU 

m 

15.2 

-1.1 

a 
a 

KLA-TENCOR 

2002.7 
21.2 

K.L.  Schroeder,  pres.  &  CEO*                 1243 
J. D.  Tompkins,  director**!                    1188 
*Became  CEO  7/1/99.  "Retired  as  chairman  of  board 

44 
135 
on  7/1/99. 

13931 
8185 

19158 
18763 

174 

a 
m 

11.9 

104.4 

a 

a 

PERKINELMER 

1695.3 
11.8 

G.L.  Summe,  chmn.,  pres.  &  CEO 
R.F.  Friel,  sr.  v-p  &  COO 

3057 
958 

53 
52 

21190 
558 

30697 
NA 

529 

a 

NA 

14.2 

26.6 

a 

NA 

WATERS 

795.1 
34.6 

O.A.  Berthiaume,  chmn.,  pres.  &  CEO 
J.R.  Nelson,  sr.  v-p 

May  include  preliminary  data. 

1458 
608 

28 

20 

40140 
32387 

59792 
42111 

876 

® 

® 

41.7 

NM 

a 
a 

16     LEISURE  TIME  INDUSTRIES  (CONSUMER  PRODUCTS) 

CARNIVAL 

3778.5 
16.5 

M.M.  Arison,  chmn.  &  CEO 

A.K.  Lanterman,  chmn.  &  CEO-sub. 

2003 
3812 

-6 
15 

1785 
0 

13404 
10408 

115 

® 
® 

17.8 

-11.0 

a 

a 

EASTMAN  KODAK 

13994.0 
41.0 

D.A.  Carp,  chmn.,  pres.  &  CEO* 
G.M.  Fisher,  chmn. 

•Became  CEO  1/1/00. 

1599 
2855 

-13 
-37 

409 
289 

6958 
13112 

71 

® 

a 

37.2 

NM 

m 
a 

HARLEY-DAVIDSON 

2943.5 
24.7 

J.L.  Bleustein,  chmn.  &  CEO 
J.L.  Ziemer,  v-p  &  COO 

2521 
814 

26 
35 

0 
0 

6322 
1940 

295 

a 
a 

22.8 

17.5 

a 
a 

HARRAH'S 
ENTERTAINMENT 

3471.2 
-0.8 

P.G.  Satre,  chmn.  &  CEO 
G.W.  Loveman,  COO 

1583 
1246 

-27 
-7 

0 
0 

4988 
5023 

140 

m 
® 

9.4 

-105.3 

a 
a 

METRO-GOLDWYN- 
MAYER 

1237.4 
2.2 

A.  Yemenidjian,  chmn.  &  CEO 
C.J.  McGurk,  vice  chmn.  &  COO 

3895 
3204 

147 
159 

0 
0 

5679 
13455 

82 

® 
a 

-10.4 

NM 

a 
a 

17     METALS  &  MINING  (RESOURCES) 

ALCOA 

22936.0 
13.1 

A.J.  Belda,  CEO 

R.B.  Kelson,  exec,  v-p  &  COO 

2642 
1069 

11 
-1 

14481 
11336 

38644 
21050 

201 

a 

LU 

14.7 

-28.9 

a 

a 

18     MISCELLANEOUS  MANUFACTURING  (INDUSTRIAL 

LOW  TECH) 

AVERY  DENNISON 

3893.5 
34.2 

P.M.  Neal,  chmn.  &  CEO 

D.A.  Scarborough,  pres.  &  C001 

1808 
990 

8 
50 

6364 
733 

24299 
5439 

129 

a 

LU 

29.2 

39.9 

a 
m 

FORTUNE  BRANDS 

5491.8 
-6.5 

N.H.  Wesley,  chmn.  &  CEOt 
C.P.  Omtvedt,  sr.  v-p  &  COO* 

2173 
894 

85 
28 

488 
302 

6736 
3440 

88 

a 
® 

-10.7 

-745.7 

a 
a 

INTERNATIONAL  GAME   1099.6 
TECHNOLOGY                      98.6 

C.N.  Mathewson,  chmn.  &  CEO 
G.T.  Baker,  pres.  &  COO** 

"Became  CEO  12/6/00. 

1300 
1799 

NM 
125 

0 
0 

1300 
3771 

191 

LU 

m 

51.2 

273.4 

a 
a 

JOHNSON  CONTROLS 

17290.7 
18.4 

J.H.  Keyes,  chmn.  &  CEO 
J.M.  Barth,  pres.  &  COO 

3343 
1880 

17 
24 

972 

420 

10631 
6869 

115 

LS 

a 

18.0 

45.4 

a 
a 

NEWELL  RUBBERMAID  6934  7 
17.2 

J.J.  McDonough,  vice-chmn.  &  CEO 
T.A.  Ferguson,  Jr.,  pres.  &  COO 

"Includes  $154,167  severance  pay.  Left  off 

1503               8 

1094               6 

ce  10/31/00.   "Incl 

190*              4703 
249**           3773 
jdes  $170,108  severance  pay 

58        a 

LH 

Left  office  10/20/00. 

13.8 

1.6 

"! 

[2] 
h 

PARKER  HANNIFIN 

5811.3 
17.2 

D.E.  Collins,  chmn.  &  CEO 
D.W.  Sullivan,  exec,  v-p 

1906 
1087 

12 
9 

6039 
2945 

14892 
11494 

101 

a 
a 

17.7 

-2.8 

[31 

14] 

19     NATURAL  RESOURCES  (RESOURCES) 

AMERADA  HESS 

11993.0 
26.4 

J.B.  Hess,  chmn.  &  CEO 
W.S.  Laidlaw,  pres.  &  COO 

2865 
2405 

33 
22 

3013 
2959 

9328 
8855 

137 

a 
a 

7.8 

NM 

131 
131 

ANADARKO 
PETROLEUM 

5686.0 
12.3 

R.J.  Allison,  Jr.,  chmn.  &  CEO                3725 
J.N.  Seitz,  pres.  &  COO                          2080 

*Excl.  $1.4  mil  stock  in  settlement  for  deferred  comp. 

24       25257* 
63          2711** 
plan  termination.  "Excl. 

45572 
7995 

$5.5  mil.  stock 

238                          3.4       28.5         LU 

LI                                L2 

in  settlement  for  deferred  comp.  plan  termination. 

ASHLAND 

8023.0 
15.6 

P.W.  Chellgren,  chmn.  &  CEO 
J.R.  Boyd,  sr.  v-p 

2281 
912 

40 

5 

580 
220 

7137 
3178 

77 

a 
a 

12.8 

72.6 

[21 

in 

BURLINGTON 
RESOURCES 

3147.0 
18.0 

B.S.  Shackouls,  chmn.,  pres.  &  CEO 
J.E.  Hagale,  sr.  v-p 

1796 
866 

16 
23 

3128 
1100 

8187 
3630 

118 

a 
a 

7.0 

70.2 

|3| 

HI 

CHEVRON 

46532.0 
26.0 

D.J.  O'Reilly,  chmn.  &  CEO* 
R.H.  Matzke,  vice-chmn. 

•Became  CEO  1/1/00. 

2863 
1971 

121 
49 

195 
1098 

7541 
7215 

120 

a 
a 

15.2 

39.6 

[21 

|3| 
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ROBJN  NOTICED  THE  PROBLEM 
ALMOST   IMMEDIATELY 

While  some  solutions  are  readily  apparent,  others  require  deeper  insight. 
With  capital  markets  experience  across  all  industries,  First  Union  Securities 
has  guided  hundreds  of  growing  companies  through  complex  strategic 
decisions  with  unmatched  private  equity  investing,  advisory  services  and 
capital-raising  solutions.  Our  ideas  can  help  you  achieve  your  goals. 


A  powerful  ally. 


;t  Union  Securities  is  the  trade  name  under  which  First  Union  Corporation  conducts  its  investment  banking,  securities  and  capital  markets  businesses  through  its  bank  and 
1-bank  subsidiaries,  including  FIRST  UNION  SECURITIES,  INC.  ("FUSI"),  member  NASD,  NYSE  and  SIPC,  and  the  institutional  finance  divisions  ol  I  trsi  I  Won  National  Bank 
UNB")  M&A  advisory,  equity  and  debt  underwriting  are  provided  by  FUSI.  Principal  investing  is  provided  by  First  Union  Col  |  rst  I  nion  Corp. 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 

EXECUTIVE 

2000  COMPENSATION 

TOTAL  ANNUAL  COMP                  ( f)NG- 

SALARY          %  CHANGE         TERM 

&  BONUS             FROM            COMP. 

$000                1999             $000 

1998-2000  PAY  PERFOI 

PAY  VS  SHAREHOLDER  RETURN 
TOTAL          $  VALUE 
COMP.         OF  $100 
$000         INVESTED       RATING 

IMANCE  ANALY 

PAY  VS.  CORPORATE  P 

SIS 

2000 

ROFIT      1 

ROE 

% 

CHANGE 

IN  ROE 

% 

SALES:  $  MILLIONS 
ROE-  % 

ratingJI 

CONOCO 

31963.0 
33.8 

A.W.  Dunham,  chmn.,  pres.  &  CEO 
G.W.  Edwards,  sr.  exec,  v-p 

4324 
1638 

-9 

-13 

3583 
2581 

18327 
6969 

NA 

NA 
NA 

20.1 

143.3 

a 
a 

EOG  RESOURCES 

1481.5 
31.3 

M.G.  Papa,  chmn.  &  CEO 

E.P.  Segner  III,  pres.  &  chief  of  staff 

1023 
987 

12 
29 

16092 
3859 

19160 
7821 

262 

LH 

a 

31.2 

228.5 

a 
a 

KERR-McGEE 

4121.2 
32.0 

L.R.  Corbett,  chmn.  &  CEO 
K.W.  Crouch,  sr.  v-p 

959 
396 

-34 
-27 

1927 
513 

5353 
1784 

117 

m 

m 

8.2 

137.4 

m 

m 

OCCIDENTAL 
PETROLEUM 

13574.0 
32.9 

R.R.  Irani,  chmn.  &  CEO 
D.R.  Laurance,  pres. 

3578 
2471 

3 
20 

765 
729 

11930 
8057 

95 

a 

19.6 

692.6 

a 
a 

PHILLIPS 
PETROLEUM 

20835.0 
30.6 

J.J.  Mulva,  chmn.  &  CEO 
T.C.  Morris,  sr.  v-p  &  COO 

5563 
1419 

196 
82 

5777 
980 

15361 
4640 

128 

a 

a 

16.5 

53.4 

a 
a 

SUNOCO 

12426.0 
24.2 

J.G.  Drosdick,  chmn.,  pres.  &  CEO* 
R.H.  Campbell,  chmn.  &  CEOt 

•Became  CEO  5/1/00. 

1922 
950 

179 
-2 

494 

539 

5025 
4857 

88 

m 

a 

15.9 

-18.5 

m 

a 

| 

TEXACO 

50100.0 
19.2 

P.I.  Bijur,  chmn.  &  CEOt* 
G.F.  Tilton,  pres. -sub.** 

*Left  office  2/4/01.  "Became  CEO  2/4/01 

994 

860 

-50 
24 

4087 
745 

18277 
5575 

126 

a 
a 

11.3 

-10.4 

a 
a 

ULTRAMAR  DIAMOND 
SHAMROCK 

14396.6 
24.3 

J.  Gaulin,  chmn.,  pres.  &  CEO 
W.R.  Klesse,  exec,  v-p 

1840 
822 

13 
7 

0 
105 

4563 
2176 

110 

m 
m 

10.1 

164.4 

m 
m 

I* 

USX-MARATHON 
GROUP 

30143.0 
8.9 

T.J.  Usher,  chmn.  &  CEO 
C.P.  Cazalot,  Jr.,  vice-chmn. 

3833 
1996 

44 
NA 

4925 
1875 

14676 
NA 

90 

a 

NA 

9.9 

-29.3 

a 

NA 

20  NONBANK  FINANCIAL  (FINANCIAL  SERVICES) 

AETNA 

NA 
NA 

W.H.  Donaldson,  chmn.* 
J.W.  Rowe,  pres.  &  CEO** 

♦Became  CEO  5/30/00.  Left  office  9/15/00 

7030 
648 

.  "Became 

NA          5600                    NA 

NA         3367**                NA 

CEO  9/15/00.  Includes  $2,000,000  sig 

110 

n-on  bonus. 

NA 
NA 

NA 

NA 

NA 

NA 

AFLAC 

9720.0 
14.6 

D.P.  Amos,  pres.  &  CEO 
P.S.  Amos,  chmn. 

2795 
3853 

1 
7 

16836 
0 

54099 
18687 

288 

a 

a 

14.1 

-14.2 

a 

al 

ALLSTATE 

29134.0 
12.7 

E.M.  Liddy,  chmn.,  pres.  &  CEO 
T.J.  Wilson  II,  pres. -sub. 

1549 
1125 

7 
19 

10078 
737 

18026 
4658 

102 

a 
a 

16.1 

-36.3 

al 
if] 

AMBAC  FINANCIAL 
GROUP 

622.5 

14.1 

P.B.  Lassiter,  chmn.  &  CEO 
R.J.  Genader,  pres.  &  COO 

1550 
945 

18 
18 

6638 
3761 

43464 
11039 

195 

a 
i 

13.8 

18.4 

U 

CD 

AMERICAN  EXPRESS 

23675.0 
24.1 

H.  Golub,  chmn.  &  CEO 
K.I.  Chenault,  pres.  &  COO* 

•Became  CEO  1/1/01. 

4493 
3816 

22 
39 

24243 
13633 

80572 
36282 

188 

LH 

a 

23.5 

15.6 

aj 

AMERICAN  GENERAL 

11063.0 
12.8 

R.M.  Devlin,  chmn.,  pres.  &  CEO 
R.O.  Martin,  Jr.,  sr.  vice-chmn. 

5526 
1885 

11 
40 

3267 
991 

30184 
7635 

162 

a 
m 

13.1 

79.4 

aj 

AON 

7375.0 

14.1 

P.G.  Ryan,  chmn.  &  CEO 
M.D.  O'Halleran,  pres.  &  COO 

1305 
1000 

-43 
-47 

0 
0 

6839 
8365 

94 

a 
® 

14.5 

38.6 

H 

to 

BEAR  STEARNS 

10276.6 
15.1 

J.E.  Cayne,  CEO  &  pres. 
A.C.  Greenberg,  chmn. 

'Includes  17  months  of  compensation  due 

16167* 
14394* 
o  fiscal  year 

46 

46 

change. 

12759 
3271 

70292 
49188 

122 

® 
a 

16.1 

-27.2 

in 

BERKSHIRE 
HATHAWAY 

33871.0 
5.4 

W.E.  Buffett,  chmn.  &  CEO                       100 
M.D.  Hamburg,  v-p  &  COO                        363 

•Includes  $255,600  In  director  fees  from  related  comp; 

0 
9 
nies. 

256* 
0 

970 
1000 

154 

m 
m 

4.3 

-10.8 

Qj 

BLOCK  (H&R) 

2910.9 
29.7 

F.L.  Salizzoni,  CEO 
M.A.  Ernst,  pres.  &  COO* 

•Became  CEO  1/1/01. 

807 

716 

-29 
-4 

225 

0 

3220 
NA 

99 

m 

NA 

24.3 

129.0 

nJ 

CAPITAL  ONE 
FINANCIAL 

5424.3 
23.9 

R.D.  Fairbank,  chmn.  &  CEO                       0 
J.G.  Finneran,  Jr.,  exec,  v-p  &  gen.  couns.  603 

NM 
12 

27207 
6161 

27207 
12032 

367 

® 
® 

23.2 

12.9 

CHARTER  ONE 
FINANCIAL 

2640.0 
17.7 

C.J.  Koch,  CEO 
J.D.  Koch,  exec,  v-p 

1366 
880 

3 

6 

356 
0 

5799 
3699 

114 

® 
® 

15.5 

61.0 

CHUBB 

7237.8 
10.2 

D.R.  O'Hare,  chmn.  &  CEO 
T.F.  Motamed,  exec,  v-p 

1805 
790 

1 
6 

3324 
148 

10364 
3031 

121 

® 

LTJ 

10.9 

-24.8 

CIGNA 

19994.0 
18.2 

H.E.  Hanway,  chmn.  &  CEO* 
W.H.  Taylor,  chmn.t 

•Became  CEO  1/26/00. 

5271 
4714 

64 
-9 

4055 
19732 

28014 
66481 

241 

a 

a 

15.1 

33.2 

CINCINNATI 
FINANCIAL 

2331.0 
2.0 

J.J.  Schiff,  Jr.,  chmn.,  pres.  &  CEO 
J.G.  Miller,  sr.  v-p 

487 
469 

-4 
3 

3449 
221 

7379 
1707 

89 

® 
m 

3.7 

-68.9 

CITIGROUP 

111826.0 
20.8 

S.I.  Weill,  chmn.  &  CEO 

R.E.  Rubin,  member-office  of  chmn. 

19934 
11510 

96 
457 

204929 
5000 

482186 
NA 

196 

a 

NA 

18.4 

36.3 

nI 

CNA  FINANCIAL 

15614.0 
12.6 

B.L.  Hengesbaugh,  chmn.  &  CEO 
T.F.  Taylor,  exec.  v-p*t 

•Left  office  2/28/01. 

1873 
1228 

-2 

103 

0 

0 

5267 
4849 

91 

® 
® 

5.4 

7.0 

COUNTRYWIDE  CREDIT  3761.3 
INDUSTRIES                       11.5 

A.R.  Mozilo,  chmn.,  pres.  &  CEO 
S.L.  Kurland,  sr.  managing  dir.  &  COC 

5650 
I    1903 

6 
-2 

0 
0 

16116 
10792 

121 

® 
® 

13.7 

-30.3 

FRANKLIN  RESOURCES  2338.5 
18.7 

C.B.  Johnson,  chmn.  &  CEO 
M.L.  Flanagan,  pres. 

675 
1783 

-40 
33 

0 
0 

2926 
4479 

89 

m 

LH 

18.9 

-20.3 

GOLDEN  WEST 
FINANCIAL 

3957.4 
14.8 

M.O.  Sandler,  chmn.  &  CEO 
H.M.  Sandler,  chmn.  &  CEO 

1202 
1210 

5 

5 

2778 
1303 

33169 
31448 

211 

a 
a 

14.7 

12.8 
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rtfel 


the  last  time  something 

small  and  powerful 

was  popular, 

there  was  a  revolution. 


celeron 


PROCESSOR 


$549 


From  just  $549*  the  hp  e-pc  will  revolutionize 
the  way  you  look  at  PCs  for  the  office. 

•  Small.  Just  1 1 A  the  size  of  a  standard  PC. 

•  Powerful.  Intel®  Pentium®  III  Processor 
or  Intel®  Celeron™  Processor. 

•  Smart.  Windows®  2000  Professional, 
the  most  reliable  Windows  ever. 

All  business.  All  the  time. 

LEAD  THE  REVOLUTION  NOW. 

CALL  1-800-656-9834 

OR  GO  TO  WWW.HP.COM/DESKTOPS/EPC 

AND  CLICK  ON  SPECIAL  DEALS. 


m 


n   v  e   n   t 


HP  recommends  Windows  2000 
Professional  for  business. 


street  pri<e  is  S549.  Actual  ptites  moy  vary.  Monitor  not  included.  Intel,  the  Intel  Inside  logo  ond  Pentium  ore  registered  trademarks  and  Celeron  is  o  trademark  of  Intel  Corporation.  Microsoft,  Windows  and  the  Windows  logo  ore  either  registered  trademarks  or 
i  of  the  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  Complete  program  details  available  at  www.hp.com/desklops/epc.  ©  2001  HewlettPockard  Company.  All  rights  reserved. 


EXECUTIVE  COMPENSATION  SCOREBOARD                                   I 

COMPANY 

2000 

EXECUTIVE 

2000  COMPENSATION 

TOTAL  ANNUAL  COMP.                 I ONG. 

SALARY           %  CHANGE          TERM 

&  BONUS              FROM            COMP. 

$000                1999             $000 

1998-2000  PAY-PERFORMANCE  ANALYSIS 

PAY  VS.  SHAREHOLDER  RETURN                PAY  VS.  CORPORATE  PROFIT 
TOTAL          $  VALUE                                              CHANGE 
COMP.          OF  $100                              ROE         IN  ROE 
$000         INVESTED       RATING               %             %           RATH 

SALES:  $  MILLIONS 
ROE:  % 

J 

GOLDMAN  SACHS 
GROUP 

33000.0 
18.6 

H.M.  Paulson,  Jr.,  chmn.  &  CEO 
J.A.  Thain,  pres.  &  co-COO 

14657 
12697 

-10 
-10 

3867 
3314 

NA 

NA 

NA 

NA 
NA 

27.8 

-55.8        NaI' 

na| 

GREENPOINT 
FINANCIAL 

1510.7 
10.4 

T.S.  Johnson,  chmn.  &  CEO 
S.A.  Ibrahim,  pres.  &  CEO-sub. 

1271 
726 

-20 
26 

0 
583 

7165 
2730 

124 

m 
m 

9.9 

-10.6         S 
I 

11 

1? 

HARTFORD  FINANCIAL  14703.0 
SERVICES  GROUP               13.1 

R.  Ayer,  chmn.,  pres.  &  CEO 
L.A.  Smith,  vice  chmn. 

2748 
2736 

55 
23 

5104 
9330 

20417 
29164 

159 

® 

14.9 

-40.4         El   ' 

HELLER  FINANCIAL 

1999.0 
12.0 

R.J.  Almeida,  chmn.  &  CEO 
F.E.  Wolfert,  pres.  &  COO 

1490 
783 

12 
1 

0 
0 

8015 
5181 

NA 

NA 

NA 

12.1 

16.9         S    1 

s 

HOUSEHOLD 
INTERNATIONAL 

11960.9 
21.3 

W.F.  Aldinger,  chmn.  &  CEO 
L.N.  Bangs,  vice-chmn. 

"Includes  $88,232  reimbursed  to  company 

5154             25        17070 
2439*           29                 0 

for  tax  equalization  settlement. 

29603 
6911 

135 

a 

13 

17.5 

42.4         S 
S 

JEFFERSON-PILOT 

3238.0 
16.2 

D.A.  Stonecipher,  chmn.,  pres.  &  CEO  2312 
K.C.  Mlekush,  exec,  v-p                         1020 

2 

4 

607 
234 

8290 
3411 

153 

1 
ffl 

15.7 

19.7         S 

LEHMAN  BROTHERS 
HOLDINGS 

26447.0 
23.7 

R.S.  Fuld,  Jr.,  chmn.  &  CEO 
J.M.  Gregory,  chief  admin,  officer 

9500 
8500 

81 
113 

56523 
27912 

95070 
66087 

270 

m 
a 

18.9 

66.4         S 
S 

LOEWS 

20669.9 
16.8 

J.S.  Tisch,  CEO  &  office  of  the  pres.       1710* 
A.L.  Rebell,  sr.  v-pi                                1784 

May  include  preliminary  data.  "Includes  compensation 

4              33                4830 
21                 0                3936 

paid  by  Diamond  Offshore  Drilling. 

102 

m 

m 

8.9 

104.2         1 

marsh  &  Mclennan  10157.0 
22.6 

J.W.  Greenberg,  chmn.  &  CEO 
L.J.  Lasser,  pres. -sub. 

2700 
34000 

17 
26 

4451 
11106 

14633 
101612 

252 

m 
® 

20.6 

68.2        rj 

MBIA 

1057.5 
12.5 

J.W.  Brown,  Jr.,  chmn.  &  CEO 
R.L.  Weill,  vice  pres. 

May  include  preliminary  data. 

750 
825 

1 
55 

1373 
4116 

NA 
7943 

116 

NA 

SI 

11.0 

2.0        W 

I 

MERRILL  LYNCH 

44872.0 
21.0 

D.H.  Komansky,  chmn.,  CEO 
T.W.  Davis,  exec,  v-pi 

16250 
10000 

82 

65 

22850 
19260 

70663 
40368 

194 

m 
m 

18.1 

-11.3         S 

METLIFE 

31947.0 
5.8 

R.H.  Benmosche,  chmn.,  pres.  &  CEOJ4400 
S.G.  Nagler,  vice-chmn.  &  COOt             1830 

18 
6 

4484 
2489 

NA 
NA 

NA 

NA 
NA 

7.0 

NA        n1 

N 

MGIC  INVESTMENT 

1110.3 
22.0 

C.S.  Culver,  pres.  &  CEO* 
J.M.  Lauer,  exec,  v-p  &  COO 

•Became  CEO  1/1/00. 

1098 
559 

11 
4 

2200 
7344 

6528 
10797 

102 

m 
® 

24.0 

1.0         fl 

MOODY'S 

602.3 
NM 

J.  Rutherfurd,  Jr.,  pres.  &  CEO! 
D.E.  Noe,  sr.  v-pt 

1000 
597 

5 
-21 

397 

412 

3702 
3302 

NA 

NA 
NA 

NM 

NM        N 
NJ 

MORGAN  STANLEY 
DEAN  WITTER 

45413.0 
28.9 

P.J.  Pureed,  chmn.  &  CEO                    13501 
P.F.  Karches,  pres.  &  COO-sub.t           23958* 

"Includes  $23.6  million  retirement  plan  payment. 

5 
96 

60566 
26328 

159909 
NA 

277 

NA 

27.5 

50.7         a 

NJ 

NATIONWIDE  FINANCIAL  3195.2 
SERVICES                            145 

D.R.  McFerson,  chmn.  &  CEOt               1735 
W.G.  Jurgensen,  chmn.  &  CEO*              1182 

•Joined  company  5/1/00;  became  CEO  8/1/00. 

18 
NA 

875 
700 

5145 
NA 

135 

m 

NA 

14.5 

16.2         j 

NJ 

NEUBERGER  BERMAN 

799.8 
42.9 

J.B.  Lane,  pres.  &  CEOt 
M.M.  Kassen,  exec,  v-pt 

2300 
2089 

279 
316 

672 

318 

6833 
17623 

NA 

NA 
NA 

119.5 

NA        NJ 
NJ 

OLD  REPUBLIC 
INTERNATIONAL 

2070.6 
12.8 

A.C.  Zucaro,  pres.  &  CEO 
W.A.  Simpson,  sr.  v-p 

895 
1030 

-36 
20 

267 
1787 

5824 
4704 

139 

ffl 

BD 

12.4 

-7.2      a 

PROGRESSIVE 

6771.0 
1.6 

P.B.  Lewis,  chmn.,  pres.  &  CEO 
C.B.  Chokel,  CEO-sub. 

958 

1482 

-49 
23 

5977 
0 

19879 
3714 

87 

S 
® 

10.1 

-91.4         I 

SAFECO 

7118.4 
2.4 

R.H.  Eigsti,  chmn.  &  CEO*t                     900              0         3703*             7473 
B.A.  Dickey,  pres.  &  COO**                      625              0                0               2782 

•Includes  $3,259,598  per  separation  payment.  Left  office  12/31/00.  "Left  office  1/30/01. 

77 

SI 

m 

4.9 

-69.0         1 

SCHWAB  (CHARLES) 

7139.4 
17.0 

C.R.  Schwab,  chmn.  &  co-CEO 
D.S.  Pottruck,  pres.  &  co-CEO 

May  include  preliminary  data. 

8901 
8901 

-1 

-1 

19123 
63405 

136036 
207152 

307 

IS 

m 

22.4 

-28.1          1 

ST.  PAUL 

8607.6 
13.7 

D.W.  Leatherdale,  chmn.,  pres.  &  CEO  2756 
P.J.  Liska,  exec,  v-p  &  COO                     1632 

-15 
14 

2988 

3775 

11850 
7760 

144 

® 

9.0 

-17.2         1 

TD  WATERHOUSE 
GROUP 

1541.1 
8.4 

S.D.  McDonald,  CEO  &  deputy  chmn.t  2731 
F.J.  Petrilli,  pres.  &  COOt                       1932 

158 
25 

2563 
0 

7522 
4790 

NA 

NA 
NA 

6.1 

43.8         1 

M 

TORCHMARK 

2515.9 
16.4 

C.B.  Hudson,  chmn.,  pres.  &  CEO            800 
M.S.  McAndrew,  chmn.,  pres.  &  CEO-sub.  860 

0 
19 

7665 
0 

10065 
5233 

109 

51 

m 

13.6 

-5.9 

1 

USA  EDUCATION 

4166.3 
36.3 

A.L.  Lord,  CEO  &  vice-chmn. 
T.J.  Fitzpatrick,  pres. 

3650 
3000 

62 
102 

7801 
2153 

15026 
10972 

179 

® 
® 

62.3 

-52.1 

1 

WASHINGTON 
MUTUAL 

15767.0 
18.7 

K.K.  Killinger,  chmn.,  pres.  &  CEO 
C.E.  Tall,  vice-chmn. 

3461 
1156 

36 
29 

4454 
322 

16644 
6217 

136 

si 

Eg 

18.2 

110.6 

21     OFFICE  EQUIPMENT  &  COMPUTERS  (INDUSTRIAL: 

HIGH  TECH) 

ADOBE  SYSTEMS 

1266.4 
38.3 

J.E.  Warnock,  chmn.  &  CEO                    1343              9       42404*           47062        569 

B.R.  Chizen,  pres.**                               1066            38       11913**          18345 

•Excludes  $10.7  million  in  Adobe  Incentive  Partners  payouts.  "Became  CEO  12/1/00.  Excludes  $299,265 

SI            35.0      46.4 

SI 
in  Adobe  Incentive  Partners  payoi 

I 

AFFILIATED  COMPUTER  2018.4 
SERVICES                           15.2 

J.A.  Rich,  pres.  &  CEO 
D.  Deason,  chmn. 

1311 
1893 

3 
3 

0 
0 

4435 
5468 

231 

SI 
SI 

13.4 

37.7 

AOL  TIME  WARNER 

7703.0 
17.6 

S.M.  Case,  chmn.                                 2233*          42 
G.M.  Levin,  CEO**                                11227             10 

"Includes  18  months  of  compensation  because  of  change  to  fiscal 

71170          349722 
152590           191673 

year.   "Became  CEO  2/1/01 

NA 
NA 

NA 

NA 

NA 
NA 

NA        1 
NA        1 

APPLE  COMPUTER 

6647.0 

10.7 

S.P.  Jobs,  CEO                                     90000*         NM 
R.B.  Johnson,  sr.  v-p**                             829**        NA 

'Includes  aircraft  valued  at  $90  million  as  special  executive  bonus 

0            90000 

111                   NA 
.   "Joined  company  1/1/00. 

227           BO 
NA 

1  m<  hull".  $'.( "),<)( in  h 

17.2 

ruiR  bonus 

NM 

1. 
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"A  Cajun  dinner  for  25,000? 
ARAMARK  says:  'No  problem.' 


fimmie  D.  Fore, 
Ernest  N.  Morial 
Convention  Center- 
New  Orleans 


Leon  West, 
ARAMARK 
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Unlimited  Partnership  with: 

Ernest  N.  Morial  Convention  Center- 
New  Orleans 

Since: 

1984 

Managed  Services: 

Complete  full-service  catering 

for  two  ballrooms  and  140 

meeting  rooms,  plus  the  500-seat 

Atrium  Restaurant,  150-seat 

Lagniappe  Food  Court,  225-seat 

Jazz  City  Cafe  and  17  themed 

Exhibit  Hall  Cafes. 

Value  Created: 

•  One  million  visitors  annually. 

•  Rated  one  of  the  world's  "best 
food"  convention  centers. 


Jimmie  D.  Fore, 

President  /  General  Manager, 

Morial  Convention  Center: 

"Our  ARAMARK  team  has  become 

part  of  our  marketing  strategy. 

Their  talent,  resourcefulness  and 

'no  limits'  approach  to  food  has 

helped  us  land  and  retain  the  biggest 

trade  shows  in  the  U.S.  and  deliver 

on  the  city's  unique  legacy  of 

world  class  food  experiences. " 

Leon  West, 

ARAMARK  Executive  Chef, 

Sports  &  Entertainment  Services: 

"Every  day  is  an  adventure.  Some  days 

we  go  gumbo  and  jambalaya.  Some 

days,  Creole  salad  and  crawfish 

etouffee.  Other  days  racks  of  veal 

and  filet  mignon.  It's  whatever  our 

guests  want.  When  the  trade  show  or 

corporate  event  ends,  we  want  to 

hear  'We'll  be  back!'  And  we  want 

the  food  to  be  one  of  the  reasons. " 

To  learn  more  about  ARAMARK 

Unlimited  Partnerships  visit  our  website 

at  www.aramark.com  or  call 

1-800-ARAMARK. 

ARAMARK®  Managed  Services  for 

Business,  Government,  Healthcare, 

Sports  and  Entertainment, 

and  Educational  Institutions  include: 

Food  and  Support  Services, 

Uniform  and  Career  Apparel, 

Child  Care  and  Early  Education 

'  ARAMARK 

Managed  Services,  Managed  Better. 
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EXECUTIVE  COMPENSATION  SCOREBOARD 

COMPANY 

2000 

EXECUTIVE                                           2000  COMPENS 

ATION 

LONG- 
TERM 
COMP. 
$000 

1998-2000  PAY-PERFORMANCE  ANALYSIS 

TOTAL  ANNUAL  COMP. 
SALARY          %  CHANGE 
&  BONUS             FROM 
$000                1999 

PAY  VS  SHAREHOLDER  RETURN 
TOTAL          $  VALUE 
COMP.          OF  $100 
$000          INVESTED       RATING 

PAY  VS,  CORPORATE  PROFIT 

ROE 
% 

CHANGE 
IN  ROE 

%           RATIN 

SALES:  $  MILLIONS 
ROE:  % 

ARIBA                               425.8 
-34.7 

K.J.  Krach,  chmn.  &  CEO*                        284            70 
L.A.  Mueller,  pres.  &  COOt                       385            NA 

0 
0 

591 
NA 

NA 

NA 
NA 

-56.2 

NM         ffl 
NA 

AUTOMATIC  DATA          6714.1 
PROCESSING                      17.3 

A.F.  Weinbach,  chmn.  &  CEO                  1248              9 
G.C.  Butler,  pres.  &  COO                           979            10 

9227 
8460 

23652 
17279 

211 

13 
LI 

17.5 

-10.5         SI 
SI 

BMC  SOFTWARE            1557.6 

6.6 

M.P.  Watson,  Jr.,  chmn.,  pres.  &  CEO     1222          -47 
R.E.  Beauchamp,  sr.  v-p                           555          -48 

11718 
3692 

50359 
9118 

43 

® 

15.8 

-71.5         ffl 

a 

BROCADE                        451.3 
COMMUNICATIONS  SYS.     19.1 

G.L.  Reyes,  pres.  &  CEOt                        1976          465 
M.J.  Byrd,  v-p  &  COOt                              664          564 

2996 
0 

5382 
NA 

NA 

NA 
NA 

NM 

NM        NA 
NA 

CISCO  SYSTEMS          23920.0 
10.5 

J.T.  Chambers,  pres.  &  CEO                    1323            40 
D.J.  Listwin,  exec,  v-p                             1358            30 

155980 
4883 

279894 
63082 

412 

LI 

m 

15.8 

-56.9         S 
S 

COMPAQ  COMPUTER    42383.0 
4.9 

M.D.  Capellas,  chmn.  &  CEOt                5180          180 
M.J.  Larson,  sr.  v-p                                 2030          154 

24444 
1643 

37062 

54 

® 

NA 

-5.1 

-75.0         I 

N/> 

COMPUTER  ASSOCIATES  5372.0 
INTERNATIONAL                   3.4 

C.B.  Wang,  chmn.  &  CEO                       5783            26 
S.  Kumar,  pres.  &  COO                           4056            23 

7186 
10513 

698202 
393920 

37 

SI 
El 

12.1 

-92.8         S 

s 

COMPUTER                  10202.1 
SCIENCES                           12.5 

V.B.  Honeycutt,  chmn.,  pres.  &  CEO       1036*            6 
R.W.  Mackintosh,  corp.  v-p                     1052            18 

•Excludes  bonus  paid  in  32,674  options  in  2000. 

1268 
2640 

5460 
7637 

144 

m 

® 

13.3 

-3.7         S 

s 

COMPUWARE                 2077.6 
9.1 

P.  Karmanos  Jr.,  chmn.  &  CEO                  935          -58 
J.A.  Nathan,  pres.  &  COO                        801          -56 

0 
28778 

112561 
61537 

39 

® 

® 

23.6 

-66.9         Li 
LI 

DST  SYSTEMS               1362.1 
13.8 

T.A.  McDonnell,  pres.  &  CEO                 1200            -3 
T.A.  McCullough,  exec,  v-p                       800            -2 

10998 
4539 

14928 
7177 

314 

m 
m 

9.8 

95.2         S 

S 

ELECTRONIC  ARTS         1309.3 
1.0 

L.F.  Probst  III,  chmn.  &  CEO                   1 102               1 
J.  Riccitiello,  pres.  &  COO                        835            -4 

9289 
6222 

12632 
8767 

225 

m 
® 

8.2 

-92.2         [5 

g 

ELECTRONIC  DATA        19226.8 
SYSTEMS                            22.3 

R.H.  Brown,  chmn.  &  CEO                     4913            -4 
J.M.  Heller,  vice  chmn.                           2028            -3 

466 
200 

NA 
8952 

136 

NA 

a 

14.7 

61.7        N/ 

3 

EMC                               8872.8 
21.8 

M.C.  Ruettgers,  CEO*                               2897             32       67182 
J.M.  Tucci,  pres.**                                  1812            NA                0 

*Left  office  1/1/01.   "Joined  company  1/2/00.  Became  CEO  1/17/01. 

105505 
NA 

970 

® 

NA 

22.0 

-3.8     a 

N/ 

FIRST  DATA                    5705.2 
24.9 

H.C.  Duques,  chmn.  &  CEO                    1788            14 
C.T.  Fote,  pres.  &  COO                            1450            11 

16287 
1937 

25643 
8192 

181 

® 

22.7 

155.7         L? 

FISERV                            1653.6 

14.1 

L.M.  Muma,  pres.  &  CEO                        1155            23 
D.F.  Dillon,  chmn.                                     975            95 

6595 
0 

9537 
2000 

217 

® 
[a 

13.2 

19.8         L? 

HEWLETT-PACKARD     49057.0 
21.7 

C.S.  Fiorina,  chmn.,  pres.  &  CEO           2971          354 
R.P.  Wayman,  exec,  v-p  &  COO              1248          -1 1 

749 
19533 

NA 
37937 

117 

NA 
® 

18.7 

12.6        N/ 

LI 

IBM                              88396.0 
39.6 

L.V.  Gerstner,  Jr.,  chmn.  &  CEO            10096              9 
S.J.  Palmisano,  pres.  &  COO                 2067            53 

63473 
2445 

222154 
24336 

165 

® 

a 

36.8 

27.6        LI 
0 

INTUIT                            1136.5 
13.2 

S.M.  Bennett,  pres.  &  CEO*                   2532*          NA 
W.V.  Campbell,  chmn.  &  CEO**                905              6 

•Joined  company  and  became  CEO  1/25/00.  Includes  $1,000,000 

15199 
21863 
signing  bonus. 

NA 
39348 
"Left  office 

287 

1/24/00. 

NA 

12.3 

NM        N, 
LI 

JUNIPER  NETWORKS        673.5 
20.3 

S.G.  Kriens,  chmn.,  pres.  &  CEOt            364          108 
M.  Gani,  COOt                                          248            52 

0 
0 

710 
561 

NA 

NA 
NA 

-54.4 

NM         C 
C 

LEXMARK                       3807.0 
INTERNATIONAL                 36.7 

P.J.  Curlander,  chmn.  &  CEO                    705          -57 
A.A.  Traversi,  exec,  v-p                             337          -50 

0 
383 

4127 
2872 

233 

ffl 

m 

42.4 

12.8         [ 

c 

MICROSOFT                  23845.0 

21.5 

W.H.  Gates  III,  chmn.                               639              3 
S.A.  Ballmer,  pres.  &  CEO*                       628            -5 

•Became  CEO  1/1/00. 

0 
0 

1805 
1832 

134 

ffl 
ffl 

26.1 

-38.6         [ 

[ 

NCR                                5959.0 
10.1 

L.  Nyberg,  chmn.,  pres.  &  CEO              1459            -5 
W.  Amelio,  exec,  v-p*                                941            NA 

•Includes  $200,000  sign-on  bonus. 

0 

4300* 

10606 

NA 

177 

® 
NA 

13.2  1857.0         0 
N 

NETWORK  APPLIANCE      980.4 
12.5 

D.J.  Warmenhoven,  CEO                         745           30 
T.F.  Mendoza,  pres.                                 391            18 

7841 
27010 

16654 
28944 

1446 

ffl 
® 

13.3 

-48.4         [ 
[ 

ORACLE                        10745.1 
138.0 

L.J.  Ellison,  chmn.  &  CEO                        208          -94 
G.J.  Roberts,  exec,  v-pi                          4663          510 

75024 
0 

90547 
5650 

781 

® 
ffl 

90.1 

401.6         [ 
1 

PALM                              1545.7 
5.5 

E.A.  Benhamou,  chmn.  &  CEO*              1025*          37 
C.J.  Yankowski,  CEO**                              712**        NA 
•Reflects  compensation  paid  by  3Com.   "Became  CEO  12/12/99. 

0 
664 

Includes  bonus 

NA          NA 
NA 
paid  by  3Com. 

NA 
NA 

32.3 

-13.6        N 

N 

PARAMETRIC                    924.3 
TECHNOLOGY                      -0.4 

C.R.  Harrison,  pres.  &  CEO*                     750            30 
T.H.  Brown,  exec,  v-p-international  salest783         -58 

•Became  CEO  3/1/00. 

92 

0 

1884 
2807 

57 

® 
® 

18.3  - 

-101.3         1 

1 

PITNEY  BOWES              3880.9 
43.9 

M.J.  Critelli,  chmn.  &  CEO                     1519          -14 
M.C.  Breslawsky,  pres.  &  COO                1345          -12 

1891 
3467 

13108 
12959 

79 

m 

® 

39.7 

56.0         1 

1 

RATIONAL  SOFTWARE      753.7 

14.6 

M.T.  Devlin,  CEO*                                     815            40 
P.D.  Levy,  chmn.                                       815            40 

"Became  CEO  4/1/99, 

10000 
12425 

17659 
17840 

685 

® 
® 

17.8 

NM         1 
1 

SABRE  HOLDINGS           2596.5 
18.2 

W.J.  Hannigan,  chmn.,  pres.  &  CEO       1200       3816 
J.M.  Jackson,  exec,  v-p  &  COOt               496              5 

2562 
1055 

NA 
3897 

169 

NA 
® 

22.9 

-3i.o     r> 
l 

SUN                                19182.0 
MICROSYSTEMS                20.1 

S.G.  McNealy,  chmn.  &  CEO                  4871            30 
E.J.  Zander,  pres.  &  COO                        2924            23 

19969 
33266 

75383 

54246 

559 

® 
1 

21.1 

-27.7 

SUNGARDDATA              1660.7 
SYSTEMS                            14.8 

J. L.  Mann,  chmn.  &  CEO                        1452             12 
M.K.  Muratore,  sr.  v-pi                           1410          -21 

May  include  preliminary  data. 

2259 
2933 

16687 
8004 

153 

1 

SI 

12.1 

6.4 
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Every  day,  150,000  people  buy 

a  mobile  phone  that's  Mobile 

Internet-ready.  They  want  an 

Internet  that's  as  personal 

as  the  other  things  they  carry. 

Ericsson  is  already  helping 

IHII10 

The  new  Internet.  It's  more  than  mobile.  It's  personalized. 

network  operators  to  deliver  this 

by  bringing  together  systems, 

network  expertise,  devices  and 

content  in  an  end-to-end  solution 

that  makes  a  Mobile  Internet 

portal  simpler  for  operators 

to  launch  and  manage.  And 

ideal  for  their  customers  to 

customize.  Welcome  to  the  new 

Internet.  This  time,  ifs  personal. 

www.  ericsson .  com 

The  Mobile  Internet  Revolution. 
It's  an  everyday  thing. 


ERICSSON   ^ 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 


EXECUTIVE 


2000  COMPENSATION 


I01AI  ANNUAL  COMP 


SALES:  $  Mil  LIONS 

ROE:  % 


SALARY 

&  BONUS 

$000 


%  CHANCr 
FROM 
1999 


LONG- 
TERM 
COMP. 
$000 


1998-2000  PAY-PERFORMANCE  ANALYSIS 

PAY  VS.  SHAREHOLDER  RETURN  PAY  VS.  CORPORATE  PROFIT 

CHANGE 
ROE         IN  ROE 
RATING  %  %  RATIfl 


TOTAL  $  VALUE 

COMP.         OF  $100 
$000  INVESTED 


SYMANTEC 

790.2 
7.5 

J.W.  Thompson,  pres.  &  CEO* 
G.E.  Eubanks,  Jr.,  pres.  &  CEO** 

•Became  CEO  4/1/99.   "Left  office  4/1/99 

1053 
685 

NA 
8 

1412 
16558 

NA 
18734 

152 

NA 

a 

16.5 

-71.9 

[J/ 

SYNOPSYS 

724.1 

10.9 

A.J.  De  Geus,  chmn.  &  CEO 
C.  Chan,  pres.  &  COO 

'Includes  compensation  for  13  months  due 

1031* 

1031* 

to  fiscal  year 

-2 
-2 

change. 

0 
2018 

3049 
8877 

133 

m 

® 

13.0 

-37.9 

UNISYS 

6885.0 
11.2 

L.A.  Weinbach,  chmn.,  pres.  &  CEO 
G.R.  Gazerwitz,  exec,  v-p 

2283 
630 

-51 
-15 

0 
0 

11249 
4677 

105 

® 
® 

108.4 

NM 

n1 
n| 

YAHOO 

1110.2 
3.7 

T.  Koogle,  chmn.  &  CEO 
J.  Mallett,  pres.  &  COO 

310 
290 

5 
12 

11389 
19178 

32232 
138767 

347 

® 

® 

4.5 

NM 

22     OIL  SERVICE  &  SUPPLY  (RESOURCES) 

BAKER  HUGHES 

5233.8 
3.4 

J.B.  Foster,  chmn.,  pres.  &  CEO* 
M.E.  Wiley,  chmn.,  pres.,  &  CEO** 

'Became  CEO  1/28/00.  Left  office  8/14/00. 

658            NA               14 
338            NA         8781 

"Became  CEO  8/14/00. 

NA 
NA 

100 

NA 

NA 

-1.4 

-19.8        N 
N 

BJ  SERVICES 

1690.2 
13.9 

J.W.  Stewart,  chmn.,  pres.  &  CEO 
M.  McShane,  sr.  v-p  &  COO 

1575 
611 

158 

124 

9058 
7981 

15056 
9981 

191 

1 

in 

7.8 

23.4         G 
E 

COOPER  CAMERON 

1386.7 
3.3 

S.R.  Erikson,  chmn.,  pres.  &  CEO 
T.R.  Hix,  sr.  v-p  &  COO 

1259 
486 

43 

74 

36971 
16163 

65606 
21932 

108 

® 
® 

8.9 

-85.0         [ 
[ 

ENSCO  INTERNATIONAL    533.8 
6.4 

C.F.  Thome,  pres.  &  CEO 
R.A.  Wilson,  sr.  v-p  &  COO 

795 

424 

55 
42 

2219 
3910 

4377 
5202 

103 

ffl 
® 

9.1 

-70.5         [ 
I 

NOBLE  DRILLING 

882.6 
10.5 

J.C.  Day,  chmn.  &  CEO 
R.D.  Campbell,  pres. 

1716 
752 

41 
24 

15330 
1842 

26900 
NA 

142 

a 

NA 

9.9 

-54.3         [ 

N 

SCHLUMBERGER 

9611.5 
8.9 

D.E.  Baird,  chmn.  &  CEO 
A.  Gould,  exec,  v-p 

3000 
1075 

20 
19 

0 
2559 

18884 
5185 

115 

a 
i 

8.5 

-54.2         [ 
[ 

SMITH 
INTERNATIONAL 


2761.0 
8.9 


D.L.  Rock,  pres.  &  CEO 
L.K.  Carroll,  exec,  v-p 


1179 
718 


65 
60 


10127 
5500 


14102 
8416 


121 


7.4     -59.2 


23     PAPER 

iNTERNATToNAL 

PAPER 

KIMBERLY-CLARK 


&  FOREST  PRODUCTS  (RESOURCES) 


28180.0 
3.1 


J.T.  Dillon,  CEO 
C.W.  Smith,  exec,  v-p 


2064 
908 


10 


5387 
1287 


13993    102 

4706 
25327 152 

6945 


2.5         NM 


13982.0  W.R.  Sanders,  chmn.,  CEO 

31.2  T.J.  Falk,  pres.,  COO 
15980.0  S.R.  Rogel,  chmn.,  pres.  &  CEO 

12.3  R.C.  Gozon,  exec,  v-p 


2092 
1220 


27 
7 


1254 
408 


30.5       45.7 


WEYERHAEUSER 


2900 

1235 

1033 

528 


17 
27 

19 
6 


7098        113 

3698 

2851         155 

2712 


9.1       67.1 
"ia2~"  29579 


WILLAMETTE 
INDUSTRIES 


4651.8 
14.5 


D.C.  McDougall,  pres.  &  CEO 
W.P.  Kinnune,  exec,  v-p 


24     PERSONAL  CARE  PRODUCTS  (CONSUMER  PRODUCTS) 


AVON  PRODUCTS 


5714.6 
NM 


A.  Jung,  pres.  &  CEO 
F.  Lezama,  exec,  v-p 


2037 
1081 


72 

49 


5679 
1522 


15098 
5416 


165 


NM 


NM 


CLOROX 


4071.0 
24.4 


G.C.  Sullivan,  chmn.  &  CEO 
G.E.  Johnston,  pres.  &  COO 


1001 
537 


-51 
-35 


198 
43 


21426 
5912 


94 


22.5 


1.2 


COLGATE-PALMOLIVE 


9357.9 
66.8 


R.  Mark,  chmn.  &  CEO 
W.S.  Shanahan,  pres. 


4481 
3741 


7 

48 


7453 
14408 


149955 
54846 


182 


52.5     100.4 


ESTEE  LAUDER 

4507.3 
23.8 

L.A.  Lauder,  chmn. 

F.H.  Langhammer,  pres.  &  CEO* 

•Became  CEO  1/1/00. 

6800 
4300 

16 
25 

0 
5504 

18262 
28186 

173 

1 

a 

27.1 

-25.2 

GILLETTE 

9295.0 
42.6 

M.C.  Hawley,  chmn.  &  CEO* 
E.F.  Degraan,  pres.  &  COO** 

'Includes  $223,611  separation  payme 

897           -38 
1357            91 

nt.  Left  office  10/19/00.  * 

659*              4254 
0                4896 
'Became  CEO  10/19/00. 

75 

LH 

36.3 

42.7 

PROCTER  &  GAMBLE 

39595.0 
27.6 

D.I.  Jager,  chmn.,  pres.  &  CEO*t 
A.G.  Lafley,  pres. -sub.** 

•Left  office  6/8/00.  Includes  $9.5  mil 

1318 
799 

retirement  paymf 

0       13261*           21947        103          S 
-27            728               6808                       ® 

int.   "Became  CEO  6/8/00.  Excludes  portion  of  bonus  paid 

29.7 

in  options  in 

-1.5 

2000. 

25     PUBLISHING,  RADIO  &  TV  BROADCAST  (SERVICE) 

CLEAR  CHANNEL 
COMMUNICATIONS 

5345.3 
0.8 

L.L.  Mays,  chmn.  &  CEO 
M.P.  Mays,  pres.  &  COO 

4000 
2158 

7 
69 

0 
0 

63298 
6925 

122 

® 

1.0 

-77.5 

DISNEY  (WALT) 

25903.0 
3.6 

M.D.  Eisner,  chmn.  &  CEO 
R.A.  Iger,  pres.  &  COOI 

12313 
6085 

1541 
92 

60531 
9215* 

699093 
20563 

90 

LH 
® 

6.5 

-68.3 

'Includes  $2.2  mil.  related  to  prior  employment  agreement. 


DOW  JONES 
GANNETT 


2202.6      P.R.  Kann,  chmn.,  CEO  1729 

-74.9      P.G.  Skinner,  exec,  v-p,  general  council   1051 


20 
19 


1382 
279 


6887 
3709 


111 


-8.0         NM 


6222.3      D.H.  McCorkindale,  chmn.,  pres.  &  CEO*  2566  -3         4284  20146 

19.1      J.J.  Curley,  chmn.  &  CEOt  3105  3         5815  25967 

'Became  CEO  6/1/00. 


106 


21.3       -7.0 


HARCOURT  GENERAL 


2412.3      B.J.  Knez,  pres.  &  co-CEO*  1800  38         1592  6669 

23.4      R.A.  Smith,  pres.  &  co-CEO*  1800  38  1765  6965 

'Became  co-CEO  11/1/99. 


129 


19.1  NM 


KNIGHT-RIDDER  3211.8      P.A.  Ridder,  chmn.  &  CEO 

19.7      R.  Jones,  sr.  v-p  &  COO* 

•Left  office  1/1/01. 


1400 
806 


-17 
-13 


1913 
2348 


10595 
7443 


115 


18.8     -23.2 
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«f  FedEx  Extra  Hours  Servicer  Ship  later  and  still  get  it  there  the  next  day. 


many  Europear 


This  is  a  job  for  FedEx?" 


El 


Fed 

Express 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 


EXECUTIVE 


2000  COMPENSATION 

TOTAL  ANNUAL  COMP  LONG- 


1998-2000  PAY-PERFORMANCE  ANALYSIS 

PAY  VS.  SHAREHOLDER  RETURN  PAY  VS.  CORPORATE  PROFII 


SALES- $  Mil  I  KIN'., 

ROE:  % 


SALARY 

&  BONUS 

$000 


%  CHANGE 
FROM 
1999 


TERM 
COMP. 
$000 


TOTAL  $  VALUE  CHANGE 

COMP.  OF  $100  ROE         IN  ROE 

$000         INVESTED       RATING  %  %  RA| 


McGRAW-HILL 

4281.0 
26.8 

H.W.  McGraw  III,  chmn.,  pres. 
R.J.  Bahash,  exec,  v-p  &  COO 

&CEO 

2333 
1396 

13 
7 

1293 
780 

16879 
17504 

167 

S] 

24.7 

32.3 

NEW  YORK  TIMES 

3489.5 
31.0 

R.T.  Lewis,  pres.  &  CEO 
A.  Sulzberger,  Jr.,  chmn. 

2191 
2180 

7 
51 

1405 
1320 

9222 
7118 

125 

a 
a 

23.7 

104.5 

SCRIPPS  (E.W.) 

1719.4 
12.8 

W.R.  Burleigh,  chmn.  &  CEO 
K.W.  Lowe,  pres.  &  CEO* 

•Became  CEO  10/1/00. 

1065 
1031 

-21 
NA 

1867 
2840 

7618 
NA 

134 

ED 

NA 

12.6 

-14.9 

TRIBUNE 


4910.4      J.W.  Madigan,  chmn.,  pres.  &  CEO         3878*  50  1476 

5.2      D.J.  FitzSimons,  exec,  v-p  1329*  25  594 

'Salary  reflects  53-week  pay  period. 


29284        140  L3 

11881  B 


22.4     -76.3 


26     RAILROADS  (TRANSPORTATION) 

BURLINGTON  NORTHERN  9205  0      R.d!  Krebs, I  chmn.  & CEO 


SANTA  FE 


601**         20  1451  14674 

13.1       M.K.  Rose,  pres.  &  CEO*  616**         19  182  2982 

"Became  CEO  12/1/00.  "Excludes  portion  of  bonus  paid  in  restricted  stock. 


96 


14.0         0, 


CSX 

UNION PACIFJC 


8191.0 
3.1 


J.W.  Snow,  chmn.,  pres.  &  CEO 
A.R.  Carpenter,  vice-chmn. 


1806 
1489 


18  1068 

25  599 


15175 
7360 


53 


4.4     -77.7 


11878.0 
9.7 


R.K.  Davidson,  chmn.  &  CEO 

C.W.  von  Bernuth,  sr.  v-p,  gen.  council 


1059 
730 


9 

-27 


3600 
488 


10944 
3937 


85 


3.6   85.1 


27     RETAILING  (FOOD) 


SAFEWAY 


31976.9      S.A.  Burd,  chmn.,  pres.  &  CEO  2527  43  0  6163 

20.3      V.M.  Prabhu,  exec,  v-p  &  COO  1054*  NA         2000  NA 

•Includes  sign-on  bonus  of  $325,000. 


198 


23.4     -30.0 


NA 


WINN-DIXIE  STORES 


13156.6      A.R.  Rowland,  pres.  &  CEO* 
-25.8      A.D.  Davis,  chmn.  &  CEO 

•Became  CEO  11/23/99 


632 
510 


NA 
2 


NA 
1610 


50 


NA 


0.6  -268.6 


28     RETAILING  (NONFOOD) 


AUTOZONE 


4539.8 
29.6 


J.C.  Adams,  Jr.,  chmn.  &  CEO 
T.D.  Vargo,  pres.  &  COO 


1084 
755 


36 
18 


2655 
2013 


98 


21.9   63.3 


CARDINAL  HEALTH       34059.9 

17.7 

COSTCO  WHOLESALE  3285871 

14.6 


R.D.  Walter,  chmn.  &  CEO 

J.C.  Kane,  vice-chmn.,  pres.  &  COO 


2851 
1662 


1980 
0 


14132 
4184 


200 


15.4       28.0 


J.D.  Sinegal,  pres.  &  CEO 
J.H.  Brotman,  chmn. 


532 
532 


349 
349 


1963    179 
3115 
24789    190 


14.9       15.4 


CVS 


20087.5 
17.1 


T.M.  Ryan,  chmn.,  pres.  &  CEO 
D.B.  Rickard,  exec,  v-p  &  COO 


2575 
1182 


20 


13532 
2000 


16.1  1404.6 


FAMILY  DOLLAR 
STORES 


3239.3 
21.3 


H.R.  Levine,  pres.  &  CEO 
L.  Levine,  chmn. 


764 
1468 


14 
-4 


1948 
4485 


151 


19.8  42.5 
6.6  5.2 
3T    -89X 


LIBERTY  MEDIA  GROUP  1276.0 
4.5 

MckESSONHBOC  3993775 
1.2 


R.R.  Bennett,  pres.  &  CEOI 
G.S.  Howard,  exec,  v-p  &  COOJ 


1000 
786 


51490 
28160 


115853 
50726 


224 


J.H.  Hammergren,  co-pres.  &  co-CEO*     801  -28         4261  8662 

D.L.  Mahoney,  co-pres.  &  co-CEO*  726  -20         4249  9095 

'Became  co-CEO  7/15/99. 


68 


a 


SEARS,  ROEBUCK    40937.0 
19.8 


A.C.  Martinez,  chmn.,  pres.  &  CEOt 
A.J.  Lacy,  chmn.,  pres.  &  CEO** 

'Includes  $9  mil,  additional  salary  &  bonus 


3846      5    9060*     19399    82    LS 
1724     23      0      6752         H 

paid  in  connection  with  retirement  agreement.   '  'Became  CEO  10/1/00. 


19.6       -2.1 


STAPLES 


10673.7      T.G.  Sternberg,  chmn.  &  CEO  954  -21  1419  80940 

3.4      R.L.  Sargent,  pres.  &  COO  694  -18         1064  16545 

May  include  preliminary  data. 


96 


10.6     -75.0 


WALGREEN 


21997.9 
18.2 


L.D.  Jorndt,  chmn.  &  CEO 
D.W.  Bernauer,  pres.  &  COO 


1580 
834 


-1 

20 


601 
1924 


13901 
5649 


271 


18.3       -0.9 


29     SERVICE  INDUSTRIES  (SERVICE) 

APOLLO  GROUP 

643.7 
21.3 

J.G.  Sperling,  chmn.  &  CEO 
T.S.  Nelson,  pres. 

473 
613 

2 

0 

0 

0 

12308 
2665 

156 

23.3 

-20.9 

ARCHSTONE 
COMMUNITIES  TRUST 

710.6 
12.1 

R.S.  Sellers,  chmn.  &  CEO 
R.A.  Banks,  managing  director 

1725 
580 

42 
28 

1436 
125 

8028 
2364 

129 

SI 

ffl 

9.6 

192.9 

CENDANT 

3930.0 
21.3 

H.R.  Silverman,  chmn.,  pres.  &  CEO 
J.W.  Chidsey,  chmn.  &  CEO-sub.? 

7593 
1324 

5 
2 

129147 
2377 

212617 
5691 

28 

® 

a 

4.7 

1161.8 

CHECKFREE 

366.7 
-10.5 

P.J.  Kight,  chmn.  &  CEOt 
P.F.  Sinisgalli,  pres.  &  C001 

972 

621 

143 
122 

0 
7466 

1897 
8731 

157 

m 

® 

-2.3 

NM 

CINTAS 

2039.8 
18.2 

R.J.  Kohlhepp,  CEO 

R.R.  Buck,  sr.  v-p;  pres. -sub. 

580 
540 

-16 
9 

635r 
123r 

4477 
1851 

208 

® 

LB 

17.6 

-3.1      I 

CONVERGYS 

2162.5 
17.5 

J.F.  Orr,  chmn.,  pres.  &  CEO                   1476 
D.F.  Dougherty,  chief  development  officer  665 

16 
34 

0 
1084 

9777 
4255 

NA 

NA 
NA 

14.5 

-12.9 

DONNELLEY  (R.R.) 

5764.3 
21.7 

W.L.  Davis,  chmn.  &  CEO 
M.W.  Winkel,  exec,  v-p 

1802 
622 

-1 
31 

1050 
336 

6511 
NA 

79 

SI 

NA 

23.9 

66.9 

100789.0      K.L  Lay,  chmn. 

8.7      J.K.  Skilling,  pres.  &  CEO' 

May  include  preliminary  data. 


8682 
6497 

•Became  CEO  2/12/01. 


i,l 
67 


132118 
65984 


211607 
130485 


417 


10.0    439.7 
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Our  process  to  reduce  sulfur  in  gasoline 
helps  those  who  don't  even  drive. 


'tffi&s* 


'-. 


m  * 


< 


w 


.S»J  %f*  - 


BSH 


palfur  is  a  naturally  occurring  element  in  gasoline 
pid  contributes  to  air  pollution.  But  until 
recently,  the  methods  used  to  remove 
ulfur  from  gasoline  weren't  very  efficient.  So 
ihillips  is  developing  a  new  process  that 
rmoves  more  than  90%  of  the  sulfur  in 
iandard  gasoline  without  significant  loss  of 


octane  or  volume.  It's  an  innovation  that  will 
help  us  reduce  harmful  emissions  from  cars, 
improve  air  quality  and  meet  proposed 
sulfur  regulations  for  years  to  come.  And 
it's  just  one  of  the  many  ways  we  live  up  to 
the  name  The  Performance  Company,  pg^ 
PHILLIPS  PETROLEUM  COMPANY  (S5) 


a  copy  of  our  annual  report,  call  918-661-3700,  write  to:  Phillips  Annuel/  Report,  B-41 ,  Adams  Bldg.,  Bartlesville,  OK  74004, 

or  visit  us  at  www.phillips66.com. 


-     F 

EXECUTIVE  COMPENSATION  SCOREBOARD 

COMPANY 

EXECUTIVE 

2000  COMPENSATION 

TOTAL  ANNUAL  COMP                 |  r)NG- 

SALARY          %  CHANGE         TERM 

&  BONUS             FROM            COMP. 

$000                1999             $000 

1998-2000  PAY-PERFORMANCE  ANALYSIS 

PAY  VS  SHAREHOLDER  RETURN 
TOTAL          $  VALUE 
COMP.          OF  $100 
$000         INVESTED       RATING 

PAY  VS  CORPORATE  PROFIT     1 

2000 

CHANGE 
ROE         IN  ROE 

%              %            RAT 

SALES:  $  MILLIONS 
ROE:  % 

EQUITY  RESIDENTIAL     2048.0 
PROPERTIES  TRUST           10.0 

D.  Crocker  III,  pres.  &  CEO 
G.A.  Spector,  exec,  v-p  &  COO 

2200             13 
1245             21 

1700 
1702 

10691         133           1 
7007                         ® 

7.0     125.0         [ 

FEDEX                           19040.5 
14.0 

F.W.  Smith,  chmn.,  pres.  &  CEO 
K.R.  Masterson,  exec,  v-p 

2273             -5 
1475             23 

2000 
1568 

26304         131           ffl 
7576                        ® 

14.0       11.3         [    lij 

FLUOR 


NA 
NA 


P.J.  Carroll,  Jr.,  chmn.  &  CEO 
J.C.  Stein,  vice-chmn. 


1070 
900 


-45 
-2 


828 
179 


12580 
3573 


NA 


NA 
NA 


NA 


NA 


GENUINE  PARTS 

8369.9 
17.0 

L.L.  Prince,  chmn.  &  CEO 
T.C.  Gallagher,  pres.  &  COO 

1454 
1020 

-8 
-7 

0 
0 

5923 
3828 

87 

ffl 
® 

17.2 

-7.4         [ 

[ 

GRAINGER  (W.W.) 

4977.0 
12.6 

R.L.  Keyser,  chmn.  &  CEO 
D.E.  Bielinski,  group  pres. 

1203 
710 

32 
41 

557 
719 

5341 
4177 

79 

® 
® 

14.5 

-29.9         [ 

[ 

HEALTH  MANAGEMENT  1641.9 
ASSOCIATES                       16.1 

W.J.  Schoen,  chmn.  &  CEO 
E.P.  Holland,  vice-chmn.  &  COO 

1253 
785 

29 
32 

10655 
406 

31110 
6735 

123 

ffl 
ffl 

17.0 

-16.5         [ 
1 

PAYCHEX 

1017.5 
33.4 

B.T.  Golisano,  chmn.,  pres.  &  CEO 
W.  Turek,  v-p 

904 
406 

8 
5 

0 
4157 

2435 
17365 

331 

ffl 
® 

33.0 

7.6         [ 

[ 

PHARMACIA 

18144.0 
8.3 

F.  Hassan,  pres.  &  CEO*i 
T.G.  Rothwell,  exec,  v-pt 

•Became  CEO  3/1/00. 

3307 
1680 

10 
11 

0 
1293 

20665 
7626 

147 

1 

LI 

5.0 

16.3         [ 
[ 

PUBLIC  STORAGE 

757.3 
7.2 

B.W.  Hughes,  chmn.  &  CEO 
M.M.  Lotz,  sr.  v-p 

89 

480 

-6 
3 

0 
178 

271 
1970 

97 

ffl 
ffl 

7.2 

54.5         1 

QUEST  DIAGNOSTICS 

3421.2 
10.2 

K.W.  Freeman,  chmn.  &  CEO 
S.  Mohapatra,  pres.  &  COO 

May  include  preliminary  data. 

2628 
1157 

29 
21 

80 
2615 

9312 
NA 

841 

ffl 
NA 

4.9 

NM 

RAMBUS 

95.1 
-51.6 

G.  Tate,  CEO 
D.  Mooring,  pres. 

331 
316 

-1 
6 

3307 
0 

5777 
861 

316 

ffl 
ffl 

-7.1 

-794.4 

ROBERT  HALF 
INTERNATIONAL 

2699.3 
25.9 

H.M.  Messmer,  Jr.,  chmn.  &  CEO 
M.K.  Waddell,  vice-chmn. 

3555 
1831 

68 
67 

11151 
3269 

40598 
17614 

133 

ffl 
ffl 

25.2 

15.8 

SERVICEMASTER 

5970.6 
15.9 

C.W.  Pollard,  chmn.  &  CEO* 
E.J.  Mrozek,  pres.  &  COO-sub. 

•Left  office  2/1/01. 

600 
674 

-23 

-4 

134 
94 

2938 
2622 

63 

® 
® 

16.7 

-48.9 

SPIEKER  PROPERTIES 

753.8 
19.1 

J. A.  Foster,  co-CEO 
C.G.  Vought,  co-CEO 

1200 
1200 

60 
60 

599 
600 

3749 
3750 

140 

® 
® 

14.0 

133.6 

TENET  HEALTHCARE     11569.0 
8.9 


J.C.  Barbakow,  chmn.  &  CEO 
T.B.  Mackey,  COO 


2992 
1828 


64 
27 


7611 
NA 


134 


NA 


7.9  -16.6 


TOTAL  SYSTEM 
SERVICES 


601.3 
20.9 


R.W.  Ussery,  chmn.  &  CEO 
P.W.  Tomlinson,  pres. 


958 
815 


27 
28 


325 

650 


2973 
3317 


137 


20.6       -2.4 
10.0     109.9 


UNITEDHEALTH  21122.0      W.W.  McGuire,  CEO 

GROUP  20.0      S.J.  Hemsley,  pres.  &  COO 

'Includes  $2.6  mil.  special  bonus. 


4858      5   49049*     79041 
2200     14     600**     5308 

"Includes  $600,000  special  bonus. 


247 


30      STEEL  (INDUSTRIAL:   LOW  TECH) 

NUCOR  4586 . 1       H.D.  Aycock,  chmn.,  pres.  &  CEO 


4586.1 
14.6 


D.R.  DiMicco,  pres.  &  CEO* 

•Became  CEO  9/1/00. 


706 
703 


9 

82 


306 
305 


NA 
2084 


85 


NA 
ffl 


12.7   -7.0 


31     TELECOMMUNICATIONS  (TELECOMMUNICATIONS) 


ADC  3498.8 

TELECOMMUNICATIONS     31.7 


W.J.  Cadogan,  chmn.,  pres.  &  CEO         2744  150       43108  52078 

R.E.  Switz,  sr.  v-p,  COO  871*  77  0  3208 

•Excludes  portion  of  bonus  paid  in  options. 


174 


18.3     118.8 


ALLTEL 
AT&T 


7067.0 
38.6 


J.T.  Ford,  chmn.  &  CEO 
D.E.  Foster,  vice-chmn. t 


2063 
3275 


17 
-5 


3630 
3166 


10663 
19047 


162 


24.4       67.4 


65981.0      CM.  Armstrong,  chmn.  &  CEO  3088  -29  0  13696 

2.9      J.D.  Zeglis,  chmn.  &  CEO-sub.  2972  -12         4661  27997 

May  include  preliminary  data. 


45 


9.2     -85.4 


BELLSOUTH 
BROADWING 


26151.0 
25.0 


F.D.  Ackerman,  chmn.,  pres.  &  CEO 
J. A.  Orummond,  vice-chmn. 


3455 
1579 


7791 
2064 


19891 
7846 


154 


23.4       15.7 


2050.1  R.G.  Ellenberger,  pres.  &  CEO  1310  16  800  9503  158          H            13.0-160.9 

-20.3  R.S.  Pontin,  pres.  &  COO-sub.  650  63  400  NA                      NA 

To58~5 RH.  Netties,  chmn!,  pres."  &  CEO  111*6  56  6  2271  266          ffl             8.0    -56.2 

13.6  G.B.  Smith,  pres.  &  COOt  569  15  9944  11256                       [I 


CIENA 


CORNING 

7266.3 
3.8 

R.G.  Ackerman,  chmn.  &  CEOt 
J.W.  Loose,  pres. -sub.* 

•Became  CEO  1/1/01. 

2555               9 
1783             26 

29611 
37122 

40299 
45761 

442 

® 
® 

15.4 

-88.2 

LUCENT 
TECHNOLOGIES 

31589.0 
-4.0 

R.A.  McGinn,  chmn.  &  CEO                    1237          -81                0 
D.C.  Hopkins,  exec,  v-p  &  COO               5165*          NA         4334 
•Includes  $4  mil.  hiring  bonus  &  $650,000  per  employment  agreement. 

35118 
NA 

74 

ffl 
NA 

13.0 

-124.9 

QWEST                         16610.0 
COMMUNICATIONS  INTL.     -0.2 

J. P.  Nacchio,  chmn.  &  CEOt                   2818*          83 
A.  Mohebbi,  pres. -worldwide  operations):  1430          53 

'Includes  one-time  bonus  of  $750,000  in  connection  with  merger. 

94563 
0 

102337 
NA 

177 

ffl 
NA 

95.8 

-100.7 

SBC 

COMMUNICATIONS 

51476.0 
26.2 

E.E.  Whitacre,  Jr.,  chmn.  &  CEO            6953          -13       30756* 
R.S.  Caldwell,  pres.-SBC  Operations      1673            -9         5857** 
•Includes  $5,250,000  special  award.   ""Includes  $2,925,00  special  award. 

96539 
21353 

139 

ffl 

SI 

27.5 

75.5 
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■  ■.■■n&ion'. 


GoAmerica 
connects 
Pocket  PCs 
to  the  whole 
Wireless  Internet. 

Wherever  you  are,  our 
Go.Web™  technology  gives 
you  the  run  of  the  full  Internet 
on  any  device.  In  real  time. 
Go.Web™  also  lets  you  check 
or  send  email  with  docs  and 
spreadsheets  on  Pocket  PCs. 
We  make  the  Internet  your 
wireless  mobile  tool.  For  more 
information,  call  888-462-4finn 
or  click  wwwgoamerica . n^t 

Take  the  Internet. 
And  run: 

Ameriaa 

Wireless  Internet  Services 


GoAmerica  <&  2001      Network  coverage  based  on  availability 
GoAmerica  and  Go.Web  are  property  Wvice  marks  of  GoAmerica  Inc 
Devices  based  on  GoAmerica  compatibility  America.  Inc 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 


EXECUTIVE 


2000  COMPENSATION 


1998-2000  PAY-PERFORMANCE  ANALYSIS 


TOTAL  ANNUAL  COMP 


LONG- 
%  CHANGE         TERM 


PAWS  SHAREHOLDER  RETURN 


PAV  VS  CORPORATE  PROEIT 

I.HAIJU 


SALES:  $  MILLIONS 
ROE:  % 

&  BONUS 
$000 

FROM 
1999 

COMP. 
$000 

COMP. 
$000 

OF  $100 
INVESTED 

RATING 

ROE 
% 

IN  ROI 

% 

RATH 

SCIENTIFIC-ATLANTA     2222.0 
21.6 

J.F.  McDonald,  pres.  &  CEO 
C.J.  Wredberg,  Jr.,  sr.  v-p  &  COO 

1728 
945 

23 

31 

25944 
3033 

34052 
6862 

391 

tn 

Q] 

16.1 

89.6 

Q 

SPRINT  FON  GROUP      17688.0 
10.5 

W.T.  Esrey,  chmn.  &  CEO 
R.T.  LeMay,  pres.  &  COO 

1293* 
1033* 

-47 
-39 

64069 
127388 

166913 
157431 

81 

® 
® 

14.7 

-0.2 

1 

TELLABS                         3387.4 
28.9 

M.J.  Birck,  chmn.*                                   972 
R.C.  Notebaert,  pres.  &  CEO**                 352 

'Left  office  9/18/00.  "Became  CEO  9/18/00 

46 

NA 

0 
0 

2379 
NA 

214 

a 

NA 

28.4 

2.3         Q 

N/ 

VERIZON                       64707.0 
COMMUNICATIONS             313 

C.R.  Lee,  chmn.  &  co-CEO*t                  4199* 
I.G.  Seidenberg,  pres.  &  co-CEO            4076 
'Became  co-CEO  6/30/00.  Reflects  salary  paid  by  GTE  d 
"Includes  $3.8  mil.  merger  retention  bonus. 

41        12476*           31225        120 
15        10388**          29477 
jrmg  first  6  months  of  2000.  Includes  $4.2  mil, 

E            26.9       63.0         E 

a                              B 

merger  retention  bonus. 

WILLIAMS                         839.1 
COMMUNICATIONS  GRP.    -23.3 

H.E.  Janzen,  pres.  &  CEOt 
F.M.  Semple,  sr.  v-pi 

946 
470 

40 
36 

1678 
385 

8768 
2245 

NA 

NA 
NA 

-19.6 

NA        N, 
N, 

WORLDCOM                  39090.0 
7.5 

B.J.  Ebbers,  pres.  &  CEO 
S.D.  Sullivan,  CFO 

'Includes  $10,000,000  retention  bonus. 

11042* 
10700* 

30 
218 

23494 
9912 

51128 
39824 

70 

NA 
NA 

3.2 

184.8        N 
N 

32     TEXTILES,  APPAREL  (CONSUMER  PRODUCTS) 

NIKE                               9269.8 

17.9 

P.H.  Knight,  chmn.,  pres.  &  CEO 
I.T.  Todd,  v-p 

2536 
1904 

26 

-47 

300 
150 

6489 
NA 

147 

m 

NA 

16.6 

46.4         [ 

N 

VF                                   5747.9 
12.0 

M.J.  McDonald,  chmn.,  pres.  &  CEO 
T.L.  Lay,  v-p 

1712 

823 

26 
48 

231 
69 

9997 

NA 

84 

LI 
NA 

15.7 

-35.1          [ 
N 

33     TIRE  &  RUBBER  (INDUSTRIAL:   LOW  TECH) 

GOODYEAR  TIRE  &        14417.1 
RUBBER                               1.2 

S.G.  Gibara,  chmn.  &  CEO 
R.J.  Keegan,  pres.  &  COO* 

1285 
637 

4 

NA 

0 
864 

5988 

NA 

40 

a 

NA 

9.0 

-92.5         [ 

N 

34     TOBACCO  (CONSUMER  PRODUCTS) ' 

PHILIP  MORRIS            63276.0 
56.7 

G.C.  Bible,  chmn.  &  CEO 
W.H.  Webb,  COO 

5211 
3018 

-18 
9 

11923 
4742 

60912 
14825 

115 

® 

a 

46.7 

34.i     i  r 
1 

R.J.  REYNOLDS              8167.0 
TOBACCO  HOLDINGS            4.2 

A.J.  Schindler,  chmn.,  pres.  &  CEOi 
C.A.  Blixt,  exec,  v-p  &  gen.  couns.l 

2227 
1032 

12 
13 

7423 
1584 

17407 
6141 

NA 

NA 
NA 

0.6 

2333.1          [  I" 
I 

UST                                1512.4 
163.3 

V.A.  Gierer,  Jr.,  chmn.,  pres.  &  CEO 
R.H.  Verheij,  exec,  v-p  &  gen.  couns. 

2635 
1390 

-4 
-4 

347 
0 

9312 
4258 

93 

1 

® 

164  7 

62.9         j  J 

1 

35     TRUCKING  (TRANSPORTATION) 

UNITED  PARCEL           29771.0 
SERVICE                             30.1 

J.P.  Kelly,  chmn.  &  CEO 
C.L.  Schaffer,  sr.  v-p  &  COOt 

1532 
942 

2 
3 

2261 
1577 

7124 
4686 

NA 

NA 
NA 

20.5 

101.8         1  | 

36     UTILITIES  (UTILITIES) 

AES                                6691.0 
13.5 

D.W.  Bakke,  pres.  &  CEO                            12* 
B.J.  Sharp,  exec,  v-p  &  COO                    550 

'Compensation  granted  exclusively  in  stock  options. 

-33 
-7 

12820 
7553 

16905 
11574 

238 

a 
a 

13.3 

6.1 

AMEREN                         3855.8 
14.3 

C.W.  Mueller,  chmn.,  pres.  &  CEO 
G.L.  Rainwater,  pres.  &  CEO-sub. 

895 

515 

14 
17 

0 
0 

2429 

1373 

131 

ffl 
a 

13.1 

11.7 

AMERICAN  ELECTRIC 
POWER 

13694.0 
3.8 

E.L.  Draper,  Jr.,  chmn.,  pres.  &  CEO 
P.D.  Addis,  exec,  v-p 

1336 
7000 

30 
NA 

19 
8 

3723 

NA 

108 

® 
NA 

8.4 

-71.7 

CINERGY 

8422.0 
14.3 

J.E.  Rogers,  chmn.,  pres.  &  CEO 
J.H.  Randolph,  chmn. 

2072 
922 

12 
0 

892 
0 

6385 
2869 

110 

a 

12 

13.3 

0.3 

CONSTELLATION 
ENERGY  GROUP 

3878.5 

11.0 

C.H.  Poindexter,  chmn.  &  CEO 
C.W.  Shivery,  co-pres. 

1749 
799 

43 
27 

872 
1501 

5249 
5153 

154 

a 
® 

10.7 

23.7 

DOMINION 
RESOURCES 

9260.0 
5.9 

T.E.  Capps,  chmn.,  pres.  &  CEO 
T.F.  Farrell,  II,  exec,  v-p 

3128 
1162 

136 
127 

960 
389 

10380 
4080 

188 

11 
® 

9.2 

-25.1 

DPL 

1437.0 
31.9 

A.M.  Hill,  pres.  &  CEO 
P.H.  Forster,  chmn. 

900 
850 

-11 
13 

2180 
3312 

6197 
8366 

199 

m 
a 

19.9 

126.4 

DTE  ENERGY 

5597.0 
11.7 

A.F.  Earley,  Jr.,  chmn.,  pres.  &  CEO 
R.J.  Buckler,  pres.  &  COO-sub. 

1899 
827 

58 
50 

112 
50 

5435 
1936 

132 

® 

12.0 

-0.6 

DUKE  ENERGY 

49318.0 
17.5 

R.B.  Priory,  chmn.,  pres.  &  CEO 
H.J.  Padewer,  group  pres. -sub. 

3163 

1341 

58 
86 

1022 
450 

8832 
NA 

172 

® 

NA 

14.0 

46.1 

EL  PASO 

21950.0 
16.3 

W.A.  Wise,  chmn.,  pres.  &  CEO              4029*           -4       13790* 
R.  Eads,  exec,  v-pt                                 1426*         128         4845* 
Unspecified  portion  of  bonus  paid  in  restricted  stock  included  under  both  columns 
'Includes  $3.9  mil.  retention  bonus. 

67996        229 

NA 
Also  includes  $7  mil. 

® 

NA 
retention  bor 

6.3 

us. 

71.8 

EXELON 

7499.0 
7.9 

C.A.  McNeill,  Jr.,  chmn.  &  co-CEO 
J.W.  Rowe,  pres.  &  co-CEO*t 

'Became  co-CEO  10/20/00. 

1937 
2304 

17 

11 

3178 

2144 

9608 
9504 

314 

LTJ 

a 

19.7 

-33.1 

FIRSTENERGY 

7029.0 
12.9 

H.P.  Burg,  chmn.  &  CEO 
A.J.  Alexander,  pres. 

1158 
933 

17 
33 

3233 

1942 

6334 
4958 

129 

® 
a 

11.7 

75.1 

FPL  GROUP 

7082.0 
12.6 

J.L.  Broadhead,  chmn.  &  CEO 
P.J.  Evanson,  pres. -FPL 

'Excludes  $14  mil.  retirement  plan  distribut 

2128 
1332 

ion  w/change 

15 
6 

in  contro 

21053* 
10396 

32117 
16566 

136 

a 

® 

12.8 

1,3 

106  BusinessWeek  /  April  16, 

2001 

Footnotes  on  pal 

lational     Software     the     company     that     "Walt     Street     analysts     like     best," 

The    Wall   Street  Journal.    Rational    Software    the    vendor   selected    by    45    of 

le    USA    Today  e-business    50.    Rational    Software    recognized    by    IDC    as    the 


WHAT  DO  49  OF  THE 

FORTUNE  e-50 
HAVE  IN  COMMON? 


RATIONAL  SOFTWARE. 


•ader  in  multiple  segments  of  the  software  development  life-cycle 
Management  market,  for  four  years  in  a  row1.  Rational  Software  the  company  that 
fA/all  Street  analysts   tike   best,"   —  The   Wall  Street  Journal.   Rational  Software 


ie  Fortune  e-50®  is  a  virtual  "Who's  Who"  of  the  new  economy, 
om  e-business  innovators  to  telecom  leaders,  the  Fortune  e-50  is 

inging  the  way  the  world  does  business.  Small  wonder  that  49  of 
em  rely  on  Rational®  to  change  the  way  they  build  software.  They 
in  the  thousands  of  companies  worldwide  who  have  improved  their 

velopment  speed  and  quality  by  applying  Rational's  software 
Tgineering  best  practices,  unified  tools,  and  services.  Want  to  build 
>ftware  faster  and  better?  Visit  us  at:  www.rational.com/fortune2 

Application  Life-Cycle  Management  Forecast  and  Analysis,  2000-2004 

>i  Rational  Software  Corporation.  Rational,  the  Rational  logo,  and  Rational  the  e-development  company  are 
"arks  or  registered  trademarks  of  Rational  Software  Corporation  in  the  United  States  and  other  countries. 
ie  is  a  registered  trademark  of  Time  Inc. 


Rational 

the  e-development  company' 


EXECUTIVE  COMPENSATION  SCOREBOARD 

COMPANY 

EXECUTIVE 

2000  COMPENSATION 

TOTAL  ANNUAL  COMP                  I0NG- 

SALARY           %  CHANGE          TERM 

&  BONUS             FROM            COMP 

$000                1999             $000 

1998-2000  PAY-PERFORMANCE  ANALYSIS 

2000 

PAY  VS.  SHAREHOLDER  RETURN 
TOTAL          $  VALUE 
COMP.         OF  $100 
$000          INVESTED       RATING 

PAY  VS  CORPORATE  PROFIT 

ROE 
% 

CHANGE 
IN  ROE 
%           RAT 

SALES:  $  MILLIONS 

KH1     '.. 

GPU 

5196.3 
7.0 

F.D.  Hafer,  chmn.,  pres.  &  CEO 
I.H.  Jolles,  sr.  v-p 

738          -45 
364           -46 

102 
121 

3305 
1810 

105 

® 

m 

10.5 

-34.9         [ 

E 

KEYSPAN 

5121.5 
10.0 

R.B.  Catell,  chmn.  &  CEO 

C.G.  Matthews,  vice-chmn.  &  COO 

1122             10 
753             26 

2458 
2187 

6003 
4819 

137 

® 

3.9 

-15.0         E 

NISOURCE 

6030.7 
4.3 

G.L.  Neale,  chmn.,  pres.  &  CEO 
S.P.  Adik,  vice-chmn. 

1870           169 
967           179 

2341 
1342 

7986 
3735 

142 

1 
m 

11.0 

-71.5         [ 

E 

PPL 

5683.0 
24.2 

W.F.  Hecht,  chmn.,  pres.  &  CEO 
F.A.  Long,  exec,  v-p 

1359             19 
824             16 

309 
176 

4170 
2577 

215 

m 

m 

25.0 

129.7         [ 

[ 

PUBLIC  SERVICE 
ENTERPRISE  GROUP 

6848.0 
19.1 

E.J.  Ferland,  chmn.,  pres.  &  CEO 
R.J.  Dougherty,  Jr.,  pres.  &  COO-sub. 

1891             22 
848             25 

419 
189 

10938 
2756 

181 

m 
m 

16.6 

77.9         [ 
I 

SEMPRA  ENERGY 

7037.0 
17.2 

S.L.  Baum,  chmn.,  pres.  &  CEO* 
R.D.  Farman,  chmn.,  CEOt 

♦Became  CEO  6/1/00. 

2473             47 
1450           -28 

182 
5 

7677 
6796 

113 

m 

Et- 

13.5 

32.7         [ 

1 

TECO  ENERGY 

2295.1 
16.7 

R.D.  Fagan,  chmn.,  pres.  &  CEO 
J.B.  Ramil,  pres. -Tampa  Electric 

962             21 
501             30 

0 
0 

NA 
1405 

136 

na 

m 

14.7 

13.8      r\ 

[ 

TXU 

22009.0 
11.8 

E.  Nye,  chmn.  &  CEO 
B.N.  Dickie,  exec,  v-p 

1330            -4 
1019             -4 

994 
420 

6186 

128 

® 

10.9 

22.2         [ 

XCEL  ENERGY 

11591.8 
9.7 

J.J.  Howard,  chmn.* 

W.H.  Brunetti,  pres.  &  CEO**t 

"Left  company  8/18/00.   "Joined  company 

1897             91 
1776           117 
8/18/00. 

456 
288 

5118 
3707 

119 

® 
® 

9.8 

2.1          1 

I 

ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


Abbott  Laboratories  10 

ADC  Telecomm.  31 

Adobe  Systems  21 

Advanced  Micro  11 

AES36 

Aetna  20 

Affiliated  Computer  Svcs.  21 

AFLAC  20 

Agilent  Technologies  15 

Air  Products  &  Chemicals  8 

Alcoa  17 

Allergan  10 

Allstate  20 

Alltel  31 

Altera  11 

Ambac  Financial  20 

Amerada  Hess  19 

Ameren  36 

American  Electric  36 

American  Express  20 

American  General  20 

American  Home  10 

AmSouth  Bancorporation  5 

Anadarko  Petroleum  19 

Analog  Devices  11 

Anheuser-Busch  6 

AOL  Time  Warner  21 

Aon  20 

Apollo  Group  29 

Apple  Computer  21 

Applied  Biosystems  15 

Applied  Materials  14 

Applied  Micro  Circuits  11 

Archer  Daniels  12 

Archstone  Communities  29 

Ariba  21 

Ashland  19 

AT&T  31 

Atmel  11 

Automatic  Data  21 

AutoZone  28 

Avery  Denmson  18 

Avon  Products  24 

Baker  Hughes  22 

BancWest  5 

Bank  of  America  5 

Bank  of  New  York  5 

Bank  One  5 

Baxter  International  10 

BB&TS 

Bear  Stearns  20 

Becton,  Dickinson  10 

Bed  Bath  &  Beyond  3 


BellSouth  31 

Berkshire  Hathaway  20 

Best  Buy  3 

Biomet  10 

BJ  Services  22 

Black  &  Decker  14 

Block  (H&R)  20 

BMC  Software  21 

Boeing  1 

Bristol-Myers  Squibb  10 

Broadwing  31 

Brocade  Communications  21 

Brown-Forman  6 

Burlington  Northern  Santa  Fe  26 

Burlington  Resources  19 

Campbell  Soup  12 

Capital  One  Financial  20 

Cardinal  Health  28 

Carnival  16 

Caterpillar  14 

Cendant  29 

Charter  One  Financial  20 

CheckFree  29 

Chevron  19 

Chiron  10 

Chubb  20 

Ciena  31 

Cigna  20 

Cincinnati  Financial  20 

CINergy  36 

Cmtas  29 

Cisco  Systems  21 

Citigroup  20 

Clear  Channel  Communs.  25 

Clorox  24 

CNA  Financial  20 

Coca-Cola  6 

Coca-Cola  Enterprises  6 

Colgate-Palmolive  24 

Compaq  Computer  21 

Computer  Associates  21 

Computet  Sciences  21 

Compuwaie  21 

ConAgra  Foods  12 

Conoco  19 

Constellation  Energy  36 

Convergys  29 

Cooper  Cameron  22 

Cooper  Industries  11 

Corning  31 

Costco  Wholesale  28 

Countrywide  Credit  20 

CSX  26 


CVS  28 

Dana  4 

Danaher  15 

Deere  14 

Delphi  Automotive  4 

Delta  Air  Lines  2 

Disney  (Walt)  25 

Dominion  Resources  36 

Donnelley  (R.R.)  29 

Dover  14 

Dow  Chemical  8 

Dow  Jones  25 

DPL36 

DST  Systems  21 

DTE  Energy  36 

Duke  Energy  36 

DuPont  8 

Eastman  Chemical  8 

Eastman  Kodak  16 

Eaton  4 

El  Paso  36 

Electronic  Arts  21 

Electronic  Data  Systems  21 

EMC  21 

Emerson  Electric  11 

Enron  29 

ENSCO  International  22 

EOG  Resources  19 

Equity  Residential  29 

Estee  Lauder  24 

Exelon  36 

Family  Dollar  Stores  28 

FedEx  29 

Fifth  Third  Bancorp  5 

First  Data  21 

First  Tennessee  Natl.  5 

First  Union  5 

FirstEnergy  36 

Flserv  21 

FleetBoston  Financial  5 

Fluor  29 

Forest  Laboratories  10 

Fortune  Brands  18 

FPL  Group  36 

Franklin  Resources  20 

Gannett  25 

Genentech  10 

General  Electric  9 

General  Mills  12 

Genuine  Parts  29 

Gillette  24 

Golden  West  20 


Goldman  Sachs  Group  20 

Goodrich  (B.F.)  1 

Goodyear  Tire  &  Rubber  33 

GPU  36 

Grainger  (W.W.)  29 

GreenPoint  Financial  20 

Guidant  10 

Harcourt  General  25 

Harley-Davidson  16 

Harrahs  Entertainment  16 

Hartford  Financial  Services  20 

Health  Management  Assocs.  29 

Heinz  (HI)  12 

Heller  Financial  20 

Hershey  Foods  12 

Hewlett-Packard  21 

Household  Intl.  20 

Huntington  Bancshares  5 

IBM  21 

IDEC  Pharmaceuticals  10 

Illinois  Tool  Works  14 

Immunex  10 

Ingersoll-Rand  14 

Integrated  Device  Tech.  11 

International  Game  Tech.  18 

International  Paper  23 

Intuit  21 

ITT  Industries  14 

J. P.  Morgan  Chase  5 

Jabil  Circuit  11 

JDS  Uniphase  11 

Jefferson-Pilot  20 

Johnson  &  Johnson  10 

Johnson  Controls  18 

Juniper  Networks  21 

Keebler  Foods  12 

Kellogg  12 

Keir-McGee  19 

KeyCorp  5 

KeySpan  36 

Kimberly-Clark  23 

KLA-Tencor  15 

Knight-Ridder  25 

Lam  Research  14 

Lehman  Brothers  Holdings  20 

Lexmark  Intl.  21 

Liberty  Media  28 

Lilly  (Eli)  10 

Linear  Technology  11 

Litton  Industries  1 

Lockheed  Martin  1 

Loews  20 


Lucent  Technologies  31 

M&T  Bank  5 

Marriott  Intl.  13 

Marsh  &  McLennan  20 

Marshall  &  llsley  5 

Maxim  Integrated  Prods.  11 

MBIA  20 

MBNA  5 

McGraw-Hill  25 

McKesson  HBOC  28 

Medtronic  10 

Mellon  Financial  5 

Merck  10 

Merrill  Lynch  20 

MetLife  20 

Metro-Goldwyn-Mayer  16 

MGIC  Investment  20 

Microchip  Technology  11 

Micron  Technology  11 

Microsoft  21 

Millennium  Phaim.  10 

Molex  1 1 

Moody's  20 

Morgan  Stanley  Dean  Witter  20 

Motorola  11 

National  City  5 

National  Commerce  5 

National  Semicond.  11 

Nationwide  Financial  Svcs.  20 

NCR  21 

Network  Appliance  21 

Neuberger  Berman  20 

New  York  Times  25 

Newell  Rubbermaid  18 

Nike  32 

NiSource  36 

Noble  Dulling  22 

Northern  Trust  5 

Nucor  30 

Occidental  Pet.  19 

Old  Republic  Intl.  20 

Oracle  21 

Paccar  4 

Pall  9 

Palm  21 

Parametric  Technology  21 

Parker  Hannifin  18 

Paychex  29 

Pepsi  Bottling  Group  6 

PepsiCo  6 

PerkinElmer  15 

Pfizer  10 


Pharmacia  29 
Philip  Morris  34 
Phillips  Petroleum  19 
Pitney  Bowes  21 
PNC  Financial  Svcs.  5 
PPG  Industries  7 
PPL  36 
Praxair  8 

Procter  &  Gamble  24 
Progressive  20 
Public  Service  Ent.  36 
Public  Storage  29 
Quaker  Oats  12 
Qualcomm  11 
Quest  Diagnostics  29 
Qwest  Communs.  31 
R.J  Reynolds  Tobacco  34 
Ralston  Punna  12 
Rambus  29 
Rational  Software  21 
Raytheon  1 

Robert  Half  International  29 
Rockwell  International  11 
Rohm  &  Haas  8 
Sabre  Holdings  21 
Safeco  20 
Safeway  27 
Sanmina  11 
Sara  Lee  12 
SBC  Communications  31 
Schering-Plough  10 
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Marc  Andreessen  was 
there  when  the  dot-com 
boom  began.  His  IPO  for 
Loudcloud  marks  its  end 


By  Ben  Elgin 

nternet  legend  Marc  L.  Andreess. 
running  on  adrenaline.  It's  the  lat 
ternoon  of  Mar.  8,  and  he  has  just 
pleted  a  backbreaking,  initial  publi 
I  fering  road  show  that  landed  him 
meetings  in  16  days  with  moneymen 
terecl  across  North  America  and  Europe  \ 
clreessen  has  been  trying  to  wow  institul 
investors  with  his  18-month-old  Internet  I 
up,  Loudcloud  Inc.  Now  he's  hunkered  <  i 
with  a  handful  of  Loudcloud  associates  i 
sixth-floor  conference  room  at  investment 
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■rgan  Stanley  Dean  Witters  Manhattan 
ulquarters.  Outside,  dark  clouds  engulf  New 
'k's  steel  towers.  But  the  road-weary  An- 
I'ssen  and  his  pals  have  their  own  storm  to 
Hend  with. 

"iidcloud  is  going  public  at  the  T_ 

i"st  possible  moment.  A  day  earli- 
1  Web  portal  Yahoo!  Inc.  sent  the 
i'ket  reeling  by  announcing  a  massive  sales 
rt  tall.  Today,  chipmaker  Intel  Corp.  warns 
1  ill  badly  miss  tirst-quarter  revenues  and 
I  cut  5,000  jobs.  The  Nasdaq  Composite 


Index  sheds  55  points  and  is  nearing  a  26- 
month  low.  The  cratering  conditions  are  omi- 
nous for  the  startup,  which  runs  complex  Web 
sites  for  businesses.  When   Loudcloud   first 

mation  Technolog; 

tiled  to  go  public  164  days  earlier,  it  was  val- 
ued at  SI. 15  billion,  in  spite  o(  losing  $107 
million  on  only  X(i  million  in  revenues  in  the 
three  quarters  ended   Oct.  31.   At   the  most 


1 1 1 


recent  price  range  of  $6  to  $6.50  a  share,  it  would  be  worth 
just  $440  million.  Even  at  the  new  price,,  the  salespeople  from 
Morgan  Stanley  and  co-underwriter  Goldman,  Sachs  &  Co. 
aren't  having  an  easy  time  selling  all  the  ipo  shares  to  insti- 
tutional investors.  Finally,  at  5  p.m.,  they  finish.  The  thrift-store 
price:  $6  a  share. 

There's  no  whooping  it  up.  Somebody  rolls  up  a  cart  loaded 
with  Taittinger  champagne,  soda,  and  cookies.  But  everybody 
is  too  busy  to  take  a  break.  The  cart  is  gone  by  the  time  the 
deal  is  done.  Andreessen,  who  is  Loudcloud's  chairman,  grabs 
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a  moment  alone  in  a  banker's  office.  On  a  phone  call  to  a  re- 
porter, he  sounds  chipper  in  spite  of  the  gloomy  outcome. 
"We  raised  the  money!"  he  nearly  shouts.  "We  needed  to 
raise  it.  We  got  it  done."  He's  relieved.  It's  over.  It's  the  end 
of  what  must  have  seemed,  at  times,  like  the  ipo  from  hell. 

Stepping  back,  this  bittersweet  moment  for  Andreessen 
could  mark  the  end  of  an  era  for  Wall  Street  and  for  the  In- 
ternet bonanza.  And  in  one  of  life's  little  ironies,  it's  fitting  that 
Andreessen  is  the  one  to  witness  its  passing.  It  was  his  first 
company,  Netscape  Communications  Corp.,  with  a  browser 
elegant  in  its  simplicity,  that  opened  up  the  potential  of  the 
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World  Wide  Web.  When  Netscape  went  public  in  199: 
zero  profits,  but  lots  of  promise — its  stock  rose  107%,  wh 
appetites  for  more  Net  ipos.  Over  the  next  five  years,  sorn 
Web  companies  would  go  public  before  Net  mania  turne 
Net  aversion.  Many  had  hoped  that  Andreessen's  cachet 
get  things  going  again.  Instead,  it  seems  likely  that 
dreessen  has  just  presided  over  the  last  of  the  old,  Inte| 
style  IPOs.  "There's  no  question  the  whole  mind-set  of 
nesses  and  investors  has  changed.  An  era  has  ended.  Loudfc 
confirms  it,"  says  John  H.  Freeman,  a  professor  at  the  a 
School  of  Business  at  the  University  of  California  at  Berl  ? 
RACING  THE  CLOCK.  In  fact,  Loudcloud's  drubbing  has  a  feu 
slammed  the  door  for  other  Internet  offerings.  And  even  |e 
conditions  improve  again,  it's  unlikely  investors  will  bet  E 
money  on  long-shot  Net  companies  without  a  whiff  of  pi  ti 
Since  Loudcloud's  Mar.  9  ipo,  no  tech  firm  has  filed  an  il 
cation  to  go  public.  Meanwhile,  12  Net  firms  have  withd  ft 
their  ipo  paperwork.  Still  waiting  nervously  in  queue:  Wei  ■ 
Instinet,  and  eRoom.  "If  Andreessen  can't  do  it,  nobody  n 
says  Sheldon  Laube,  ceo  of  CenterBeam  Inc.,  which  pro  |e 
computers  and  Net  connections  for  small  businesses. 

It's  a  disappointing  turn  of  events  for  the  29-year-oL 
dreessen.  Today,  just  four  weeks  after  going  public  at  the 
of  the  steepest  sell-off  in  Nasdaq  history,  the  news  for 
cloud  isn't  improving.  Goldman  Sachs  spent  at  least 
days  propping  up  Loudcloud's  stock  price  by  buying  milli 


A  TALE 
OF  TWO 
IPOs 


Marc  Andreessen 
helped  launch 
the  Net  Era 
when  Netscape 
Communications 
went  public  on 
Aug.  9,  1995. 
By  the  time  he  took  Loudcloud 
public  on  Mar.  9,  2001,  the 
world  had  become  a  hostile  place 
for  Net  startups. 

Data:  BusinessWeek,  company  prospectuses, 
Bloomberg  Financial  Markets 
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according  to  Scott  Ryles,  ceo  of  Epoch  Partners,  a  sec- 
Iry  underwriter.  Goldman  declined  to  comment.  The  stock 
11  sank  to  a  low  of  $3.88.  It  has  since  drifted  back  to  $4.53. 
Now  Andreessen's  once-promising  startup  is  in  a  race  to 
ild  revenues  and  profits  before  it  runs  out  of  money.  Loud- 
'Ud  has  about  $225  million  in  the  bank  after  raising  $150 
Uion  in  its  IPO,  but  it's  burning  through  about  $10  million 
r  month.  Although  Loudcloud  has  booked  $120  million  in 
itracts  for  the  next  two  years  and  boasts  blue-chip  cus- 
ners  such  as  Ford,  News  Corp.,  and  Nike,  many  of  its  46 
stomers  are  startups  and  several  are  in  trouble.  One,  Scud- 
r  Weisel  Capital,  announced  on  Mar.  29  that  it  will  fold. 
I  en  the  analysts  for  Loudcloud  underwriter  Goldman  Sachs 
I't  expect  Loudcloud  to  break  even  until  sometime  in  ear- 
2003.  Unless  the  company  can  ratchet  down  its  burn  rate 
sell  more  stock,  it  might  not  survive  that  long. 
Loudcloud's  a  brand-new  sort  of  business.  Operating  out  of 
sed  data  centers  with  leased  computers,  it  provides  super- 
iable  Web  sites  for  everything  from  media  outfits  to  e-tail- 
.  And  it  does  it  fast.  Loudcloud's  secret  sauce  is  a  layer  of 
tware,  Opsware,  which  quickly  integrates  e-business  soft- 
fe  programs  made  by  different  companies — from  Oracle's 
abase  to  Vignette's  software  for  handling  Web  pages. 


That  way,  Loudcloud  can  manage  its  customers'  Web  opera- 
tions, updating  and  expanding  as  needed. 

Living  conditions  are  harsh,  though.  Other  small-fry  like 
Logictier  and  Totality  offer  similar  services,  but  the  real  threat 
comes  from  tech  behemoths  such  as  EDS  Corp.  and  IBM  Global 
Services  and  an  up-and-coming  powerhouse,  Exodus  Commu- 
nications. The  bigs  offer  corporations  the  option  of  handing  over 
the  keys  to  their  information  systems  to  proven  and  trusted 
service  providers.  Companies  have  been  slow  to  turn  over 
their  Web  sites  to  upstarts  like  Loudcloud.  More  than  500 
Web  hosters  have  sprouted  up  over  the  last  few  years,  but  an- 
alysts expect  up  to  60%  of  them  to  fail  by  this  time  next 
year.  "Loudcloud  has  really  had  difficulty  reconciling  its  business 
with  the  fact  that  the  market  for  Web  hosting  is 
disintegrating  so  quickly,"  says  David  B.  Yoffie, 
a  professor  at  Harvard  Business  School. 
DEFYING  THE  ODDS.   If  Loudcloud  fails,  the 
damage  to  Andreessen's  reputation  could  be 
considerable.  In  his  first  business  foray  out 
from   under  the   wings   of  past   mentors, 
Netscape  co-founder  James  H.  Clark  and  for- 
mer Netscape  ceo  James  L.  Barksdale,  An- 
dreessen is  determined  to  build  a  company 
that  doesn't  end  up  like  Netscape — which,  he 
says,  Microsoft  Corp.  turned  into  a  "smoking 
crater  in  the  ground."  An  avid  reader  of 
business  history  and  strategy,  Andreessen 
is  driven  by  Netscape's  fate  and  his  de- 
sire to  build  a  long-standing  business  suc- 
cess. Should  Loudcloud  emerge  as  a  win- 
ner, Andreessen  will  cement  his  status  as 
a  visionary.  If  not,  the  Internet's  wunderkind  could 
be  a  has-been  at  the  tender  age  of  30. 

What  happened?  Andreessen  and  ceo  Benjamin  A. 
Horowitz  created  a  company  in  one  business  environment,  and 
when  the  world  changed,  Loudcloud  didn't.  The  basic  problem 
is  that  Loudcloud's  business  is  so  capital  intensive.  The  com- 
pany charges  customers  for  three  months  of  service  up  front 
and  a  monthly  fee  thereafter,  but  it  has  to  spend  its  own  mon- 
ey first  on  engineering  the  software  and  getting  customers  set 
up.  At  the  same  time,  the  company  decided  to  delay  reaching 
profitability,  instead  spending  money  aggressively  to  grow  as 
quickly  as  possible.  This  plan  may  have  seemed  smart  in 
earlier  Internet  days,  but  in  a  world  where  money  is  hard  to 
get  and  dot-com  customers  are  vaporizing,  it  no  longer  looks 
like  a  winning  formula.  Yet  they  kept  plunging  ahead  as  if 
they  could  defy  the  ipo  odds. 

Andreessen  bristles  at  the  suggestion  that  he  should  have 
seen  the  warning  signs  and  reined  in  spending  sooner.  He 
says  he  has  no  regrets  about  going  public  when  he  did. 
"People  keep  forgetting,  there  was  no  way  to  tell  what  the 
market  would  do,"  he  fumes,  his  face  turning  red.  "As  you 
know,  it's  impossible  to  make  decisions  in  hindsight." 

Whether  Loudcloud  succeeds  or  fails,  it  will  have  been  a  re- 
markable journey  filled  with  big  money,  larger-than-life  repu- 
tations, a  cast  of  hundreds,  arrogance,  pathos,  and  intrigue. 
BusinessWeek  gained  exclusive  access  to  the  company's  odyssey, 
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sitting  in  on  dozens  of  meetings  and  conducting  100-plus  in- 
terviews in  and  around  the  company.  Here's  Loudcloud's  tale: 

■  SECRET  MEETINGS 

It's  late  in  the  summer  of  1999,  six  months  after  America 
Online  acquired  Netscape.  Andreessen,  Horowitz,  and  fel- 
low Netscape  alums  Timothy  A.  Howes  and  In  Sik  Rhee 
are  itching  to  leave  their  employer  and  strike  out  on  their 
own.  The  market  is  booming.  The  Nasdaq  is  still  six  months 
away  from  topping  out  above  5,000  points,  and  a  stunning  253 
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Net  companies  will  go  public  in  the  year.  Valuations  of  dot- 
coms such  as  Yahoo!  are  poised  to  surpass  established  com- 
petitors like  Walt  Disney  Co. 

Still  employed  by  AOL,  the  quartet  begins  exploring  e-busi- 
ness ideas.  To  keep  the  AOL 
brass  from  finding  out,  they 
all  sign  up  for  non-AOL  e- 
mail.  Ducking  out  for  clan- 
destine meals  at  places  like 
Late  for  the  Train  near  their 
Mountain  View  (Calif.)  offices, 
they  knock  around  business 
ideas,  but  none  catch  fire. 
Knowing  that  whatever  their 
idea  will  be  they'll  need  a 
Web  site,  Rhee  and  Howes 
set  out  to  build  the  software 
that  will  assure  their  site  can 
handle  any  volume  of  visitors 
without  crashing. 

Within  days,  the  idea  hits 
them:  Building  a  fail-safe 
foundation  isn't  a  problem 
they  have  to  overcome  on 
their  way  to  creating  their 
business.  It  is  their  business. 
They  run  fail-safe  comput- 
ing systems  for  others.  By 
late  September,  they  all  quit 
AOL  and  are  sketching  out  a 
business  plan  under  the 
towering  Redwood  trees  in 
the   yard   of  Andreessen's 
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LOUDCLOUD'S  LESSONS  FOR 
INTERNET  STARTUPS 


DONT  COUNT  ON  YOUR  IPO  AS  A  BRANDING  EVENT 

The  company  figured  an  IPO  would  raise  its  status  in  the 
eyes  of  customers.  Big  mistake.  The  process  took  an  em- 
barrassing 164  days,  and  the  stock  is  trading  at  $4.53, 
under  its  $6  IPO  price,  sullying  Loudcloud's  reputation. 

SHOW  THEM  THE  MONEY  Analysts  thought  Loudcloud 
Chairman  Marc  Andreessen's  fame  as  a  Net  legend 
would  overcome  the  startup's  losses — $107.6  million  in 
the  three  quarters  ended  Oct.  31.  But  investors  didn't 
budge — they  want  profits. 

YOU  CANT  CHANGE  YOUR  BUSINESS  OVERNIGHT 

When  dot-coms  ran  into  trouble  a  year  ago,  Loudcloud 
started  targeting  large  corporate  customers.  Yet  72%  of 
its  customers  remain  startups,  scaring  off  some  institu- 
tional investors  who  passed  on  the  IPO. 

KEEP  EMPLOYEES  IN  THE  LOOP  Informing  the  troops 
of  financial  changes  is  key  to  employee  morale.  Loud- 
cloud did  this  well,  especially  during  tough  moments  like 
a  reverse  stock  split,  where  the  value  of  employees'  stock 
plunged  by  more  than  half. 


Palo  Alto  (Calif.)  home.  They  are  back  in  the  startup  business. 

■  A  CONFIDENT  CHIEF 

It's  a  year  later.  Loudcloud  is  up  and  running,  and  it  con- 
fidently files  its  paperwork  to  go  public.  One  blazing  hot  af- 
ternoon, Andreessen  hops  into  his  silver,  convertible  Mercedes 
SL500  for  the  four-block  jaunt  from  his  Sunnyvale  offices  to 
Hobee's  restaurant  for  a  late  breakfast.  This  ipo  plan  is  iffy, 
considering  that  the  company  has  racked  up  less  than  $2 
million  in  sales.  Internet  stocks  are  under  fire  to  show  prof- 
its— money-losers  like  Amazon.com  Inc.  and  Priceline.com 
Inc.  are  off  52-week  highs  by  79%  and  95%,  respectively. 

Why  even  go  public  when  the  market  has  gone  sour?  It's  a 
no-brainer,  says  Andreessen.  Loudcloud  is  in  a  capital-inten- 


sive business  and  will  need  the  money  to  stay  on  its  ambit* 
growth  trajectory.  Equally  important,  Loudcloud  wantsf 
credibility  of  being  a  public  company  to  help  it  win  corpojj 
contracts.  "Customers  are  just  more  comfortable  worf 
with  public  companies,"  Andreessen  explains. 

What  really  worries  him  is  not  a  down  market  but  the 
sibility  that  Loudcloud's  ipo  will  be  too  much  of  a  good  tl  j 
His  fear  is  that  its  stock  will  rocket  and  that  it  will  be  <m 
cult  to  meet  expectations.  He  had  learned  at  Netscape 
the  ensuing  commotion  can  make  employees  lose  siglji 
the  task  at  hand.  "When  your  stock  goes  up  like  that, 
start  to  believe  the  hype.  You  begin  to  think  you're  as  ifc 
derful  as  everyone  says,"  explains  Andreessen.  "It  mp 
going  out  in  a  down  market  much  more  attractive.' 
dreessen  is  about  to  get  a  wake-up  call. 

■  REALITY  BYTES 

Loudcloud  wants  to  push  its  ipo  out  quickly.  If  the 
pany  can  start  the  road  show  immediately  after  Thanksgi 

it  could  go  out  by  mi 
cember,  just  days  befor^ 
public     markets     go 
sleepy  mode  for  the  holid 
It's    a   tight    squeeze, 
things  are  looking  up.  (  | 
maker     Transmeta 
soars  in  its  Nov.  7  ipo,  ji 
ing  115%,  to  $45.25. 
cloud  is  heartened. 

The  optimism  is  flee 
On  Nov.  13,  the  Loud<J 
gang  troops  into  the 
dimly  lit  conference  roc 
Benchmark  Capital,  its 
venture-capital  backer 
has  put  $20  million  int<  I 
startup.  About  a  half-c  B 
of  the  partners,  inch  I 
Loudcloud  director  Rac 
David    Beirne,   and    if.  I 
Harvey,  drift  in  to  hea 
pitch.  Andreessen,  Hon 
and  Loudcloud  cfo  Rod 
Sherwood  speed  throi 
dry-run  presentation  of 
company.  Sherwood  is 
year-old  veteran  finance 
with  experience  at  the 
n\'  < Ihrysler  Corp.  and  Hughes  Electronics  Corp.  The  go 
test  the  seaworthiness  of  the  startup  before  embarking  o   I 
IPO  road  show.  Less  than  15  minutes  in,  one  of  Hon   | 
PowerPoint  slides  sets  off  alarms.  It  shows  that  nearly 
the  company's  revenues  come  from  running  the  Web  si 
the  beleaguered  dot-com  crowd.  "Investors  are  going  to 
up  when  they  see  that,"  pipes  up  one  of  the  \  <  s. 

Still,  they  don't  discourage  the  ipo.  Instead,  they  ex 
ways  to  downplay  Loudcloud's  vulnerability.  "Why  nc 
them  'New  Economy  companies,'  instead  of  'venture-b 
startups?'"  suggests  one.  "How  about  divvying  up  the 
ware-company  customers  between  the  enterprise  and  do 
categories.  Will  that  dilute  the  (lot-nun  numbers?"  asl 
other.  Andreessen  and  Horowitz,  are  adamant.  l'otent| 
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vestors  will  certainly  ask  about  their  dot-com  exposure. 
"'Phis  is  a  good  business  model,"  says  Horowitz.  "We  don't 
want  to  seem  like  we're  hiding  anything." 

The  dot-coms  hang  over  them  like — well,  a  dark  cloud. 
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Later  in  the  week,  the  company's  lead  bankers,  Morgan 
Stanley  and  Goldman  Sachs,  call  to  say  they're  lukewarm  on 
an  ipo  before  Christmas.  With  momentum  quickly  turning 
against  an  ipo,  Andreessen  and  Horowitz  decide  to  postpone 
their  run  for  the  money. 

They  break  the  news  that  Thursday  to  200  employees  at  an 
all-hands  meeting.  Since  they  don't  have  a  room  big  enough  to 
contain  the  burgeoning  staff,  it's  held  in  the  parking  lot  behind 
their  offices.  Above  the  din  of  jumbo  military  helicopters 
taking  off  and  landing  at  nearby  Moffet  Field,  staffers  toss  out 
questions  about  the  delay.  One  bold  staffer  asks  point-blank 
whether  Loudcloud  might  be  acquired  rather  than  go  public. 
Horowitz  is  firm:  "We're  not  for  sale."  The  crew  cheers.  Lit- 
tle do  they  know,  their  best  chance  for  a  strong  ipo  has  just 
slipped  through  their  fingers. 

■  FRIED  TURKEY 

With  the  ipo  on  ice  until  January,  the  pressure  is  off.  The 
Horowitz  household  becomes  a  hangout  for  Loudcloud  staffers. 
One  Monday  night,  a  group  of  20  employees  piles  down  in  front 
of  Horowitz'  70-inch  TV  screen  to  watch  the  Denver  Broncos 
grind  out  a  win  against  the  Oakland  Raiders.  A  couple  weeks 
later,  Horowitz  invites  some  of  Loudcloud's  bigwigs  over  for 
Thanksgiving,  where  he  puts  his  collection  of  seven  barbecues 
and  three  smokers  to  use.  This  year,  he's  deep-frying  a  turkey. 
"That's  his  passion,"  says  wife  Felicia.  In  fact,  Horowitz  often 
grills  competitively  in  contests  across  the  country. 

There's  time  for  fun  around  the 
spacious  third-floor  office  shared  by 
Horowitz  and  Andreessen.  An- 
dreessen likes  to  prod  Horowitz  over 
his  distaste  for  vanity,  putting  up 
his  buddy's  photo  as  his  computer 
screen  saver.  Horowitz  laughs  about 
Andreessen's  old  Netscape  habits, 
where  the  young  whiz  was  known  to 
plow  through  a  bag  of  Chips  Ahoy 
cookies  and  a  quart  of  milk  in  an 
hour-long  meeting.  Today,  An- 
dreessen is  a  health  nut,  his  lanky  6- 
foot,  4-inch  frame  slimmed  by  more 
than  50  pounds  to  around  225 
pounds.  His  office  mini-refrigerator 
is  stocked  with  healthy  snacks  prepared  by  his  personal  chef. 

Andreessen,  a  bachelor,  taps  Horowitz  for  dating  advice. 
During  lunch  one  Sunday,  Andreessen  is  flipping  through 
his  e-mail  pager  and  spies  a  message  from  a  woman  he  went 
out  with  a  couple  nights  earlier.  "What  do  you  know?"  he 
says,  pleasantly  surprised.  Against  Horowitz'  advice,  An- 
dreessen had  called  her  the  day  after  their  first  date  to  ask 
her  out  again.  When  she  initially  declined,  saying  she  was  tied 
up  with  work,  Horowitz  was  quick  to  say:  "I  told  you  so." 
Now  she  was  dropping  Andreessen  a  note  to  say  her  sched- 
ule had  cleared  up."  Andreessen  taps  out  an  I-told-you-so-back 
message  to  Horowitz. 

For  all  the  ribbing,  the  two  make  a  good  team.  Horowitz,  34, 
who  ran  divisions  at  Lotus  Development  Corp.  and  Netscape 
before  taking  a  job  as  vr*  of  AOL's  e-commerce  technologies,  has 
a  reputation  as  a  patient,  highly  effective  people  manager. 
That  leaves  the  mercurial  Andreessen  free  to  make  sales  calls 
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and  envi- 
sion future  products.  The  arrange- 
ment makes  them  happy.  "I  could 
be  a  CEO,  but  nobody  would  like 
me,"  concedes  Andreessen.  "I 
manage  like  the  Incredible  Hulk." 

■  NO  GO,  AGAIN 

Partying  is  over.  It's  Jan.  8, 
time  for  another  go/no-go  deci- 
sion. Before  9  a.m.,  CFO  Sherwood 
and  Horowitz  are  working  the 
phones,  powwowing  with  bankers  and  advisers  for  h 
Benchmark  Capital  and  most  of  Loudcloud's  executive 
are  itching  to  pull  the  trigger.  The  bankers  are  deai 
against  going  out.  Their  reason:  Loudcloud's  comparables- 
stock  prices  of  other  similar  companies — are  down  an( 
40%  to  50%  since  early  December.  The  bankers  tell  Loud 
that  even  at  a  price  of  $5  to  $6  a  share,  it  will  be  a  chal 
to  sell  all  the  stock.  Again,  Loudcloud  decides  to  hold  i 
That  afternoon,  at  the  company's  executive-staff  met 
Horowitz  and  Sherwood  brea 
news.  "The  bankers'  economist 
telling  us  there's  a  45%  chance 
global  recession,"  explains  the 
elly  voiced  Sherwood.  Andrei 
who  has  arrived  about  15  mil 
late,  licks  his  finger  and  hoi 
up  in  the  air.  "That's  45%  an 
44%,"  he  muses.  Adds  Horc 
"Yeah,  it's  very  scientific." 

Nobody  laughs.  Unlike 
months  ago,  this  IP()  delay  will 
greater  implications.  Despit 
crumbling  market,  Loudcloui 
quadrupled  its  staff  in  the  pasl 
months,  to  586  people.  Now,  t 
serve  money,  Horowitz  is  considering  postponing  a 
into  some  new  office  space.  Loudcloud's  Mathilda  A 
offices  are  bursting  at  the  seams.  Immediately  there's  pi 
"It  sends  the  wrong  message"  to  the  staff,  says  Jon 
Heiliger,  Loudcloud's  coo  of  product  operations. 

Andreessen  disagrees.  "I'm  not  sure  that  sends  any 
sage,"  he  argues,  rocking  back  in  his  chair.  "The  windo 
an  ipo  is  completely  shut  right  now."  Horowitz  even 
puts  off  the  move  for  just  one  more  month.  "We're  al 
sending  a  message  by  saying  we're  holding  back  th 
We're  saying  the  sky  isn't  exactly  blue,"  he  says.  "We  ih 
give  employees  a  positive  tnessage,  too 

■  THEY'VE  GOT  COMES 

Cash  has  become  a  worry.  Loudcloud  puts  mil  feeleri 
third  round  of  venture  backing,  but  (liters  trickle  in  at 
two-thirds  of  what  the  bankers  believe  they  can  letch 
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Want  to  make  your  business  more  productive?  Make  it  more  portable 


The  Sprint  PCS  Wireless  Web™  for  business  gives  your  employees  a  fast,  secure  connection 
to  your  company's  network,  even  when  they're  out  of  the  office.  With  their  wireless  Internet- 
ready  Sprint  PCS  Phone™  they  can  submit  reports,  place  orders,  send  and  receive  e-mail, 
even  access  Microsoft  Exchange  and  Siebel  eBusiness  Applications  -  all  in  real  time. 
Plus,  they'll  enjoy  crystal-clear  calls,  thanks  to  the  only  all-digital,  all-PCS  nationwide 
network  serving  more  than  300  major  metropolitan  areas  and  all  major  airports. 

To  start  making  your  business  more  productive,  call  1-888-214-1559  or  visit  sprmtpcs.com. 


^Sprint 


The  Sprint  PCS  Clear  Wireless  Workplace.  Because  business  can't  wait 


Sprint  PCS 


Sprint  PCS  Wireless  Web  Browser  is  not  available  while  roaming  off  the  Sprint  PCS  Network.  Subject  to  credit  approval.  Sprint  PCS  Wireless  Web  service  may  not  be 
idiately  available  in  select  affiliate  markets.  Terms  and  restrictions  for  Sprint  PCS  Wireless  Web  services  are  available  in  the  Wireless  Web  brochure  ©2001  Sprint 
:rum  LP.  All  rights  reserved.  Sprint,  Sprint  PCS,  Sprint  PCS  Wireless  Web,  Sprint  PCS  Phone  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  L  P 
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FUND  MANAGERS  CAME  TO  MEET 
THE  NET  WUNDERKIND,  BUT  THEY  WEREN'T  SOLD 


IPO.  That  would  put  their  valuation  roughly  in  the  neigh- 
borhood of  $375  million.  It's  a  slap  in  the  face,  considering  that 
the  second  round  Loudcloud  attracted  last  summer  put  the 
company's  worth  north  of  $700  million.  With  bankers  still 
confident  that  Loudcloud  could  be  valued  between  $550  million 
and  $650  million  on  the  open  market,  a  third  push  for  an  IPO 
begins  in  early  February.  This  time,  it's  kept  quiet,  in  part  to 
minimize  impact  on  employee  morale  should  they  be  forced  to 
postpone  again. 

The  biggest  question:  How  do  they  price  the  deal?  Most 
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public  competitors  are  down  more  than  50%  since  Loudcloud 
first  set  its  pricing  last  Halloween.  That  would  put  its  asking 
price  between  $5  and  $6  per  share.  Worried  about  the  psy- 
chological impact  of  having  a  low,  single-digit  stock  price, 
the  company  works  a  reverse  stock  split,  essentially  turning 
every  two  shares  of  stock  into  a  single  share.  On  Feb.  16, 
Loudcloud  files  its  final  ipo  paperwork.  The  reverse  stock  split 
has  allowed  it  to  price  between  $8  to  $10  a  share — a  valuation 
47%  lower  than  it  had  hoped  for  just  months  earlier. 

It  ends  up  a  ragged  day  for  the  Loudcloud  team.  They  pile 
into  the  35th-floor  office  of  Internet 
analyst  David  Readerman,  at  Thomas 
Weisel  Partners  LLC,  one  of  their  sec- 
ondary underwriters.  The  view  of  the 
San  Francisco  Bay  is  stunning,  but 
they're  focused  on  the  stock  market 
news  on  Readerman's  jumbo-size  com- 
puter screen.  After  posting  back-to- 
back  solid  days,  the  Nasdaq  is  down  a 
freaky  120  points.  "We've  got  cojones. 
That  should  be  our  slogan,"  bellows 
Readerman.  Horowitz  smiles  wanly. 
"We're  the  only  company  that  can 
go  out  right  now,"  he  says. 

■  TAKING  A  BLOODBATH 

It's  an  unusually  warm 
New  York  City  afternoon  on 
Monday,  Feb.  20th,  when  a 
black  limousine   pulls  up   in  ^^ 

front  of  Morgan  Stanley's  ft  j^HAdr"  ^k.  1 
world  headquarters  in  bustling 
Times  Square.  Andreessen, 
wearing  an  elegant  black  coat,  is 
the  first  of  five  Loudcloud  ex- 
ecs to  step  onto  the  curb. 
They're  there  to  give  a  4  p.m. 
pitch  to  the  Morgan  Stanley  sales 
crew.  They  can't  miss  the  giant  electronic  ticker,  40  feet 
above  street  level,  reeling  off  one  stock  disaster  after  another. 
Nasdaq  is  down  106  points  for  the  day.  "This  is  like  an  old- 
fashioned  foot  race,"  says  Andreessen.  "We're  going  to  sell 
hard,  and  we're  going  to  raise  money." 

Then  it's  a  sprint.  Over  the  next  16  days,  they  will  notch  70 
meetings  in  26  cities.  The  audience  is  tough.  At  every  stop, 
money  managers  are  shell-shocked — some  sitting  on  portfolios 
that  are  down  well  over  50%  in  a  year.  They  ask  why  the 


Loudcloud  team  is  there  and  why  now,  recalls  MarketJ 
Vice-President  Scott  Dunlap.  "We  go  into  conference  roo: 
and  there's  dust  on  the  table,"  says  Dunlap.  "It's  like  nob< 
has  been  in  there  in  months." 

Many  fund  managers  turn  out  for  meetings  because 
Andreessen's  pedigree.  But  that's  not  enough  to  convi 
them  to  invest.  Managers  with  PIMCO  Equity  Advisors' 
novation  Fund,  for  example,  listen  to  the  road-show  pitch 
opt  out.  "All  of  their  comparables  are  on  shaky  grour 
says  Dennis  McKechnie,  a  PIMCO  portfolio  manager. 

As  the  road  show  nears  completion,  obstacles  keep  piling 
During  their  scamper  across  Europe,  Goldman  Sachs's  resej 
arm  releases  a  report  that  tells  investors  to  be  wary  of  the 
sector  Loudcloud  is  in.  Livid,  Andreessen  calls  his  underwri 
at  Goldman.  "Did  you  have  to  release  this  right  in  the  mi< 
of  our  road  show?"  he  asks.  "Are  you  trying  to  kill  our  IP< 

■  ANTICLIMAX 

It's  ipo  day.  Andreessen  left  New  York  on  the  redeye 
night  before  for  California.  In  the  morning,  an  exhau 
Andreessen  doesn't  make  it  to  Loudcloud's  offices  in  tim 
see  the  ldcl  ticker  make  its  debut.  Horowitz  does  a  fe 
interviews.  Loudcloud  staffers  don't  pop  any  champa 
The  only  celebration  is  an  impromptu  gathering  of  abou 
employees  eating  Krispy  Kreme  doughnuts  and  watc' 


their  CEO  on  TV.  There  are  a  few  laughs  I 
cheers,  then  it's  back  to  business.  Loudc| 
got  its  money.  But  that's  all. 

Today,  Loudcloud  looks  a  lot  like  any  | 
er  post-meltdown  Internet  company.  It 
low-single-digit  stock  price,  some  empld 
stock  options  are  under  water,  and  moj 
its  investors  are  in  the  red.  Andreessen  and  Horowitz 
derstand  now  that  there  are  no  exceptions  to  the  new  lull) 
the  Internet  economy.  The  company  is  conserving  cash, 
delayed  a  costly  TV  ad  campaign,  it's  hiring  more  slowly,! 
has  eased  up  international  expansion.  "It  was  a  whole  dif 
ent  set  of  rules  when  we  started,"  concedes  Horowitz.  "E\ 
thing  about  our  business  has  changed.  Now  we're  optir 
for  profits,  not  growth."  With  luck,  Horowitz  and  Andrei 
will  one  day  look  back  on  Loudcloud's  early  miscalculation^ 
a  bullet  dodged,  not  one  taken  to  the  heart. 

With  Steve  Ha/nvm  in  AV/r 
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MERGERS 


GE-HONEYWELL:  HOW 
JACK  STUMBLED 


The  deal  is  looking  less 
and  less  certain-and  that 
could  tarnish  the  sterling 
Welch  legacy 

The  first  whiff  of  trouble  came  on  Feb. 
26.  Shareholders  of  Honeywell  In- 
ternational Inc.  were  expecting  Gen- 
eral Electric  Co.  to  wrap  up  its  huge 
buyout  of  the  limping  conglomerate,  fi- 
nally rescuing  Honeywell  from  further 
decline.  Instead,  Mario  Monti,  one  of  Eu- 
rope's most  powerful  regulators  and  the 
same  one  who  had  torpedoed  such  deals 
as  the  MCI  WorldCom-Sprint  merger, 
delivered  a  stunning 
blow.  Following  a  con- 
tentious meeting  with 
ge  Chief  Executive 
John  F  Welch  in  Brus- 
sels, Monti  said  the 
European  Commission 
would  delay  the  merger 
for  up  to  four  months 
to  review  whether  the 
deal  would  give  GE  un- 
fair competitive  advan- 
tages. Two  weeks  later, 
ge  threatened  to  bail 
out  of  the  merger  if  the 
commission  forced  it  to  divest  businesses 
that  would  prevent  ge  from  supplying 
planes  from  the  cockpit  to  tail.  Though 
the  EC  has  sometimes  backed  off  from 
tough  stances  in  the  past,  so  far,  Monti  is 
hanging  tough. 

So  much  for  the  swift  conclusion  that 
Welch  confidently  predicted  just  after 
he  swooped  in  to  grab  Honeywell. 
From  the  get-go,  the  deal  was  all  about 
speed,  having  come  together  in  just 
four  hectic  days.  As  rival  United  Tech- 
nologies Corp.  was  preparing  to  an- 
nounce a  $40  billion  bid  for  Honeywell, 
Welch  snatched  the  prize  away  by  of- 
fering $45  billion.  Announcing  the 
agreement  Oct.  23,  Welch  said  he  could 
finish  the  deal  by  the  end  of  February. 
Now,  with  the  European  Commission 
preparing  to  deliver  a  list  of  objections 
within  weeks  followed  by  hearings,  both 
companies  face  a  messy — and  costly — 
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delay.  While  investors  and  high-ranking 
aerospace  executives  still  predict  that 
Welch  will  land  this  final  jewel,  they 
say  that  Honeywell's  value  diminishes 
each  day  the  deal  lingers.  "It  slows 
down  momentum,  particularly  to  the  ex- 
tent that  Honeywell  hangs  out  there 
rotting  away  on  the  vine,"  says  Gold- 
man, Sachs  &  Co.  analyst  Martin  A. 
Sankey.  A  ge  spokesman,  Gary  Sheffer, 
says  ge  is  "disappointed,  but  not  sur- 
prised," by  the  delay. 

Since  the  merger  announcement, 
Honeywell's  performance  has  continued 
to  slide.  After  repeatedly  downgrading 
expectations,  the  company  still  surprised 
analysts  when  it  reported  10%  lower 
operating  earnings  of 
$569  million  for  the 
fourth  quarter.  For  all 
of  2000,  earnings 
growth — initially  fore- 
cast by  the  company 
at  20%— stalled  out  at 
5.5%.  And  without  a 
$380  million  boost  from 
pension  fund  income, 
growth  would  have 
been  close  to  zero. 

The  downturn  in  in- 
dustrial markets  would 
have  slammed  Honey- 
well anyway.  But  the  company  has  been 
in  limbo  since  last  June,  when  manage- 
ment became  focused  on  closing  a  sale. 
Unable  to  buy  new  businesses  or  sell 
laggards,  Honeywell  has  seen  marked 
erosion  of  its  old-line  auto-parts  and 
chemicals  businesses.  Several  key  man- 
agers have  left  or  are  said  to  be  looking 
for  jobs.  And  the  sale  of  several  under- 
performing  lines,  including  brake  prod- 
ucts and  some  specialty  chemicals,  with 
revenues  totaling  some  $4  billion,  was 
halted  after  the  merger  announcement. 
"They're  completely  stopped,"  says  Paul 
H.  Nisbet,  president  of  .ISA  Research 
Inc.,  an  aerospace  consulting  firm  in 
Newport,  R.I. 

Even  Honeywell's  strongest  units  are 
feeling  the  pinch.  The  vaunted  aero- 
space operation,  which  generated  a  ro- 
bust 22%  profit  margin  last  year  and  is 
the  real  lure  for  GE,  was  built   in  pail 


DREAM  ON 
When  Welch  and 
Bonsignore  announced 
the  deal  last  October, 
the  GE  chief  was  way 
too  optimistic  about 
quick  approval 


through  acquisitions.  But  with  the 
stalled,  it  can't  easily  bid  for  anyth 
Honeywell's  factory  automation  and 
trol  unit  managed  to  eke  out  a  si 
sales  gain  in  the  fourth  quarter, 
only  because  of  a  previous  acquisitio    fi 
Pittway  Corp.,  notes  Nisbet.  Witl 
that,  sales  actually  fell  12%  as  m 
facturers  cut  back  on  spending 

Rotting  away?  "That's  nonser  | 
snaps  Honeywell  Chairman  and 
Michael  R.  Bonsignore,  adding  th 
"22%  aerospace  operating  margin 
tainly  doesn't  sound  like  rotting  aw  | 
He  and  other  top  Honeywell  execs 
that  Welch  has  labeled  two-third 
Honeywell's  businesses  as  "beachi 
property."  Sheffer  maintains  the  < 
pany  is  still  excited  about  Honeyv 
prospects  and  is  confident  the  deal 
be  approved.  "The  payoff  is  spectac 
We  are  paying  8%  of  our  market  v 
for  a  company  that  will  produce  16 
our  earnings,"  he  says. 
MISSION  IMPOSSIBLE?  To  be  sure, 
moil  comes  with  any  big  merger 
Honeywell  was  already  stumbling  \ 
ge  pounced.  In  December,  WJU,  Il< 
well  was  acquired  by  AlliodSignal 
which  owned  a  mishmash  of  mature 
nesses  and  was  running  out  of  st 
Bonsignore  took  command,  but  cr 
including  some  Honeywell  directors 
he  failed  to  marry  the  waning  cultiu 
the  (wo  companies.  Last  spring, 
signore  concluded   that    a   merger 


iTfi 


United  Technologies  offered   tl 
strategic  partner."  Then  Welch  ju 
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I  Diversity  of  Products-and  Challenges 

Tk„     nU.„J 1 1.1^1     J  ,      .,  .  .  


The  slowdown  has  tightened  the  screws  at  each  of  Honeywell's  units 

PROSPECTS 


I  WSPACE  Avionics,  including  flight  safety 
i  tems;  engines  for  business  and  regional 
:raft;  replacement  parts  and  repair 

I  rOMATION  &  CONTROL  Heating,  cooling, 
i  urity  systems  for  homes,  commercial 
dings,  factory  systems,  industrial  sensors 

I IFORMANCE  MATERIALS  Printed  circuit 
rds,  specialty  chemicals,  plastics,  and 
ms  for  auto  parts 

WR  &  TRANSPORTATION  Turbochargers, 
iators,  brakes  and  brake  parts,  FRAM 
rs,  Prestone  antifreeze,  spark  plugs 


Unit  accounts  for  40%  of  Honeywell's  sales 
and  has  22%  profit  margins,  but  aircraft 
orders  are  expected  to  slow  in  2002 

Revenues  grew  in  the  fourth  quarter  but 
only  because  of  a  previous  acquisition,- 
automation  sales  slowing 

These  cyclical  businesses  are  hurting — 
fourth-quarter  sales  fell  6%;  improvement 
depends  on  merger  with  GE  Plastics 

Commands  a  55%  market  share  for  high- 
margin  turbochargers,  but  fourth-quarter 
sales  fell  7%  and  overall  profits  are  weak 


Data:  JSA  Research  Inc.,  First  Union  Securities  Inc.,  company  reports 


boosters  say  that  the  savvy  con- 
erate  can  boost  Honeywell's  sagging 
lesses  by  combining  them  with  its 
high  performers,  ge's  $7.8  billion 
ics  business,  for  instance,  is  twice 
ize  of  Honeywell's.  And  while  both 
■  hard  in  the  fourth-quarter  down- 
GE's  unit  still  cranked  out  a  21%  in- 
e  in  profit  despite  a  meek  2%  rise  in 
mes.  But  as  the  economy  tanks,  the 
citation  effort  will  get  harder.  Given 
imrchase  price,  Honeywell  would 
to  generate  average  profit  margins 
'■arly  30%  to  make  the  economics 
—more  than  doubling  margins  in 


such  laggards  as  plastics,  chemicals,  and 
transportation  products,  says  analyst  Bri- 
an K.  Langenberg  of  First  Union  Secu- 
rities Inc.  ge  says  no  one  has  studied 
Honeywell  as  closely  as  it  has  and  it  re- 
mains bullish  on  the  opportunities. 

Nobody  is  saying  ge  can't  goose  per- 
formance, but  to  do  so  will  take  massive 
cost  cuts.  Indeed,  Welch  continues  to 
ramp  up  estimates  of  the  costs  he  can 
squeeze  out.  These  were  initially  pre- 
dicted at  $1.5  billion,  but  ge  on  Mar.  13 
bragged  it  can  whack  $3  billion  out  of 
the  combined  company's  annual  costs. 
However,   that  amounts  to   100%  of 


Honeywell's  overhead  for  2000,  says 
George  W.  Tall,  portfolio  manager  at 
Boston's  David  L.  Babson  &  Co.  "You 
can't  just  turn  out  the  lights  all  in  one 
year.  This  is  a  complex  organization 
with  100,000-plus  people,"  Tall  cautions. 
In  retrospect,  Welch  was  way  too 
bullish  on  his  prediction  that  ge  could 
win  fast  approval  of  the  deal.  The  com- 
panies overlap  in  90%  of  their  business 
lines,  but  Welch  argued  that  there  is 
virtually  no  duplication  of  specific  prod- 
ucts. U.  S.  government  sources  say  that 
the  Justice  Dept.  is  looking  very  closely 
at  the  deal.  It's  clear,  though,  that  the 
toughest  opposition  will  come  in  Europe. 
MISSED    CUE.   Antitrust   lawyers   say 
Welch  should  have  been  tipped  off  by 
the   EC's  earlier  concerns  about  the 
Honeywell-AlliedSignal    combination. 
Worried  about  that  company's  ability  to 
leverage    its    dominance    in    aircraft 
ground-proximity  warning  systems,  reg- 
ulators required  that  it  make  the  gear 
available  to  aviation  competitors.  That 
should  have  told  Welch  he  couldn't  avoid 
a  second-stage  EC  antitrust  review,  the 
lawyers  say.  Philippe  Camus,  co-CEO  of 
eads,  parent  company  of  Airbus  Indus- 
trie, said  that  such  extended  reviews 
almost  always  produce  one  of  two  out- 
comes: "Either  they  disagree,"  effec- 
tively killing  the  deal,  "or  they  ask  for 
some  disinvestment." 

In  a  Washington  visit  in  late  March  to 
coordinate  with  Justice  officials,  Monti 
made  it  clear  he  will  ask  for  some  disin- 
vestment. The  EC  will  hold  a  final  vote  in 
July.  But  no  one  expects  ge  will  let 
things  drag  on  that  long.  On  Mar.  13,  ge 
President  Jeffrey  R.  Immelt  floated  a 
trial  balloon,  saying  ge  will  walk  away 
from  the  deal  if  regulators  insist  on  aero- 
space divestitures  that  substantially  alter 
the  merger.  But  bailing  out  would  be 
difficult,  say  several  ge  investors.  GE 
has  its  managers  deep  into  Honeywell, 
making  decisions  on  everything  from 
hiring  to  accounting  matters. 

When  Welch  announced  the  deal  last 
fall  and  said  he  would  delay  his  long-an- 
ticipated retirement  to  see  it  through, 
analysts  assumed  that  he  wanted  to  go 
out  with  one  last  hurrah.  But  one  long- 
time Honeywell  adviser  predicts  the 
deal  could  instead  go  down  as  Welch's 
Waterloo.  "Although  we  all  deify  Jack, 
this  was  a  very  bad  move,"  he  says.' 
Worse,  though,  are  the  implications  for 
Honeywell  if  the  deal  falls  through. 
"They'll  just  take  it  up  to  a  place  in 
the  Bronx  and  chop-shop  it,"  says  Pru- 
dential Securities  Inc.  analyst  Nicholas 
P.  Heymann.  Without  a  quick  resolu- 
tion, the  parts  look  cheaper  by  the  day. 
By  Pamela  L.  Moore  in  New  York, 
with  Bill  Echifcson  in  Brussels,  Dan 
Carney  in  Washington,  and  Jeff  Green 
in  Detroit 
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A  virtual  close  each  day. 


You  may  be  closer  to  a  one-day  virtual  close  than  you  think.  Downloading  transactions  to  your  virtual  ledger  is  probably  what  vol 
have  in  place  already.  But  if  you're  not  incorporating  the  right  metrics  online,  if  you're  not  integrating  them  into  your  managemen 
reporting  system  online,  you  haven't  gone  far  enough.  With  real-time  financial  management,  you'll  no  longer  be  estimating  bookings 

revenues,  discounts,  margins  and  orders.  Instead,  you'll  be  acting  on  verified  totals.  Including  productivity  by  week,  product,  ret 

and  account.  You'll  have  the  power  to  direct  your  people  better.  To  allocate  resources  more  wisely  And  to  effect  change  insti  ■  1. 1  i 


No  estimates,  no  surprises,  know  everything. 

Discover  all  that's  possible  on  the  Internet. 


merely  reacting  to  it.  With  so  much  real-time  financial  capability  at  our  own  f,ngert,ps  on  any  g,ven  day, 
Cisco  Systems'  finance  organization  has  cut  its  finance  costs  in  half  over  the  past  five  years.  Open  your 
company  up  to  the  power  of  real-time  financial  knowledge  -  and  change  the  way  you  do  business  in  a 
single  day.  Whether  you  manage  your  own  network  or  use  a  service  provider  with  a  Cisco  Powered 
Network  CBSlSS'  w*  ^n  show  you  how  to  put  the  Internet  to  work  for  you.  Visit  cisco.com/go/finance 


Cisco  System; 
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STRATEGIES 


BOEING  ATTEMPTS 

A  U-TURN  AT  HIGH  SPEED 

The  surprise  announcement  of  a  new  subsonic  jet  is  just  one  of  many  GE-style  change 


For  much  of  last  year,  a  dozen  of 
Boeing  Co.'s  best  engineers  locked 
themselves  in  an  unmarked  office  in 
a  secured  area  of  the  jet  maker's 
suburban  Renton  (Wash.)  operations.  Un- 
known to  most  of  the  company's  nearly 
200,000  workers,  the  group  was  busily 
redesigning  Boeing's  future.  To  the  out- 
side world,  Boeing  was  heavily  promoting 
a  remade  747  jumbo  jet  to  compete  with 
rival  Airbus  Industrie.  But  inside  the 
skunk  works  operation,  known  by  its 
code  name  20XX,  Boeing  was  hedging  its 
bets.  What  the  engineers  came  up  with  is 
the  Sonic  Cruiser,  a  much  smaller  jet 
that  looks  like  a  stealth  bomber  and  can 
travel  nearly  at  the  speed  of  sound. 

Radical?  Absolutely.  But  no  more  so 
than  the  broader  shakeup  that's  sweeping 


Boeing  these  days.  Frustrated  with  the 
slow  pace  of  change  at  the  stodgy  $51.3 
billion  aerospace  company,  ceo  Philip  M. 
Condit  has  embarked  on  a  bold  plan  to 
restructure  it  along  the  lines  of  General 
Electric  Co.  That  means  targeting  more 
high-margin  service,  space,  and  defense 
business.  Division  chiefs  are  getting  more 
autonomy  but  will  have  to  compete  more 
than  ever  for  corporate  funding. 
SOMETHING  TO  PROVE.  Condit  is  beefing 
up  Boeing  Capital  Corp.  as  a  separate 
unit  and  pushing  it  to  finance  more  than 
just  aircraft  purchases.  And  he  even 
opened  a  Jack  Welch-like  corporate  learn- 
ing center  in  St.  Louis.  The  most  dra- 
matic statement:  Boeing's  announcement 
last  month  that  it  is  packing  up  its  head- 
quarters and  moving  out  of  Seattle. 


It's  easy  to  see  why  Condit  wan 
get  past  airliners  and  defense  cont: 
Commercial  jet  sales  are  growing  on 
5%  a  year.  And  Airbus  Industrie, 
big's  European  competitor,  has  beei 
ing  its  lunch.  In  the  past  five  years 
bus  has  captured  roughly  half  the  ai 
market.  Besides,  Condit  is  eager  to 
Boeing's  meager  price-earnings  ratio 
by  convincing  a  skeptical  Wall  S 
that  the  company  has  been  freed 
aviation's  cycles  of  boom  and  bust 
first  he  has  to  prove  that  this  is 
than  just  another  dubious  diversify 
move,  like  the  c pany's  past  foray 

pleasure  boats  and  furniture.  "The 
putting  a  lot  of  money  and  efffan 
projects  that  could  become  dry  w 
says  Richard  L.  Aboulafla,  analog 
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Come  May, 
one  issue  will  be 
on  the  minds  of  all 
e-business  leaders 


If  e-business  is  at  the  top  of  your 
thoughts  then  BusinessWeek 
e.biz  25  should  be  at  the  top  of 

your  list.  Featuring  the  25  most 
influential  people  in  e-business, 
this  special  editorial  report 
gives  the  most  business 
professionals  around  the  world* 
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the  Teal  Group,  a  Virginia-based  consult- 
ing group. 

Condit  bristles  at  calling  his  strategy 
"diversification,"  and  swears  it  is  all  about 
making  smart  bets  in  markets  the  com- 
pany already  serves.  Example:  Boeing's 
plan  to  deliver  fully  capable  Internet 
links  to  airliners.  "We  want  to  push 
boundaries,  but  by  bringing  technology  to 
the  customers  we  already  know,"  Condit 
says.  "In  the  past,  we  didn't  understand 
the  market.  We  are  trying  very  hard  not 
to  do  that  here." 

A  couple  of  years  ago,  it  wasn't  clear 
that  Condit  would  be  around  to  pull  off 
such  a  bold  bet.  He  and  President  Harry 
C.  Stonecipher  were  struggling  with  a 
massive  restructuring  of  airliner  produc- 
tion that  coincided  with  a  huge  bulge  of 
orders.  They  laid  off  tens 
of  thousands  of  workers,  AIRLINER: 
slashed  costs,  streamlined   Subsonic 

production,      and      out-   

sourced  more  jet  fabrication  work.  The 
moves  paid  off.  Earnings  have  beaten 
Wall  Street  estimates  for  eight  successive 
quarters,  and  operating  income  climbed 
14%  in  2000,  to  $3.5  billion.  That  helped 
boost  annual  cash  flow  to  more  than  $4 
billion  last  year.  The  stock  hit  $70  a  share 
last  December,  up  from  $35  in  May, 
though  it  has  since  fallen  back  to  about 
$55  along  with  the  overall  market.  "To- 
day the  company  is  a  much  improved 
business,"  says  Richard  J.  Glasebrook  II, 
managing  director  for  Oppenheimer  Cap- 
ital, which  owns  9  million  shares. 
DELEGATION.  Now  Condit  wants  to 
change  Boeing's  culture,  too.  Taking  a 
page  from  Welch's  playbook,  Condit  is 
making  the  three  key  operating  units — 
commercial  airplanes,  military  aircraft, 
and  space  and  communication — account- 
able to  tough  new  performance  stan- 
dards. He  is  giving  the  heads  of  those 
units  new  CEO  titles  and  the  freedom  to 
run  their  businesses  as  independent  com- 
panies. Condit  says  he  will  concentrate  on 
longer-term  strategy  and  allocating  re- 
sources to  new  business  ideas  and  ac- 
quisitions. "We  will  be  focused  on  where 
we  go  next,  what's  the  next  op- 
portunity, and  how  do  we  grow 
this  business,"  he  says. 

It  won't  be  easy  to  find 
the  answers  within  Boeing's 
other  two  core  businesses. 
With  the  C-17  cargo  pro-  ™LiTJR.Y: 
gram  and  the  F/A-18  fight-  JSF  fi9hter 
er  jet  in  full  production,  the 
$12  billion  military  aircraft  division  has 
been  generating  double-digit  profit  mar- 
gins, and  Boeing  figures  to  be  a  key  play- 
er in  any  national  missile  defense  sys- 
tem. But  overall  defense  spending  on 
projects  like  its  proposed  Joint  Strike 


Fighter  is  likely  to  remain  constrained. 
The  $9  billion  space  and  communication 
division  holds  the  most  promise.  Last 
year,  Boeing  spent  $3.9  billion  to  buy 
Hughes  Satellite  division,  and  Condit  ex- 
pects the  unit  to  double  its  sales  to  $8 


billion  over  the  next  five 
However,  Hughes  re- 
ported a  loss  of  $323 
million  last  year,  and 
the  space  unit  is  strug- 
gling with  rocket  failures 
and  soaring  costs  of  new 
launch  systems. 


years 


NEW 
PLAYBOOK  FOR  BOEING 

into  high-margin  avi 
i  and  satellite  services. 

To  distance  himself  and  the 
corporate  staff  from  day-to-day 
operations,  create  three  qpaci. 
independent  companies. 
Relocate  headquarters  far 
Seattle  and  operating  units. 

•  Beef  up  Boeing  Capital  as  a 
separate  operating  unit  to  expand 
financing  services  beyond  aircraft 
purchasers.  Create  new  units  to 
search  for  opportunities  in  Inter- 
net and  air-traffic  control  services. 

•  Opened  a  corporate  learnini 
center  in  St.  Louis,  modeled  on 
a  similar  GE  facility,  to  foster  a 
unified  company  culture. 

•  Turn  up  the  search  for 
acquisitions  that  fit  the  new 

diversified  strategy. 


One  of  Boeing's  first  efforts 
to  apply  its  existing  technology 
to  new  customers  is  Connexion 
by  Boeing.  The  technology,  de- 
veloped by  Boeing's  defense  engineers, 
uses  satellites  and  ground-based  servers 
to  provide  high-speed  Internet  access 
to  air  travelers  so  they  can  watch  video 
streaming  over  the  Web  or  download 
big  data  files  from  work.  However,  Con- 
nexion has  yet  to  land  an  order,  while  a 


more  limited  system,  marketed  by 
tie-based  Tenzing  Communications 
has  deals  with  several  foreign  airliil 

To  have  the  cash  it  needs  to  mve{ 
those  budding  markets,  Boeing 
keep  ceding  ground  to  Airbus  ir 
biggest  business,  commercial  jets, 
still  accounts  for  60%  of 
SATELLITE:     sales.  Condit  hopes  the  shall 
Web  link        will  make  Boeing  more  nir 
~  in    negotiating   airplane    si 
While  Airbus  chief  salesman  John  L| 
and  his  staff  can  make  decisions  o 
spot,  airline  executives  say,  BoJ 
handles  pricing  and  other  conces 
by  committee,  tying  up  deals  wit 

ers  of  bureaucracy.  "I'm  hoping 

give  more  authority  and  suppo 

individuals  to  work  the  dea 

they  don't  have  to  call  Seattl 

every  little  thing,"  says  Joi 

Plueger,  chief  operating  o 

for  Los  Angeles-based  Interna 

Lease  Finance  Corp.,  one  of  the  bi 

airplane  leasing  companies. 

The  Sonic  Cruiser  could  also  alte 
dynamics  of  the  Boeing- Airbus  do 
It  would  be  a  huge  commitment  to 
ing's  conviction  that  airlines  will  de: 
smaller,  more  efficient  jets  flying  d 
to  smaller  cities,  rather  than  lots  o 
seat  superjumbos  that  serve  ce 
"hub"  airports.  Boeing  says  that 
than  85%  of  the  people  flying  into  T< 
Narita  airport,  for  example,  aren't 
to  Tokyo  but  are  heading  to  Singa 
Hong  Kong,  or  elsewhere  in  Asia. 

There  are  many  unanswered  que; 
about  the  Sonic  Cruiser.  It  may  cut 
from  transpacific  flight  times,  as  B 
claims,  but  how  much  fuel  will  it 
zle?  Alan  R.  Mulally,  ceo  for  Bo< 
Commercial  Airplane  division,  sa; 
can  design  and  build  it  for  about  th 
of  a  conventional  jet  liner.  But  son 
alysts  estimate  total  development 
cost  $10  billion.  Airbus  officials  seq 
ing's  decision  to  scrap  the  747X  as 
cation  of  their  large-plane  strategy, 
of  the  biggest  airlines  have  been  € 
siastic  about  the  project,  though.  R> 
Dutta,  president  of  United  Airlinei 
parent  UAL  Corp.,  confirms  his  co 
worked  with  Boeing  to  develop  th 
ic  Cruiser.  "This  industry  is  alway 
gry  for  new  technology,"  he  says. 

Still,  the  Sonic  Cruiser  is  just 
bet  for  Condit.  Ultimately,  he's 
to  pilot  his  company  from  a  low  p- 
airplane  maker  stuck  in  a  cyclical 
try  to  a  high-value,  diversified  aeij 
company.  With  such  an  ambitious 
plan,  it's  time  to  si  rap  on  the  scat 

By  Stanley  Holmes  in  Si'ni/lt 
Carol  Matlack  in  Paris,  Michael 
ni  Chicago,  and  Wendy  Zellner  in 
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it's  the  right  strategic  response  to  the  world's  first  Internet-based  economic 
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art  that  inevitably  lies  ahead?  Join  today's  leading  visionaries  and  industry 
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ow  Information  Technology  Cripples  Decision-Making 
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Tlark  your  calendar  for  the  next  installment  in  BusinessWeek's  e.biz  Live  series! 


A/eb  Smart? 

Better  Ideas, 
Measurable  Results 


II  revolutions  devour  their  young, 
biz  is  no  different. 

7-8  June,  BusinessWeek  will  bring  to  life  its  acclaimed 
ilz  supplement,  published  within  the  pages  of  the 
gazine  every  month.  Last  year,  sold  out  crowds  flocked 
3.biz  Live  to  meet  the  innovators  and  thinkers  driving 

New  Economy.  In  2001,  e.biz  Live:  Europe  will  take  it 
he  next  level.... 

i  eb  Smart?  Better  Ideas,  Measurable  Results" 

feature  the  smart  companies  recently  honored  by 
sinessWeek  as  the  Web  Smart  50.  These  are  the 
npanies  that  are  a  step  ahead  —  who  have  the  tech- 
Dgy  and  the  imagination  to  exploit  it. 

jgistration  and  Info 

w.conferences. businessweek.com/2001/ebizeu 
-all  +44  (0)  207  251  2030 

lister  NOW  to  qualify  for  the  Early  Registration  Fee 
'95)  and  a  FREE  year's  subscription  to  BusinessWeek. 
I  30  April,  the  Regular  Fee  (£795)  will  apply. 

>onsorship  Opportunities 

sponsorship  opportunites,  contact  Michael  A.  Wolf 
)hone  at  +44  (0)  207  330  9055  or  by  e-mail  at 
nael_wolf@businessweek.com. 
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SNAZZY  NEW  TV 
GIZMOS  AND 

BACKUP  POWER 
FOR  YOUR  PC 


I 


Smart  TV 

Gets  Even  Smarter 

Now  you  can  be  a  really  efficient  couch  potato 


Electronics 


BY  LARRY  ARMSTRONG 

Once  in  a  blue  moon,  a  must-have  con- 
sumer gadget  comes  along  that  changes 
the  way  we  live.  Think  of  the  Walkman. 
The  vcr.  The  compact  disk.  The  person- 
al computer. 
Smart  TV  is  one  of  those  products.  A 
system  that  brings  VCR-Iike  controls  such 
as  pause  and  fast  forward  to  real-time  TV  broad- 
casts, it  lets  you  control  what  you  watch,  when 
you  watch,  and  how  you  watch.  Hundreds  of 
thousands  of  people  have  installed  smart-TV  box- 
es, known  generically  as  digital  video  recorders, 
or  personal  TV.  I've  been  using  two  of  them, 
TiVo  and  a  Microsoft  service  called  UltimateTV, 
for  the  better  part  of  a  year. 

Now,  manufacturers  are  offering  a  new  gen- 
eration of  machines 
with  even  more  good- 
ies. I  took  a  look  at  a 
couple  of  them  to  see 
how  they've  improved.  Frankly,  I  was  blown 
away  by  some  of  the  nifty  enhancements  that 
TiVo  has  added.  And  I  was  impressed  with  how 
Microsoft  has  gotten  its  priorities  straight  with 
UltimateTV.  The  successor  to  Microsoft's  WebTV 
Personal  TV,  a  service  available  only  to  EchoStar 
satellite-TV  subscribers,  UltimateTV  finally  is 
more  focused  on  managing  television  viewing 
than  on  surfing  the  Internet.  EchoStar  will  in- 
troduce a  new  system  this  month,  but  it  will 
have  a  very  limited  program  guide  and  far  less 
functionality  than  the  new  TiVo  and  UltimateTV 
devices. 

I  tested  Sony's  sat-tgo  DirecTV  Receiver  with 
TiVo  and  rca's  DirecTV  Receiver  with  Ulti- 
mateTV Service.  Philips  makes  a  similar  TiVo 
machine,  called  the  dsr6000,  virtually  identical 
to  Sony's  except  for  styling 
and  a  peanut-shaped  re 
mote   control   that's   a 
tad    easier    to    use. 
Sony  also  makes  a 
version     of     Ulti- 
mateTV,   the    SAT- 
W60.  All  sell  in  the 
$400  range  and  re- 
quire a  $10  monthly 
subscription  fee  to 
connect  to  the  ser- 
vice. (A  better  deal  is 
TiVo's  $199  lifetime  sub- 
scription, which  is  good 


as  long  as  you  use  the  same  box.) 
Unfortunately,  these  new  systems 
also  contain  a  receiver  designed  to 
work  only  with  satellite  TV,  so  you'll 
need  a  dish  antenna  and  DirecTV  sub- 
scription as  well.  The  good  news:  Be- 
cause the  receiver  and  recorder  are  in 
the  same  box,  installation  is  easier  than 
hooking  up  a  vcr.  This  summer,  TiVo 
will  offer  stand-alone  models  that  will 
work  with  any  cable  or  satellite  TV 
hookup.  And  it  will  electronically  up- 
grade its  first-generation  boxes  with 
most  of  the  new  features  over  your 
home  phone  line,  the  same  way  it  now 
sends  the  program  guides. 

Basically,  smart  TV  is  an  audio/video 
hard-disk  drive  that  records  TV  broad- 
casts. You  can  store  and  watch  them 
later,  like  a  VCR  without  tape.  Or  you  can 
record  and  play  back  at  the  same  time 
Need  a  bathroom  break?  Or  the  phone 
rings?    The   pause   button   will   put 
the  program  on  hold  for  up  to  a 
half-hour  with  TiVo,  more  with 
UltimateTV.  Sports  fans  will 
love  the  instant-replay  but-         J 
ton,  which  jumps  back  / 

eight  seconds.  You  can  J       also    re 


/ 


\ 


/ 
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the  program 
half-hour, 
you're  running  b 
.V     the  broadcast,  you 

/*     fast  forward  to  skip 
commercials    and    any 
/boring  bits.  UltimateTV  n 
that  even  easier  with  a  30 
skip  button. 
There's  much,  much  more,  how 

/and  that's  where  TiVo's  comprehei 
easy-to-use  controls  take  a  significant 
You  can  set  up  UltimateTV  to  record  a  da 
weekly  program,  but  it's  just  recording  by 
nel  and  time.  With  TiVo's  Season  Pass 
can  specify  whether  you  want  first-run 
|^     only  or  first-runs  and  repeats.  Shoul 
network  move  the  show,  such  as  whei 
moved  The  Lone  Gunmen  from  Sund 
Friday,  TiVo  will  find  it  without  m 
an  episode.  Hate  the  way  NBC  start; 
&  Grace  a  minute  early  or  runs  Fi 
a  minute  late?  You  can  tell  Ti 
shift  the  recording  time  l>y  ;i  iniu 


Ian  i 


) — in-  five  or  10.  UltimateTV  doesn't  give  you 
t  option. 

Ho  has  also  added  some  features  I  hadn't 
II  thought  of.  If  you're  watching  a  show  and 
i(]<    to  record  it,  you  can  hit  the  record 
ton  and  it  will  capture  the  part  you've 
jady    seen — up    to    a    half-hour's 
•th — as  well  as  what's  yet  to 


/ 


/ 


/ 


And    a    powerful    new 
feature  called  Wish 


/ 


/ 


List   lets   you    sift 
through  the  program  list- 
by  actor  or  director  or  by  keywords  such  as 
J  ictive"  or  "Perry  Mason."  UltimateTV  has 
yword  search,  too.  But  with  TiVo,  if  you 
n  the  title  of  a  movie  that  has  just  hit  the 
creen,  it  will  search  your  program  listings 
;  after  week  and  auto-  ^^^™^^^^^™ 
2ally  record  the  movie 
i  it  finally  comes  to  TV. 
you're  so  inclined,  you 
lave  TiVo  record  pro- 
•  18  it  thinks  you  might 
ifou  can  rate  programs — 
you're  watching  them 
hile  scanning  the  pro- 
guide — using  "thumbs 
nd  "thumbs  down"  but- 
on  the  remote  control, 
will  also  keep  track  of 
you  watch  and  suggest 
:hing  similar.  If  you've 
led  an  Alfred 
'for  example,  it's  likely 
a;  another  for  you. 
thin  a  day  of  setting  up 
'stem,  TiVo  offered  two 


movies  I  was  interested  in. 
They     were. ..well,     never 
mind.  TiVo  doesn't  know  what 
they  were,  either.  While  both 
the  TiVo  and  UltimateTV  systems 
can  keep  track  of  what  you  watch 
and  even  what  commercials  you  skip, 
they  both  promise  never  to  connect  that 
information  with  your  name  and  address. 
If  you  want,  you  can  instruct  them  not  to 
collect  it  at  all,  even  anonymously. 
The  biggest  advantage  of  the  Microsoft  sys- 
tem is  that  it  arrives  with  two  receivers  built 
into  the  same  box.  That  gives  it  a  picture-in-pic- 
ture  option  so  you  can  watch  two  shows  at 
once,  record  two  simultaneously,  or 
watch  one  and  record  the  other.  TiVo 
systems  are  shipped  with  two  re- 
ceivers as  well,  but  one  is  inactive. 
The  second  will  be  turned  on — by  a 
software  download — later  this  summer, 
allowing  the  dual-recording  capability. 
But  it  will  never  get  the  picture-in- 
picture  feature. 

Like  its  predecessor,  UltimateTV 
gives  you  a  Web  connection  so  you 
can  surf  or  read  and  write  e-mail  while 
you  watch  TV.  Ostensibly,  it  lets  you 
interact  with  your  TV,  or  at  least  with 
those  few  TV  shows  that  have  devel- 
oped interactive  content,  such  as  cbs's 
Crime  Scene  Investigation.   It  also 
comes  with  two  USB  ports  (still  inac- 
tive) so  that  in  the  future,  you  can 
hook  up  a  high-speed  modem  and  a 
printer  (also  inactive).  My  guess  is  that 
by  the  time  TV  networks  start  offering 
worthwhile  interactive  features  along  with  their 
shows,  you'll  need  a  different  kind  of  receiver  to 
get  them. 

Either  system  will  change  your  viewing  habits. 
Since  I  discovered  smart  TV,  I  probably  watch 
more  than  I  used  to,  but  I  watch  more  efficient- 
ly. I  rarely  watch  in  real  time  any  more.  It's 
too  easy  to  start  10  minutes  late  so  I  can  zap  the 
commercials.  And  I  never  have  to  cycle  through 
the  channels  looking  for  what's  on.  Today's  smart 
TVs  know  what  I  want  to  watch,  and  they've 
already  done  the  channel-surfing  for  me.  o 


TiVo  has  added 
some  nifty 
enhancements. 
If  you're  watching 
a  show  and  decide 
to  record  it,  just 
hit  the  record 
button  and  TiVo 
will  capture 
the  part  you've 
already  seen 
as  well 


What's 
New 


RCA  DIRECTV  SYSTEM  WITH  ULTIMATETV* 

Dual  tuners  for  picture-in-picture,  so  you  can 
watch  one  show  and  record  another  or  record 
two 


simultaneously  i'choic'e'of 


SONY  SAT-T60  WITH  TIVO* 

•  Better  search  and  control  features  for  finding 
and  recording  programs 


grid  or  column  program  guides 


Internet  access  for  Web  browsing,  e-mail,  and 


Hitchcock       interactiveTV scheduled  yet 


Wish  List  for  recording  movies  that  haven't  been 


Automatic  upgrade  this  spring  will  add 
manual  recording  and  program  lock  to  avoid 
accidental  deletion 


*Receivers  cost  $400,  plus  $10  monthly  tor  a  two-week 
program  guide,  one-button  record,  and  pause  and  instant 
replay  tor  live  TV.  Each  will  store  up  to  35  hours  ot  TV  shows 
and  requires  a  DirecTV  subscription  and  satellite  antenna. 
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Computers 


A  Cheap  Way  to  Banish 
Those  Blackout  Blues 

Gizmos  that  save  the  day  when  your  screen  goespjfft 


BY  LARRY 
ARMSTRONG 


AN  APC  PRO 
500:  PRICES 
HAVE  FALLEN 


A?C 


V 
li 


fou  know  the  feeling.  You're  sitting  at  your 
computer  when  the  lights  dim,  flicker,  and 
recover.  It's  over  in  an  instant,  yet  during 
that  time  your  PC  gives  off  an  ominous  click 
and  reboots.  It's  a  sure  sign  that  whatever 
you  were  working  on — paying  your  bills,  exe- 
cuting a  stock  trade,  burning  the  latest  Britney 
Spears  tune  onto  a  CD — is  gone. 

After  a  particularly  threatening  win- 
ter, complete  with  rolling  blackouts  and 
heavier-than-usual  storms  for  us  Cali- 
fornians,  I  decided  it  was  time  to  look 
for  an  uninterruptible-power  supply 
(ups).  Besides,  summer  is  coming,  with 
the  brownouts  that  occur  as  everyone 
cranks  up  the  air  conditioning. 

ups  systems  look  like  a  battery  in  a 
box,  but  they're  more  than  that.  They 
use  electrical  circuits  to  protect  your 
computer  gear  from  Mother  Nature  and 
your  local  utility,  especially  from  the 
damaging  electrical  spikes  that  follow 
brief  outages  when  the  power  comes  ^ 
on    again.    The    battery    gives    you 
enough  time  to  save  your  work  after 
the  lights  go  out.  Even  some  of  the 
least  expensive  models  can  get  your 
computer  to  automatically  store  open  files,  close 
programs,  and  shut  down. 

DO  YOUR  MATH.  I  looked  at  a  half-dozen  models 
from  American  Power  Conversion,  Tripp  Lite, 
and  Opti-UPS.  A  few  years  ago,  they  started  at 
about  $200  and  went  up  from  there.  Now,  prices 
have  come  way  down:  A  UPS  rated  around  300 
VA  (volt-amps)  can  be  had  for  $60  to  $80.  That's 
not  much  more  than  a  good  surge  suppressor — 
which  gives  you  some  of  the  electrical  protection 
against  power  spikes  but  still  leaves  your  data 
vulnerable  when  your  computer  shuts  down  with- 
out warning. 


The  companies'  Web  sites  will  give  you 
lines  to  figure  how  big  a  ups  you  need,  basej 
your  PC's  processor  and  the  size  of  your  mor 
They  err  on  the  generous  side.  You  can 
more  accurate  job  yourself:  Add  up  the 
mum  current  in  amps  that  each  piece  of  ec 
ment  draws  (check  the  stickers  on  the  ba1 
multiply  by  120  volts,  and  divide  by  two  to 
rough  estimate  of  average  power.  You  si 
include  your  computer,  monitor,  and  moder 

Even  the  smallish  systems  should  give| 
five  or  six  minutes  of  battery  backup  pc 
generally  enough  to  finish  your  work  and 
down  your  computer.  (Four  out  of  five  outag 
the  U.S.  last  five  minutes  or  less.)  Syster 
the  $90  to  $150  range,  rated  at  420  to  525  l 
you  work  through  incidents  that  last  15 
minutes  or  more,  depending  on  how  much  ] 
your  system  draws.  They  also  include  more 
er  outlets  to  handle  more  equipment  and  hz 
couple  of  phone  jacks  to  protect  your  PC 


law 


MANUFACTURER 


MODEL 


RETAIL 
PRICE 


AMERICAN  POWER  CONVERSION 

www.apcc.com 


Back-UPS  Office  350 
Back-UPS  CS  500 
Back-UPS  Pro  500 


$75 
$130 
$160 


OPTI-UPS 

www.opti-ups.com 


OPTI-UPS  PowerES  420  $130 

OPTI-UPS  BackUp-Time  525bt  $100 


TRIPP  LITE  www.tripplite.com         Internet  Office  500 


'  Running  a  Dell  OptiPlex  GX1 10  with  Pentium  III  processor  (2.0  amp) 
and  NEC  AccuSync  90  19"  monitor  (2.2  amp) 


power  surges  that  come  in  through  the  mc 
such  as  when  lightning  takes  out  a  phone  li 
more  expensive  system  will  give  you  room  i 
pand  if  you  plan  to  add  an  external  cd-rom 
er  or  perhaps  a  Zip  drive.  Don't  bother  cor 
ing  equipment,  such  as  a  printer  or  scanner 
does  work  that  can  easily  be  duplicated  wb 
power  comes  back  on. 

A  word  about  the  software  that  comes 
these  machines:  It's  designed  for  netwo: 
ministrators  who  want  to  monitor  compute 
motely,  and  much  of  it  is  too  eomplicat 
home  systems.  You  probably  don't  need 
paged,  for  example,  when 
home  computer  goes  dead.  I 
call  the  tech  support  depar 
at  both  Tripp  Lite  and  Opti 
get  their  programs  configure 
rectly  for  my  system.  That 
a  problem  with  the  APC  prod 
Sure,  buying  a  UPS  is  like  \ 
insurance.  You  may  never  i 
Then  again,  a  single  incident 
you  save  a  lot  of  data  or  I  it t i 
make  you  feel  as  if  your  pui 
just  paid  for  itself. 


<li 


l)i[il 


HJL 


BATTERY 
RUNTIME* 


7  min. 
18  min. 
21  min. 


11  min. 
15  min. 


$100      22  min. 
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Hon.  Felix  G.  Rohatyn, 
ier  Ambassador  to  France, 
address  the  Financial  Services 
ership  Forum  at  a  breakfast  on 
day,  April  10,  2001 
8:00  a.m.  to  9:30  a.m. 
saly  Hall  at  SIBL, 
Madison  Avenue 
ith  Street). 


1 


I  ^B       ^m 
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ssible  information  center  devoted  to  the  subjects  of  business,  industry  and  science. 

Subscribe  now  for  membership  in  SIBL's  unique 

breakfast  speakers  series,  launching  Tuesday,  April  10,  2001, 

made  possible  by  the  generous  support  of 

The  McGraw-Hill  Companies. 

An  opportunity  to  interact  in  a  small  forum  with  a  select  group 
of  the  most  influential  industry  leaders. 

All  proceeds  from  this  limited  membership  to  attend  four  events 
will  be  directed  to  support  of  SIBL. 

Call  SIBL  for  membership  information  at  212-592-7080 


Financial  Services  Leadership  Forum 


Forum  Advisory  Committee 

J.  Carter  Bacot,  Todd  Berman,  John  Biggs, 

Samuel  C.  Butler,  Esq.,  Jill  Considine,  William  Freda, 

Alan  C.  Greenberg,  Maurice  R.  Greenberg, 

Michael  Klein,  Todd  Lang,  Alexandra  Lebenthal, 

Harold  McGraw  III,  Eugene  O'  Kelly,  Paul  Schreiber,  Esq., 

Hon.  Muriel  Siebert,  Anne  Tatlock, 

Hon.  John  C.  Whitehead. 


Committee  for  SIBL  Co-Chairs 

Claite  Benenson,  Judith  Hhrlich,  Dorothy  Cullman 


The  New  York  Public  Library 

Science,  Industry  and  Business  Library 


NEW  RULES  FOR 
IRAsAND 

401(k)s;  BARKER 
ON  CISCO 


Your  Retirement  Fund 
Just  Got  More  Fruitful 

Stretched-out  payments  help  you  and  your  survivors 


i 


:.^^^ 


BY  ANNE  TERGESEN 

Rarely  are  the  words  "Internal  Revenue 
Service"  and  "simplified  rules"  spoken 
in  the  same  breath  without  irony.  But 
surprise!  The  agency's  rules  governing 
the  distribution  of  assets  in  iras  and 
401(k)s  really  have  been  simplified. 
Those  70/4  and  older,  who  are  required 
to  start  taking  money  out  of  these  plans,  can 
now  figure  the  distributions  from  one  straight- 
forward calculation  instead  of  three  complex 
ones.  And  the  IRS  lets  you  assume  a  longer  life 
expectancy,  so  you  can  draw  less  from  your  ac- 
count and  leave  more  behind  for  heirs. 

Still,  don't  assume  this  new  era  of  simplicity 
and  flexibility  means  you  can  put  the  whole  mat- 
ter of  retirement  account  distribu- 
tions on  autopilot.  "People  might 
get  the  impression  that  the  IRS 
took  care  of  everything  and  you 
can't  make  a  mistake  anymore,"  says  Ed  Slott, 
editor  of  the  newsletter  Ed  SLott's  ira  Advisor 
(800  663-1340;  www.irahelp.com).  "The  key  is 
still  planning." 

As  before,  at  age  59'/4,  you  can  take  money 
penalty-free  from  these  plans.  But  shortly  after 
turning  70/4,  you  must  begin  withdrawing  or  you 
face  a  50%  penalty  on  the  difference  between 
what  was  taken  and  what  should  have  been  tak- 
en. The  whole  idea  behind  forced  distributions  is 
that  the  government  can  start  collecting  taxes  on 
the  money  that  has  been  accumulated.  Roth  IRAs 
are  exempt  from  this  because  taxes  already  have 
been  paid  on  the  contributions. 

The  formula  for  computing  required  distribu- 
tions has  not  changed:  Simply  divide  your  ac- 
count's yearend  balance  by  your  life  expectancy. 
Taxpayers  can  use  the  new  rules  immediately  for 
IRAs.  For  401(k)s,  the  new  rules  don't  take  effect 
until  your  company  amends  its  plan — and  it  has 
until  next  year  to  do  so. 

Under  the  new  rules,  the  IRS  has  added  years 
to  your  life  expectancy.  Take  a  75-year-old  man 
whose  beneficiary  is  his  77-year-old  wife.  The 
new  rules  give  the  couple  a  combined  life  ex- 
pectancy of  21.8  years — or  6  years  longer  than 
before.  Why  the  difference?  When  the  IRS  com- 
putes life  expectancies,  it  uses  the  account 
owner's  real  age  but  assumes  that  the  ben- 


Retirement 


eficiary  is  10  years  younger  than  the 
account  owner.  The  old  system  was  less 
generous  because  it  used  the  beneficia- 
ry's real  age.  If  your  beneficiary  is  more 
than  10  years  your  junior,  you  can  still 
use  his  or  her  real  age.  But  to  get  this 
break,  the  beneficiary  must  be  your 
spouse. 

SMALLER  BITE.  The  revision  is  desirable 
because  longer  life  expectancies  reduce 
the  amount  that  must  be  taken  from 
your  retirement  account  each  year.  This 
gives  your  assets  more  time  to  grow 
tax-deferred — and  helps  you  leave  more 
to  your  heirs.  "Because  the  IRS  has  en- 
abled almost  everyone  to  reduce  their 
minimum  distributions,  we 
are  going  to  see  larger 
sums  of  money  accumulate 
in  iras  and  401(k)s,"  says 
Theresa  Fry,  a  retirement  planning  spe- 
cialist at  A.G.  Edwards  &  Sons  in  St. 
Louis.  With  bequests  larger,  "estate 
planning  is  going  to  be  more  impor- 
tant," she  adds. 

To  keep  as  much  of  your  ira  as  pos- 
sible out  of  the  taxman's  hands,  it's  im- 
portant to  take  advantage  of  the  IRs's 
newfound  flexibility  in  allowing  benefi- 
ciary changes.  The  old  rules  permitted 
account  owners  to  create  a  revolving 
door  of  beneficiaries.  But  in  most  cases, 
the  eventual  heir  was  stuck  with  a  pay- 
out schedule  dictated  by  the  age  of 
whomever  the  account  owner  chose  as 
beneficiary  when  he  or  she  was  70H 

Now,  beneficiaries  are  no  longer  stuck 
with  that  decision.  Whoever  is  beneficia 
Dec.  31  of  the  year  following  the  account  o' 
death  is  entitled  to  spread  annual  withdi 
over  his  or  her  lifetime.  That  means  a 
heir — say,  a  5-year-old  grandchild — can  tak 
outs  over  76.6  years. 

If  you  have  multiple  beneficiaries,  mak 
to  specify  how  you  want  the  account  di 
As  long  as  your  heirs  split  the  account  b; 
31  of  the  year  after  your  death,  each  car 
withdrawals  on  his  or  her  own  life  expei 
rather  than  that  of  the  oldest  heir. 


If  you  choose  to  limit  your  withdrawals 
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e  new  rules  can  help  even  those  who  al- 
'  have  inherited  iras.  If  you  are  withdraw- 
ioney  based  on  the  life  expectancy  of  an  ac- 
owner  who  is  deceased,  you  can  switch 
ir  own  life  expectancy  with  your  next  dis- 
aon,  says  Don  Roberts,  a  spokesman  for 
ts.  But  if  you  liquidated  the  account  more 
'50  days  ago  or  are  draining  it  over  a  five- 
horizon,  you're  probably  out  of  luck.  Check 
■in  expert. 

iereas  the  old  rules  often  forced  ira  owners 
ose  between  providing  for  a  spouse  and  ex- 


tending their  account's  life  by 
giving  it  to  younger  generations, 
the  new  rules  allow  those  who 
plan  carefully  to  achieve  both 
goals.  The  key  is  to  create  at 
least  two  levels  of  beneficiaries. 
Then,  inform  the  primary  heirs  of 
their  right  to  disclaim,  or  re- 
nounce, their  inheritance  in  fa- 
vor of  those  with  contingent,  or 
secondary,  status  within  nine 
months  of  the  ira  owner's  death. 
"Disclaimers  are  going  to  be 
huge,"  says  Steven  Lockwood,  a 
co-author  of  the  Individual  Re- 
tirement Account  Answer  Book. 
"That's  where  all  the  action  is 
going  to  be." 

PATIENCE  PAYS.  Disclaimers  have 
long  been  used  by  heirs  who 
don't  need  a  windfall  and  want 
to  pass  it  on  to  others.  For  ex- 
ample, if  a  spouse  needs  only 
$500,000   of  her   husband's 
$750,000  ira,  she  can  re- 
nounce $250,000— in  effect, 
handing  the  money  to  the 
contingent  beneficiary.  Say 
that  person  is  her  teenage 
''    grandson.    The    disclaimer 
causes  the  inheritance  to  skip  a 
generation — and,  quite  possibly, 
two  layers  of  estate  taxes. 

The  new  rules,  however,  create 
an  additional  incentive  to  disclaim 
because  they  free  the  next-gen- 
eration heirs  from  the  withdraw- 
al schedule  selected  by  the  ac- 
count owner.  In  the  above 
example,  this  allows  the  grandson 
to  spread  payouts  over  his  own 
life  expectancy. 

The  benefit  is  dramatic.  In 
fact,  assuming  an  8%  annual  rate 
of  return,  an  18-year-old  inherit- 
ing $250,000  would  realize  $7.85 
million  of  income  over  his  life- 
time—provided he  takes  only 
the  minimum  amount  required, 
Fry  says.  "You  are  now  assured 
that  these  accounts,  if  planned 
for  properly,  can  stay  in  the 
family  for  two  generations  or 
longer,"  Lockwood  says. 

Whatever  you  figure  on  doing,  make  sure  to 
name  at  least  one  primary  and  one  contingent 
beneficiary.  If  you  leave  the  form  blank,  your 
plan  may  name  your  estate  by  default.  That 
would  prevent  those  who  inherit  the  money 
from  taking  advantage  of  the  opportunity  to 
spread  withdrawals  over  their  own  lifespans. 
Given  how  much  simpler  the  new  irs  rules  are, 
there's  no  excuse  for  making  mistakes— never 
mind  one  that  costs  your  heirs  so  much  in  for- 
feited investment  gains.  n 


Bad  News, 
Good  News 

You're  dead,  that's 
the  bad  news.  But 

your  leftover 

retirement  fund 

need  not  be  lunch 

for  the  taocman: 

LARGER  INHERITANCES 

The  IRS  now  allows  for 
longer  life  expectan- 
cies. That  means  those 
who  must  withdraw 
from  their  retirement 
accounts  each  year 
can,  if  they  wish,  take 
less  each  year  and 
thus  leave  more  for 
their  heirs. 

SIMPLICITY 

Instead  of  three  differ- 
ent ways  to  compute 
life  expectancy,  the 
new  rules  offer  just 
one. 

INHERITANCES  THAT 
LAST  LONGER 

Whoever  is  the  desig- 
nated beneficiary  on 
Dec.  31  of  the  year  fol- 
lowing the  account 
owner's  death  can 
spread  annual  with- 
drawals over  his  life- 
time. In  the  past,  heirs 
often  were  stuck  com- 
pleting the  account 
owner's  life  expectancy. 

THE  ELIMINATION  OF 
PAST  MISTAKES 

You  can  wipe  the  slate 
clean  on  IRA  distribu- 
tion choices  that  were 
not  optimal  or  no 
longer  suit  your  needs. 

GREATER  FLEXIBILITY 

Account  owners  can 
change  beneficiaries 
as  often  as  they  like 
with  no  negative 
repercussions 
for  heirs. 


lent  fund  stays  larger  longer  and  earns  more 
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CISCO  MAY  NOT  BE 
BOUNCING  BACK  SOON 


BY  ROBERT  BARKER 

The  stock-fueled 
acquisition  binge 
that  had  Cisco 
doing  nearly  two 
deals  a  month— 
and  that  fed  its 
sales  growth-is 
at  a  sudden  halt 


The  Nasdaq  had  topped  out  weeks  earlier. 
But  as  Monday,  Mar.  27,  2000,  dawned,  faith 
in  Cisco  Systems  still  ran  high.  Just  two 
trading  days  before,  the  Internet  titan's  stock 
split  for  the  fourth  time  in  27  months.  Then,  at 
10:25  that  morning,  in  a  final  hysterical  spasm,  a 
single,  100-share  lot  traded  up  at  $82 — the  peak 
from  which  Cisco  has  since  plunged  80%.  Below 
$16,  Cisco  must  be  hysterically  cheap.  Right? 

It's  nice  to  imagine  that.  Yet  beyond  the 
gloomy  sales  forecasts  that  are  fast  becoming 
CEO  John  Chambers'  regular  gig,  there's  another, 
less  appreciated  reason  why  Cisco  stock  may 
have  more  room  to  fall.  Cisco  used  its  stock 
freely  to  pay  for  an  acquisition  binge  that  fed  its 
revenues.  In  its  relentless  rise,  the  stock  helped 
to  seduce  merger  targets.  Now,  it's  acting  as  a 
cold  shower  on  Cisco's  acquisitions — and  growth. 

After  announcing  18  deals  valued  at  $14.5  bil- 
lion in  1999,  and  23,  or  $11.4  bil- 
lion, more  in  2000,  Cisco  this  year 
through  March  announced  none 
(chart).  In  last  year's  March  quar- 
ter, it  unveiled  seven.  Cisco  ac- 
knowledges the  pause  but  cau- 
tions against  making  too  much  of 
it.  "Our  acquisition  strategy  re- 
mains unchanged,"  a  spokes- 
woman told  me.  "Acquisitions  are 
less  difficult  in  a  market  like 
this."  Startups,  she  added,  now 
would  be  happy  to  be  bought  out 
rather  than  take  their  chance  on 
an  initial  public  offering.  There's  truth  in  that. 
It's  also  true  that  companies  aiming  to  be  bought 
will  have  to  slash  their  asking  prices. 

Yet  at  the  same  time,  these  companies  proba- 
bly will  demand  more  cash,  less  stock.  Steve 
Workman  is  chief  financial  officer  of  Finisar,  an 
optical  networking  company  that,  like  Cisco,  has 
grown  in  part  through  stock  deals.  He  told  me 
that  while  some  sellers  will  see  an  upside  po- 
tential in  today's  lower  market  values  and  accept 
stock  as  payment,  "cash  will  play  a  greater  role" 
overall.  Bob  Mohalley  recently  retired  as  chief 
strategist  at  Lucent  Technologies'  fiber-optic  unit. 
"Cash  is  king,"  he  says.  "I  can  hear  the  [sellers'] 


CISCO:  DEALING  WITH 
WEAKER  CARDS 
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conversations  going  on — T  don't  want  stoc 
cause  what  if  it  goes  down  more?' " 

So  far,  Cisco  has  had  to  use  remarkably 
cash  in  deals.  Stock  and  options  made  up 
ment  for  all  but  $154  million  of  the  near! 
billion  in  acquisitions  that  Cisco  closed  in  i 
cal  2000,  which  ended  last  July.  Lately,  ho 
the  share  of  cash  in  acquisitions  has  been 
ing.  In  fiscal  2001's  first  half,  Cisco  closed 
deals,  valued  at  $2.3  billion,  $205  million  o 
cash.  It  also  spent  $806  million  in  cash  fo: 
nority  stakes  in  other  businesses,  vs.  $125 
in  cash  during  fiscal  2000's  first  half. 
GRIM  MATH.  Cash  is  always  precious.  Bu 
chilling  Cisco's  dealmaking  is  that  with  its 
stock  price,  acquisitions  financed  by  stock 
dilute  shareholders'  stake  far  more  than  b 
Last  May,  for  example,  Cisco  bought  Q 
Systems  in  a  deal  valued  at  $800  million.  I: 
ment,  the  Swedish  developer  of  optical 
plexing  took  13.7  million  Cisco  shares,  then 
ing  near  $59.  Imagine  if  the  deal  were 
today.  With  its  stock  at  $16,  Cisco  would  ne 
million  shares  to  get  to  $800  million.  E 
Qeyton  halved  its  asking  price — given  the 
ket,  a  reasonable  guess — the  grim  math 
Cisco  would  need  to  issue  2, 
lion  shares  in  payment. 

By  all  accounts  a  mas 
marketer,  Cisco  boasts  m 
ways  to  spur  growth  one 
clouds  over  the  economy  am 
com  lift.  Its  spending  on  in 
research  also  has  been  su 
faster  than  revenue.  Yet  tl| 
no  escaping  that  71  acquis 
since  1993  to  fill  out  or  e:| 
its  product  line  have  proved 
gral  to  Cisco's  great  for 
Whenever  it  has  spotted  the 
optical-transport-dense-wave-VPN-connector 
it  needed  for  growth,  Cisco  could  snap 
with  currency  more  alluring  even  than  Fe 
Reserve  notes — a  stock  that  in  each  year 
the  past  decade  returned  an  average  of  73 
Today,  Cisco's  7.3  billion  shares  look  li 
many  notes  on  the  Bear  Republic.  That  r 
won't  help  Chambers  whenever  he  strides 
clinch  a  deal  with  Cisco's  next  takeover  ta 
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For  more  on  Cisco,  see  barker.online, 
www.businessweek.com/investor/  and  click  on  "Col 
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BUYERS  GET  IDEAS 
AFTER  A  TUMBLE 


LLIANCE'S  FULL  ALLY? 


Opportunity  is  knocking  for  corporations  that 
own  sizable  stakes  in  other  companies.  At 
today's  fire-sale  prices,  they  might  seize  the 
moment  to  buy  the  remaining  shares  they  don't  al- 
ready own.  This  explains  in  part  why  some  pros 
have  been  snapping  up  Alliance  Capital  Manage- 
ment Holding  (AC),  which  tumbled  from  nearly 
60  in  late  January  to  37  on  Mar.  22.  Lately,  though, 
the  stock  has  edged  up  to  39,  possibly  signaling 
fresh  institutional  nibbles  at  the  stock. 

Part  of  the  reason:  Alliance,  an  asset  manager 
that  shepherds  some  $454  billion,  is  53%  owned  by 
France's  axa  Group.  "Alliance  fits  the  profile  of  a 
takeover  target:  It  is  in  a 
rapidly  consolidating  indus- 
try and  is  part-owned  by 
another  company,"  says 
Charles  LaLoggia,  co-author 
of  a  new  book,  The  Super- 
stock  Investor.  LaLoggia  fo- 
cuses on  identifying  "telltale 
signs"  indicating  that  com- 
panies are  takeover  bait. 

Last  year,  AXA  acquired 
axa  Financial — formerly 
Equitable  Assurance — in  which  it  already  had  a 
57%  stake.  It  also  got  out  of  the  brokerage 
business  by  selling  its  71%  stake  in  Donaldson, 
Lufkin  &  Jenrette  to  Credit  Suisse  Group.  This 
is  part  of  the  new  strategy  of  axa  Chairman 
Henri  de  Castries,  who  has  stated  that  he  con- 
siders asset  management  axa's  core  business. 
"It  sold  dlj  when  prices  of  brokerage  firms 
were  at  their  highs  and  then  acquired  all  of 
axa  Financial,"  says  LaLoggia.  To  him,  that 
raises  the  possibility  that  AXA  will  ultimately 
buy  the  remaining  47%  of  Alliance.  The  more 
Alliance's  stock  drops,  the  more  likely  the  buy- 
out becomes,  adds  LaLoggia,  who  figures  Al- 
liance is  worth  55  to  60  in  a  takeover.  On  fun- 
damentals alone,  Guy  Moszkowski  of  Salomon 
Smith  Barney  has  a  price  target  of  56.  Alliance 
spokesman  John  Meyers  declined  comment  as  a 
matter  of  policy. 
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BIOMIRA  COULD  GET 
A  NEW  LEASE  ON  LIFE 
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'ill  Biomira  (biom)  be  the  first  to 
develop  a  therapeutic  vaccine  for 
metastatic  breast  cancer?  Some 
analysts  are  betting  on  the  biotech  com- 
pany, which  has  completed  enrollment 
of  903  patients  for  Phase  III  clinical  tri- 
als of  its  Theratope  vaccine — which  bol- 
sters the  body's  immune  response.  And 
in  a  few  weeks,  Biomira  will  name  a 
partner  to  co-market  the  vaccine  world- 
wide. Two  big  European  drugmakers  are 
vying  for  a  licensing  and  marketing  deal. 


Biomira's  second  drug,  BLP-25,  which  targets  lung 
cancer,  is  in  Phase  II  trials. 

The  partner  will  pay  $10  million  upfront  and 
acquire  an  equity  stake  in  Biomira — a  big  plus 
for  the  company,  says  one  investment  manager. 
"We  expect  Biomira  to  make  great  progress  with 
Theratope  in  the  next  six  to  nine  months,"  says 
analyst  Cosme  Ordonez  of  Canadian  investment 
firm  Dlouhy  Merchant  Group.  Although  the  out- 
come is  far  from  certain,  he  expects  "positive  in- 
terim results"  based  on  previous  clinical  data. 
The  results  should  boost  Biomira  stock,  now  at 
5.69,  says  Ordonez.  He  rates  it  a  buy. 

The  trials  seek  to  verify  the  effectiveness  of 
the  vaccine  in  delaying  the  progress  of  breast 
cancer  and  in  prolonging  patient  survival.  The 
first  interim  analysis  of  the  tests  is  expected  in 
the  third  quarter.  Assuming  Food  &  Drug  Ad- 
ministration approval  in  2003,  says  the  analyst, 
Biomira  could  turn  profitable  in  2004.  His  12- 
month  target:  13  a  share. 

A  ROSY  DIAGNOSIS 
FOR  VYSIS 

Vysis  (vysi)  has  the  distinction  of  being  the 
first  genomics  company  to  turn  a  profit: 
This  developer  of  DNA-based  clinical  prod- 
ucts— which  provide  information  on  genetic  dis- 
eases, including  cancer — posted  fourth-quarter 
sales  of  $6.5  million  and  earnings  of  $904,000, 
or  80  a  share,  compared  with  a  loss  of  $1.5  mil- 
lion, or  -160  a  share,  a  year  earlier.  The  stock 
jumped  from  8  to  10  when  the  profit  news  came 
out  on  Mar.  1.  But  it  later  slid  back,  as  biotech 
stocks  took  a  market  bruising. 

Some  big  investors,  however,  are  buying 
shares,  now  at  6.56,  based  on  optimism  over  Vy- 
sis' diagnostic  product  called  PathVysion  her-2. 
It  is  used  to  determine  which  breast-cancer  pa- 
tients are  most  likely  to  respond  to  Genentech's 
Herceptin.  Vysis  and 
Genentech  have  jointly  filed 
for  FDA  approval  of  the 
product.  "FDA  approval  will 
position  Vysis  as  a  key 
participant  in  a  $50  million 
market,"  says  Vysis  ceo 
John  Bishop.  One  money 
pro  thinks  the  stock  could 
hit  the  mid-20s  with  FDA 
approval.  Analyst  Ron  Opel 
of  H.  C.  Wainwright  ex- 
pects the  go-ahead  this  year.  Money  manager 
Carl  Gordon  of  OrbiMed  Advisors  says  the  prod- 
uct is  superior  to  other  diagnostic  aids  and  is 
"the  most  exciting  product"  for  Herceptin.  Based 
on  his  optimism  on  PathVysion  and  Herceptin,  he 
thinks  Vysis  is  way  undervalued. 
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Read  Gene  Marcial's  Inside  Wall  Street  Online  column 

Tuesday  afternoons  at  www.businessweek.com/today.htm. 

And  see  him  Fridays  at  1:20  p.m.  est  on  ciwfn. 
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Spring  hasn't  brought  the  stock  market 
bluebirds  and  happiness.  Both  the  Nas- 
daq and  S&P  suffered  their  worst  close 
this  week  since  October,  1998.  The 
Dow,  down  2.8%  for  the  week,  slipped 
20%  below  its  peak  on  Apr.  4 — into  of- 
ficial bear  territory — before  rebound- 
ing that  day.  Mounting  first-quarter 
profit  warnings,  from  the  likes  of  Ariba 
and  Broadvision,  didn't  help  the  market. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1103.3  -4.3  -16.4  -26.2 

Dow  Jones  Industrials  9515.4  -2.8  -11.8  -14.8 

Nasdaq  Composite  1638.8  -11.6  -33.7  -60.5 

S&P  MidCap  400  433.7  -5.2  -16.1  -8.1 

S&P  SmallCap  600  192.9  -4.4  -12.2  -3.6 

Wilshire  5000  10,068.6  -4.7  -17.3  -27.9 

SECTORS 

BusinessWeek  50*  754.4  -5.2  -22.2  -42.1 

BusinessWeek  Info  Tech  100**     387.0  -10.9  -31.6  -62.4 

S&P/BARRA  Growth  534.7  -5.6  -22.2  -41.3 

S&P/BARRA  Value  566.9  -3.3  -10.9  -7.9 

S&P  Energy  846.5  -1.5  -9.2  -2.2 

S&P  Financials  140.2  -3.9  -14.9  2.7 

S&P  REIT  85.4  0.3  -2.9  15.9 

S&P  Transportation  687.1  -0.9  -1.5  20.9 

S&P  Utilities  316.9  0.4  -9.6  31.3 

GSTI  Internet  90.7  -17.4  -50.1  -84.1 

PSE  Technology  590.7  -12.0  -27.5  -45.9 
*Mar.  19,  1999  =  1000       **Feb.  7,  2000  =  1000 


(i,  i 

Apr.  4      Week      i 


S&P  Euro  Plus  (U.S.  Dollar)         1159.4 


London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 
FUNDAMENTALS 


5535.7 

5071.8 

5597.7 

13,242.8 

12,063.7 

7415.5 

5573.7 

Apr. 


-0.7 
-1.4 
-1.5 
-3.8 
-3.8 
-6.1 
-1.2 
-2.2 
Wk 


S&P  500  Dividend  Yield 

S&P  500  P/E  Ratio  (Trailing  12  mos.) 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

First  Call  Earnings  Surprise* 

•First  Call  Corp. 

TECHNICAL  INDICATORS 


1.42% 
23.0 
19.1 
2.46% 
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1.0* 


Apr.  3      Wk.  ; 


S&P  500  200-day  average  1374.3  1382 

Stocks  above  200-day  average  52.0%  57 

Options:  Put/call  ratio  0.86  0.6 

Insiders:  Vickers  Sell/buy  ratio  3.24  3.2 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING     Last 

GROUPS  month  % 


Metal  &  Glass  Containers 
Specialty  Chemicals 
Engineering  &  Constr. 
Conglomerates 
Alcoholic  Beverages 


11.3 
6.2 
4.5 
3.6 
3.2 


Tobacco 

Engineering  &  Constr. 
Hospital  Management 
Savings  &  Loans 
Pollution  Control 


104.5 
84.7 
75.4 
70.9 
69.8 


Communications  Equip.      -36.7    Communications 


Semiconductors 
Instrumentation 
Health-Care  Services 
Defense  Electronics 


-24.2  Instrumentation 

-24.0  Semiconductors 

-20.6  Long-Dist.  Teleco 

-20.6  Office  Equip.  &  Si 


I  Mutual  Funds 

Week  ending  Apr.  3 
■  S&P  500  #  U.S.  Diversified  9  All  Equity 
4-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return  % 

Leaders 

Japan 

Real  Estate 

International  Hybrid 

Utilities 

Laggards 

Technology 

Communications 

Health 

Mid-cap  Growth 


1.9 
-2.7 
-4.0 
-5.3 

-22.5 
-20.5 
-17.2 


52-week  total  return 

Leaders 

Real  Estate 

Financial 

Mid-cap  Value 

Natural  Resources 

Laggards 

Technology 

Communications 

Japan 


-17.1       Diversified  Pacific/Asia 


Week  ending  Apr.  3 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


%     -28     -21 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


20.4 
17.9 
10.8 
9.7 

-52.6 
-49.4 
-42.0 
-37.6 


% 


Leaders 

ProFunds  UltraBear  Inv.         27.1 
Rydex  Dynamic  Tempest  500  27.1 


Data:  Standard  &  Poor's 


Prudent  Bear 

Gabelli  Comstk.  Cap.  Val.  A 

Laggards 

Monument  EuroNet  A 
Emerald  Select  Tech.  A 
Investec  Wireless  World 
Ameritor  Security  Trust 


24.9 
20.7 

-34.9 
-33.3 
-31.6 
-31.4 


Leaders 

Schroder  Cap.  Micro  Cap  90.2 

ProFunds  UltraBear  Inv.  80.6 

CGM  Focus  72.5 

Boston  Partners  Long/Short  70.5 
Laggards 

Frontier  Equity  -76.3 

Van  Kampen  Technology  B  -72.0 

Grand  Prix  A  -68.3 

IPO  Plus  Aftermarket  -67.9 


Interest  Rates 


KEY  RATES 


Apr.  4    Week  a. 


MONEY  MARKET  FUNDS 


4.93%       5.01°/ 


90-DAY  TREASURY  BILLS 


4.09 


434 


1-YEAR  TREASURY  BILLS 


3.96 


4.22 


r«s 

Kit 


10-YEAR  TREASURY  NOTES  4.93  4.97 

30-YEAR  TREASURY  BONDS         5.49  5.47 


6.98 


6.97 


30-YEAR  FIXED  MORTGAGE! 
tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA  rated,  tax  exem 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 


GENERAL  OBLIGATIONS 

4.33%     1 

TAXABLE  EQUIVALENT 

6.28 

INSURED  REVENUE  BONDS 

4.42 

TAXABLE  EQUIVALENT 

6.41 

THE  WEEK  AHEAD 


EXPORT-IMPORT  PRICES  Wednesday,  Apr.  11, 
8:30  a.m.  edt>-  Export  prices  in  March 
probably  remained  unchanged  from  Feb- 
ruary, when  prices  fell  0.2%.  That's  ac- 
cording to  the  median  forecast  of  econo- 
mists surveyed  by  Standard  &  Poor's 
mms,  a  division  of  The  McGraw-Hill  Com- 
panies. March  import  prices  are  also  ex- 
pected to  hold  steady,  after  falling  0.1% 
in  February. 

PRODUCER  PRICE  INDEX  Thursday,  Apr.  12, 
8:30  a.m.  edt>  Producer  prices  of  fin- 


ished goods  likely  rose  just  0.1%  in 
March.  Core  prices,  which  exclude  food 
and  energy,  also  likely  rose  by  a  slim 
0.1%  last  month.  With  warmer  weather, 
natural  gas  prices  have  fallen.  Petroleum 
and  gasoline  prices  may  soon  rise,  how- 
ever, as  opec  lowers  output  and  vacation 
travel  increases. 

RETAIL  SALES  Thursday,  Apr.  12,  8:30 
a.m.  edt>  Retail  sales  are  expected  to 
have  risen  0.2%  in  March,  rebounding 
from  a  0.2%  drop  in  February.  Excluding 


vehicles,  sales  likely  rose  0.3% 
falling  0.3%  last  month.  Despit 
confidence,  consumers  are  still 
meaning  quicker  adjustments  ir 
facturers'  inventory  levels  are  pi 


BUSINESS  INVENTORIES  Friday,  Apr 
8:30  a.m.  edt>  Inventories  pro 
creased  0.2%  in  February,  after 
0.4%  in  January,  says  the  s&p  fv 
vey.  The  smaller-than-expected 
suggests  that  businesses  are  m 
headway  in  realigning  their  inve 


140  BusinessWeek  /  April  16,  2001 


sinessWeek  Fifty 

Oct. 


The 
BusinessWeek 


3> 


l't  boogie  this  week.  Tech  stocks  were  a  drag  on  the  index,  which  ended  the  week  down  5.2%. 
:  Chipmaker  Xilinx  slipped  to  a  new  52-week  low,  despite  several  analyst  upgrades  and  Micron 
ped  21.8%,  after  reporting  weakening  sales.  Some  winners:  older  economy  companies  like  Gen- 
and  Verizon  Communications,  up  4.5%  and  3.6%,  respectively. 


. 


COMPANY  PERFORMANCE 


Rank      Company 


%  change 

Since 
Week     3/1/00 


lational 
'etroleum 


-2.7 

-3.9 

-4.9 

1.6 


-23.1 
-6.9 
12.9 
4.3 


terials 

inancial 

Petroleum 


-20.7 

-7.4 

3.2 

-5.9 

0.4 


ithers  Holdings 


iratories 


-9.5 
-14.3 
-17.3 
-11.0 

-8.7 


-16.6 

-9.4 

5.0 

-9.8 

0.3 

-36.1 

-18.9 

-37.2 

-19.4 

-19.9 


26  Verizon  Communications  3.6  0.9 

27  Alza  0.9  6.5 

28  Citigroup  -5.3  -12.2 

29  Sun  Microsystems  -12.6  -30.9 

30  Merck  -0.9  -6.6 

31  El  Paso  -2.3  -12.2 

32  Altera  -16.4  -22.2 

33  Marsh  &  McLennan  -1.7  -14.7 

34  Household  International  -1.5  0.1 

35  Chevron  1.3  1.0 

36  SBC  Communications  4.2  -3.3 

37  Mercury  Interactive  -23.2  -46.0 

38  AOL  Time  Warner  -13.8  -20.1 

39  Washington  Mutual  -3.0  1.3 


i  Financial 

-2.8 

-12.0 

40 

General  Dynamics 

4.5 

-5.0 

inology 

-21.8 

-3.6 

41 

Comcast 

-4.5 

-9.1 

-23.3 

-26.8 

42 

Morgan  Stanley  Dean  Witter 

-16.2 

-28.8 

!SS 

-0.9 

4.6 

43 

Tellabs 

-17.0 

-14.5 

1 

2.0 

0.8 

44 

Exxon  Mobil 

0.1 

-3.3 

nmunications 

-18.3 

-39.3 

45 

Scientific-Atlanta 

-18.6 

-21.7 

Financial 

-4.1 

-6.2 

46 

U.S.  Bancorp 

-1.3 

-2.2 

oleum 

0.7 

0.9 

47 

Paychex 

-4.4 

-6.8 

ces 

-17.1 

-24.8 

48 

Merrill  Lynch 

-9.5 

-13.8 

ces 

-6.7 

-10.3 

49 

Bed  Bath  &  Beyond 

-0.5 

-1.7 

alth 

0.7 

-7.0 

50 

Texas  Instruments 

-16.7 

-14.5 

luction  Index 


Change  from  last  week:  0.5% 
Change  from  last  year:  8.9% 

L OUTPUT 

>.3 

The  index  is  a  4-week 

moving  average 

July 
2000 

Nov.                Mar. 
2000                2001 

■  ndex  rose  again  in  the  latest  week, 
n  of  the  four-week  moving  average, 
d  virtually  unchanged  at  179.3,  from 
onal  adjustments,  trucks  again  led 
iteel,  electric  power,  and  lumber  were 
week.  Autos  fell  furthest,  as  domestic 
2d  up  first-quarter  production  cut- 

!  e-oil  refining,  and  rail-freight  traffic 

f  the  index  components  is  at  www.business- 
ion  index  Copyright  2000  by  The  McGraw-Hill 


■  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real-time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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NIGHTMARE. 
For  a  kid  with  asthma, 

the  joys  of  childhood  guickly 

become  living  nightmares. 

A  playful  kitten, 

a  cuddly  puppy, 

a  bouguet  of  flowers. 

All  are  potential  triggers 

for  terrifying  attacks. 

Don't  let  asthma 

rob  another  childhood. 

Call  1.800. LUNG. USA. 

AMERICAN  LUNG  ASSOCIATION* 

www.LUNGUSA.org 


t 


CORPORATE 

LEADERSHIP 

ISN'T  WHAT  IT 

USED  TO  BE. 

IT'S  MUCH  MORE 


The  technological  advances  of  the  past  few  decades 
have  fundamentally  transformed  business.  In  the 
process,  they  have  also  rewritten  the  rule  book 
on  corporate  leadership.  What  are  the  new  rules? 
What  techniques,  knowledge,  and  personal  qualities 
are  essential  to  effective  leadership  today? 

In  June,  2001 ,  BusinessWeek,  Jim  Taylor,  Ph.D.  and 
IBM  will  join  forces  to  present  BREAKTHROUGH:  A 
CEO  RETREAT.  This  invitation-only  event,  held  at  the 
exclusive  Rancho  Bernardo  Inn  outside  of  San  Diego, 
California,  will  examine  the  changing  face  of  leader- 
ship through  themed  discussions  between  CEOs 
and  renowned  technologists,  scientists,  and  creative 
thinkers.  Featuring  an  intensive,  intimate  environ- 
ment designed  to  encourage  attendee  participation, 
Breakthrough  will  be  a  high-powered  think-tank 
that  helps  to  mold  the  corporate  world's  thinking 
on  a  cutting-edge  topic. 

Please  join  us  as  we  seek  to  transform  today's 
uncertainties  into  tomorrow's  conventional  wisdom. 

If  you  have  received  an  invitation,  we  urge  you  to 
RSVP  today.  If  you  have  not  received  one,  but  believe 
you  should  attend,  please  contact  us.  Simply  contact 
Ms.  Marsha  Green,  BusinessWeek  at  212-512-3113  or 
e-mail  breakthrough2001  @businessweek.com. 
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CAN  DICE  CARPENTER 

Cofounder  and  Cochairpersor 
iVillage  Inc. 
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■ 


DEEPAK  CHOPRA,  M.D 

CEO  and  Founder, 

The  Chopra  Center  for  Well  i 


DENNIS  CONNER 

Four-Time  America's  Cup 
Champion 


DR.  RONALD  A.  HEIFETZ 

Cod  i  rector, 
The  Center  for  Public  Leader 
John  F.  Kennedy  School  of 
Government,  Harvard  Univer 


DR.  DONALD  C.  JOHAN: 

Director, 

Institute  of  Human  Origins; 

Professor,  Arizona  State 

University 


SANDY  KEMPER 

Chief  Executive  Officer 
and  Founder, 
eScout 
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reakthrough 

A  CEO  Retreat 

presented  by 

BusinessWeek 

and 

Jim  Taylor,  Ph.D. 

in  partnership  with 

IBM  Corporation 

JUNE   27-29,   2001 

RANCHO   BERNARDO   INN 
SAN   DIEGO.   CA 


C  0  -  H  0  S  T 


JIM  TAYLOR,  Ph.D. 

Coauthor, 
The  500-Year  Delta  and 
The  Visionary's  Handbook 


PROGRAM         FACULTY 


SUSANNE  D.  LYONS 

Chief  Marketing  Officer, 
Charles  Schwab  ft  Co.,  Inc. 


%  «s»P 


MICHEL  MAYER 

General  Manager, 

IBM  Pervasive  Computing 


JONATHAN  NELSON 

CEO  and  Chairman  of  the  Board, 
Organic,  Inc. 


WILL  RODGERS 

Principal, 

SHR  Perceptual  Management 


GUY  S.  TALLENT 

President  and  CEO, 
Identrus 


J.  CRAIG  VENTER,  Ph.D. 

President  and  Chief  Scientific  Officer, 
Celera  Genomics  Corporation 


STEPHEN  G.  VETTER 

President, 

Eureka  Communities 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Aberdeen  Group  EB1 6 

Accel  Partners  EB 16 

Adobe  Systems  (ADBE) 
22 

Advanced  Micro  Devices 
(AMD)  74 

Afternic.com  14 

Agere  Systems  18 

Airbus  Industrie  126 

Alliance  Capital 

Management  (AC)  139 

Amazon.com  (AMZN) 

EB6.110 

American  Express  (AXP) 

44 

American  General  (AGC) 

50 

American  Home 

Products  (AHP)  76 
American  International 

Group  (AIG)  50 
American  Power 

Conversion  (APC)  134 
AOL  Time  Warner  (AOL) 

50,66,110 
Apple  Computer  (AAPL) 

14,22,48,76 
Applied  Micro  Circuits 

(AMCC)  76 
Ariba  (ARBA)  44 
Arizona  Diamondbacks 

58 

Armstrong  Holdings  46 
Arthur  D.  Little  73 
ASM  Lithography  74 
AT&T  (T)  18 
AXA  (AXA)  1 39 

B 


Bain  38 

Barbary  Coast  Capital 

Management  EB1 6 
Battery  Ventures  EB1 6 
Bayer  (BAYZY)  28 
Bear  Stearns  (BSC) 

EB16 

Bell  Laboratories  (LU)  74 
Benetton  Formula  73 
Berkshire  Hathaway 

(BRK)  50 

Biomira  (BIOM)  139 
BMW  38 


Boeing  (BA)  28, 126 
Burger  King  38 
Buy.com  EB1 6 

C 


Canon  (CAJ)  74 
Carbon 

Nanotechnologies  73 
Casketfurniture.com  16 
CenterBeam  110 
Century  21  Real  Estate 
EB28 

Christian  &  Timbers  38 
Circuit  City  (CC)  134 
Cisco  Systems  (CSCO) 
76,138 

Citigroup  (C)  28, 46 
CMGI  (CMGI) 
EB16,EB28,76 
Coca-Cola  (KO)  76 
Compaq  Computer 
(CPQ)  76 

Computer  Associates 
International  (CA)  76 
Consolidated  Edison 
(ED)  50 

Countrywide  Credit 
Industries  (CCR)  EB8 
Crate  &  Barrel  EB6 
Credit  Suisse  139,  EB1 6 


Dana  (DCN)  76 
Data  General  14 
Dell  Computer  (DELL)  48 
Designer  Software  18 
Digital  Equipment  (CPQ) 

14,48 
Divine  InterVentures 

EB16 

Dlouhy  Merchant  139 
DreamWorks  SKG  50 


EADS122 

Eastman  Kodak  (EK)  28 
eBay  (EBAY)  EB4 
E-Loan  EB8 
EMC  (EMC)  18 
Enron  (ENE)  55 
Entergy  (ETR)  50 

F 


Filetopia.com  14 


Financial  Psychology 
EB28 
Finisar  1 38 

First  Union  Securities 
(FTU)  122 
Fitch  Investors  46 
FPL  Group  50 
G 


Gap  (GPS)  50,  EB6 
Garage.com  EB  12 
Genentech  (DNA)  1 39 
General  Electric  (GE)  76, 

122, 126 
General  Motors  (GM)  28, 

56 

Gnutella.wego.com  14 
Goldman  Sachs  (GS) 

110.122.EB16 
GreatDomains.com  14 
H 


H.C.  Wainwright  139 

HealthCentral.com 

(HCEN)EB16 
Heidrick  &  Struggles  76 
Home  Depot  (HD)  146 
Honeywell  International 

(HON)  122 
HSBC  Holdings  (HSBHY) 

28 
Hummer  Winblad 

Venture  Partners  EB1 6 
I 


74,110,134 

lmesh.com  14 
Infineon  Technologies 

(IFX)  74 

Inktomi  (INKT)  44 
Institutional  Venture 

Partners  EB  16 
Intel  (INTO  66,  74, 110, 

EB4 
Internet  Capital  Group 

(ICGE)  EB1B 
Intuit  (INTU)  110 
IronBridge  Networks 

EB16 


Jacobs  &  Associates  56 
J. P.  Morgan  Chase  i 
24 
JSA  Research  122 


Juno  Online  Services 
(JWEB)EB16 
K 


Kleiner  Perkins  Caufield 

&ByersEB16 
Kmart  (KM)  146 
KMV46 
Krispy  Kreme  (KREM) 

110 


Lease  Finance  126 
Legend  Holdings  28 
Lehman  Brothers  (LEH) 

EB16 

LendingTree  (TREE)  EB8 
Levi  Strauss  58 
Liuzhou  Wuling  Motor  28 
LoudCloud  (LDCL)  110 
Lucent  Technologies  (LU) 

18,50,74,76,138 
M 


Macy's  (FD)  EB6 
Matsushita  Electronics 

28 

McDonald's  (MCD)  28 
McGraw-Hill  (MHP)  44, 

76, 140 

Mediaplex(MPLX)EB16 
Merrill  Lynch  (MER) 

EB16 
Micron  Technology  (MU) 

74 
Microsoft  (MSFT)  22, 

110, 132.EB4 
Mojonation.net  14 
Moody's  Investors 
Service  (MCO)  46 
Morgan  Stanley  Dean 
Witter  (MWD)  110 
MotherNature.com  EB1 6 
Motorola  (MOT)  28,  74 

N 


Napster  14,  EB16 
National  City  (NCC)  14 
NBC  (GE)  38 
Netscape 

Communications  (AOL) 

110 

Nickelodeon  (VIA)  50 
Nikon  74 
99c  Only  Stores  (NDN) 

EB4 
Nordstrom  (JWN)  EB6 


Northeast  Utilities  (NU) 

50 
Northwest  Airlines 

(NWAC)  38 
Novartis  (NVS)  66 
O 


Oakland  Athletics  58 
Onvia.com  (ONVI)EBI  6 
Oppenheimer  Capital 
126 

Oracle  (ORCL)  76,  EB4 
OrbiMed  Advisors  139 
Oxygen  Media  50 

P 


Pearl  Meyer  &  Partners 

76 
PIMCO  Equity  Advisors 

110 

Pittway  (PYRA)  122 
Pottery  Barn  (WSM)  EB6 
Priceline.com  (PCLN) 

110 
Procter  &  Gamble  (PG) 
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Editorials 


CHINA:  GLOBALIZATION,  NOT  COLD  WAR 


Odds  are  when  the  Chinese  military  entered  the  U.S. 
Navy  EP-3  spy  plane  and  opened  its  computers,  they 
found  "Made  in  China"  stamped  on  all  kinds  of  chips,  circuit 
boards,  and  other  high-tech  gear.  Such  is  the  conundrum 
faging  policymakers  in  Washington  and  Beijing.  How  can 
they  manage  a  growing  strategic  rivalry  in  Asia  even  as 
their  economies  become  more  dependent  on  one  another? 
Put  another  way,  is  globalization  and  the  integration  of  Chi- 
na into  the  world  economy  compatible  with  a  post-cold  war 
cold  war?  We  think  not,  and  it's  time  for  Corporate  America 
to  start  pondering  the  problem.  The  stakes  are  very  high. 

The  Bush  Administration  shows  increasing  comfort  with 
cold  war  language  and  posture.  But  there  are  significant  dif- 
ferences between  U.  S.-Soviet  competition  during  the  1980s 
and  U.  S.-China  rivalry  today.  Militarily,  the  Soviets  were  at 
par  with  America  and  had  the  potential  to  annihilate  it  in  war. 
China  poses  no  such  threat  and  won't  for  many  decades.  Ge- 
ographically, the  Soviet  Union  strived  for  world  dominance.  It 
sought  to  spread  communism  throughout  Asia,  Africa,  and 
Latin  America.  China  is  a  rising  regional  power,  focused  on  lo- 
cal issues,  with  Taiwan  being  the  most  important. 

There  was  little  trade  or  investment  between  the  U.  S.  and 
the  Soviet  Union.  China  and  the  U.  S.,  however,  are  joined  at 
the  hip.  China  depends  heavily  on  the  American  market  for  its 
exports,  and  it  needs  huge  U.  S.  investment  for  future  growth. 
The  legitimacy  of  China's  leadership  depends  on  delivering  a 
higher  standard  of  living,  so  it  needs  America  economically  in 
a  way  that  the  Soviet  Union  never  did.  For  their  part,  U.  S. 
corporations  have  integrated  China  into  their  supply  chains. 
High-tech  companies,  in  particular,  depend  on  Chinese  factories, 


many  of  them  Taiwanese-owned,  to  manufacture  the  gut 
handhelds,  PCs,  servers,  and  cell  phones  that  they  sellj 
U.S.  And  Kmart,  Toys  'R'  Us,  and  Home  Depot  depJ 
Chinese-made  products  on  the  lower  end.  The  Soviet] 
never  played  such  a  key  role  in  the  U.  S.  economy. 

There  are  people  in  both  China  and  the  U.S.  who 
to  prefer  the  simplicity  of  a  new  cold  war  between  eneij 
the  complexity  of  managing  relations  between  nations 
both  economic  partners  and  strategic  competitors 
same  time.  In  Washington,  the  Bush  Administratior 
tempting  to  distance  itself  from  President  Clinton's 
policy  by  deemphasizing  the  economic  component  of  th^ 
China  relationship.  The  focus  is  primarily  on  milita 
geopolitical  issues.  A  new  Defense  Dept.  review,  for  e> 
predicts  that  the  next  big  war  will  be  fought  in  Asi| 
sumably  against  China.  The  missile  defense  system  pr 
for  Asia  could  be  aimed  at  stopping  Chinese  ballistic 
not  just  rogue  North  Korean  ones. 

With  China  poised  to  enter  the  World  Trade  Orga 
open  its  internal  markets  further  to  U.  S.  and  other  ford 
vestment,  and  privatize  the  rest  of  its  state-owned  ind| 
the  nation  is  being  fully  integrated  into  the  global  mark 
the  benefits  of  this  integration  for  both  China  and  tl 
could  end.  Already,  polls  show  that  Americans  believe 
second  only  to  Iraq  as  a  potential  enemy.  Chinese  Inter 
rooms  are  full  of  anti-U.  S.  hate.  It  is  up  to  political  les 
Washington  and  Beijing  to  ensure  that  relations  bed 
dominant  global  power  and  a  rising  regional  power  | 
tip  from  rivalry  to  enmity.  We  don't  need  another  Cc 
and  globalization  is  the  best  way  to  prevent  it. 


AMERICA,  HOME  OF  THE . . .  WORRYWART 

will  continue  to  cut  rates.  Fiscal  policy  is  about  to  ki<j 
well.  Big  tax  cuts  should  arrive  by  summer  or  fall. 

Some  see  recent  events  as  catastrophic.  With  the 
401(k)s  for  retirement  and  mutual  funds  for  saving, 
have  been  shocked  at  their  loss  of  wealth.  Dreams  of  | 
early  are  fading,  and  managing  risk  for  years  to  coj 
scary  notion.  Folks  in  their  20s  and  30s,  having  never 
serious  downturn,  worry  about  the  unknown. 

Truth  is,  the  economy  has  great  strengths.  The  dc 
mains  strong,  inflation  low.  Unemployment  hasn't 
consumer  spending  has  held  up,  autos  and  housing  arel 
and  the  inventory  correction  is  almost  done.  Who| 
when  overcapacity  in  high  tech  will  be  whittled 
could  just  as  well  be  sooner  than  later.  This  is  why 
Reserve  Chairman  Alan  Greenspan  believes  there's  I 
shot  at  getting  back  to  3%  annual  growth  by  yearendJ 
take  a  few  months.  Maybe  the  75-year-old  Fed  <liaij 
right  to  be  optimistic.  Perhaps  Americans  shouldn't 


The  BusinessWeek  editorial  page  has  hardly  been  hesitant 
in  describing  the  difficulties  of  the  high-tech  sector,  the 
stock  market  drop,  and  the  recent  decline  in  growth.  But  it 
would  be  a  grave  mistake  to  exaggerate  the  economic  diffi- 
culties that  have  befallen  the  nation.  Increasingly,  one  hears 
that  America  faces  a  long  "L-shaped"  recession  and  an  end  to 
its  tech-driven  surge.  It's  time  to  get  a  grip  on  reality. 

What's  behind  the  gloom  and  doom?  Stunned  high-tech  geos 
appear  to  be  exaggerating  what  may  happen  on  the  downside 
with  their  comments  about  "no  visibility."  And  because  a  rela- 
tively rare  combination  of  an  old-fashioned  inventory  cycle  and 
a  high-tech  overcapacity  problem,  they  worry  it  could  turn 
unusually  ugly.  Some  think  it  could  get  as  bad  as  the  Japanese 
recession  of  the  '90s  or  even  the  U.  S.  depression  of  the  1930s. 

Not  so.  Serious  long-term  recessions  and  depressions  are 
produced  by  monumental  policy  mistakes.  Today,  policy  is 
basically  on  track.  Monetary  policy  is  aggressively  lowering  in- 
terest rates,  though  perhaps  not  as  fast  as  some  would  like.  It 
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AVIATION 

In  the  demanding  world  of  aero- 
nautics, every  single  component 
must  be  officially  approved  and 
certified.  We  apply  the  same 
principle  to  the  manufacturing  of 
our  wrist  instruments. 
All  our  movements  are  certified  by 
the  Swiss  Official  Chronometer 
Testing  Institute  (COSC),  the  ulti- 
mate reference  in  terms  of  precision 
and  reliability.  And  every  detail  of 
our  watches  is  designed  for  inten- 
sive use. 

One  simply  does  not  become  an 
aviation  supplier  by  chance. 


THE  ESSENCE  OF  BREITLING 
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circular  slide  rule.  Flyers'  favorite 
wrist  instrument  since  1952. 
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AS  OF  NOW,  THERE  IS  NO  DISTANCE 
BETWEEN  TWO  POINTS. 


Now,  voice  and  data  are  free  to  flow  from  anywhere  to  anywhere.  From  a  base  camp  in 

Greenland  to  an  office  in  New  York.  Iridium,  the  world's  only  global  communications 

service,  is  back  and  more  capable  than  ever.  With  improved  data  capacity  and  hardware  that 


GLOBAL  COVERAGE. 

Only  Indium's  66  ■  -i  •      •  n-  .       i  1    .    . 

satellite  constellation     ls  as  versatile  as  it  is  compact.  Sixty-six  low-orbiting 

delivers  voice  and  data 
from  any  point  " A"  ...  .  .  . 

to  any  pomt -Br  satellites  make  the  connections  possible.  Low,  flat 
rates  make  them  practical.  If  you  want  to  close  the  gaps  in  your 
communications,  look  to  Iridium.  The  U.S.  Department  of  Defense 
does.  Simply  call  1-866-947-4348  toll-free,  or  visit  www.iridium.com. 


SMALLER  AND  TOUGHER. 

The  Model  9S0S  handheld 
unit  weighs  only  13.2  ounces 
and  resists  water,  dust, 
and  shock. 
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Lucent  is  making  it  happen  now  for  TIME  WARNER  ^TELECOM. 

Our  WaveStar™  OLS  1.6T  DWDM  system  being  deployed  in  their  broadband  network  is 

ready  to  handle  more  than  a  terabit  (trillion  bits)  of  data.  Listen  to  Larissa  Herda, 

their  President  and  CEO:  "We  need  a  next-generation  optical  network  to  keep  up  with 

the  strong  demand  for  our  broadband  services.  Lucent  gets  it.  And  they're  delivering." 

Visit  www.lucent.com  to  see  how  Lucent  is  building  the  all-optical  future  today. 
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THE  BLOOMBERG  MACHINE 

Michael  Bloomberg's  plans  to  run 
for  Republican  mayor  of  New  York 
raise  a  big  question:  What  will 
happen  to  Bloomberg  the  company 
without  Bloomberg  the  man?  The 
downturn  could  force  its  big  Wall 
Street  customers  to  cut  back  on 
their  data  budgets.  And  rival 
Reuters  is  moving  in  fast  to  woo 
clients  away.  Then  there's  the 
question  of  a  successor:  As  far  as 
most  people  can  tell,  there  isn't  one 
84    MAYOR  BLOOMBERG? 

He's  willing  to  spend  up  to  $25 
million  on  a  mayoral  bid.  With  that 
dough,  does  he  have  a  chance? 
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and  winter  looks  especially  bleak 
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VIDEO  VIEWS 


Original  streaming  video  featuring  industry 
experts  and  BW  editors 


■  WHAT  SLUMP?  CEO 

Michael  Dell  of  PC  giant 
Dell  Computer  says  his 
business  is  still  growing 

■  IRA  OPTIONS:  There 
are  some  easy  ways  to 
handle  withdrawals  when 
the  time  comes,  according  to 
BW's  Anne  Tergesen 
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■  YOUR  PORTFOLIO: 

Check  on  the  health  of 
your  investments 

■  CAPITAL  GAINS  CALCULATOR: 

Here's  how  to  figure  if 
you  should  hold,  or  sell 
and  reinvest 
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Pittman's  Ax 

AOL  Time  Warner  COO  Robert  Pittman  has 
set  some  ambitious  financial  goals  for  2001. 
Will  that  mean  more  aggressive  job  cuts? 


■ 


DAILY  I  Business  and  investing  news, 

BRIEFING         1  commentary,  and  analysis 


www.businessweek.com/bw 


COMMENTARY:  Here's  how  to  keep  the 
digital  music  playing.  The  record  labels 
need  to  listen  to  their  customers,  who 
want  quality,  convenience,  and  fun 
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in  partnership  with 
Standard  &  Poor's 


www.businessweek.com/inv 


MUTUAL  FUND  MAVEN:  Mark  Mulholland  started  his  small  fund, 
Matthew  25,  with  inspiration  from  the  Bible.  Now  he  runs  it  by 
the  Gospel  According  to  Warren  (Buffett) 
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BUSINESS 


A  resource  for 
entrepreneurs 


smallbiz.  businesswee 


LAW:  A  case  before  the  U.  S.  Supreme  Court 
could  scuttle  federal  programs  that  earmark 
contracts  for  minority-owned  businesses 


SmaUB 


I  State-of-the-art 
TECHNOLOGY      coverage  of  info  tech 


www.businessweek.com/techr 


ANALYSIS:  Online  brokers  are  reeling  from 
steep  market  declines,  and  Ameritrade 
heads  the  list  of  possible  takeover  targets 


B-SCHOOLS 


BusinessWeek's  exclusive 
rankings  and  profiles 


www.businessweek.com/bscl 


ANALYSIS:  General  Motors  just  became  the  latest  big  company  tj 
shift  many  of  its  internal  training  courses  and  seminars  to  the  N 


GLOBAL 
BUSINESS 


In-depth  coverage  of  Asia, 
Europe,  and  Latin  America 


www.businessweck.corn/globl 


EYE  ON  JAPAN:  Tensions  between  the  U.S.  and  China  have  Tokj 
mulling  a  larger  security  role  to  check  its  newly  assertive  neight^ 


CAREERS 


Advice  and  tools  for 
upper-management  job  seekers 


www.businesswcck.com/cii 


PAY  &  PERKS:  More  employee  evaluations 
are  going  beyond  just  financial  results  and 
are  considering  a  manager's  "people  skills" 
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ONNECT  NOW:  GET  A  $100  REBATE  ON  A  PALM  Vllx  HANDHELD. 

|  ow  if  you  commit  to  a  year's  service,'  you  can  get  a  $100  credit  on  the  wireless 
ilm "  Vllx  handheld.  Discover  how  easy  it  is  to  get  connected  to  work  with  applications 
jyond  email,  like  Travelocity,  Fidelity  and  MapQuest.com.  Customize  your  favorite 
ireless  web  content  with  the  MyPalrrT  portal.  Stop  by  a  retailer  today  to  find  out  how 
>u  can  take  the  Internet  almost  anywhere.  All  for  a  new  low  price.  Simply  amazing. 


Simply  Pal 

palm.com 


Flip  up  this  antenna  for: 


"^   WIRED  & 

CBS  RAVES- 

winner 


email, 

scheduling, 

stocks, 

news, 

sales  tracking, 

inventory  access, 

sports, 

maps, 

traffic, 

freedom. 


Office  Depot 


Circuit  City 


Staples 


•Palm.Net  service  must  be  maintained  for  12  consecutive  months  at  the  qualifying  ser 

of  rebate  application  and  90  days  of  continuous  Palm.Net  service.  Visit  i 

Hal  U.S.  and  is  not  available  in  all  areas.  See  the  coverage  map  at  w 
i.  Palm.Net.  MyPalm.  the  Palm  logo  and  the  Palm  Vllx  logo  are  tradei 


CompUSA 


li"-pV~H?  1/01.and  mus'  be  redeemed  by  12/31/01.  Rebate  available  only  to  customers  who  purchase  a  Palm  Vllx  handheld  and  open  i 


OfficeMax 


ireless  account  for  that  device  for  the  ta 


SIEMENS 

A  whole  range  of  Next  Generation  Internet  solutions  from  Siemens  Information  and  Commi 


The  head  office 


The  car  office 


rks.  Get  tomorrow's  technology  today. 

www.icn.siemens.com/workmobile 

11 

The  home  office 

The  beach  office 

How 

ma 

ny 

offices  would 

you  like? 

MobileHDffice  over  the 
Next  Generation  Internet 

When  wilt  you  let  your  valued  employees  go?  The 
best  talent  may  prefer  to  work  for  your  company 
only  if  they  don't  have  to  work  at  your  company. 
New  mobile  business  solutions  from  Siemens 
Information  and  Communication  Networks  bring 
together  voice,  data,  cellular  and  the  Internet. 
Give  your  staff  all  the  advantages  of  your  office 
communication  systems  and  business  applica- 
tions, so  they  can  work  effectively  and  efficiently 
from  wherever  they  are,  via  whatever  device  they 
choose.  Keep  your  best  talent. 
Let  them  go...  wherever  they  want. 

mobile  business 


Lb 


TALK  SHOW  ((You'll  see  that  our  checking  account  pays 
higher  interest  than  many  savings  accounts" 

—  E*Trade,  promoting  more-conservative  investing  in  openin 
its  "financial-services  superstore"  in  New  York  on  Apr.  5 


A  NEW  WOE: 
CO-OP  BOARDS 


MANHATTAN  CO-OP  BOARDS 

have  always  been  suspicious 
of  the  nouveau  riche.  But 
with  the  falloff  in  dot-com 
shares,  the  approval  process 
for  tech  millionaires  seeking 
to  buy  an  apartment  is  mak- 
ing a  Senate  confirmation 
hearing  look  easy.  Co-op 
boards  are  casting  an  even 
more  skeptical  eye  toward 
buyers,  especially  if  their  em- 
ployer's name  ends  in  ".com." 
A  canvassing  of  two-dozen 
New  York  real  estate  agents 
found  that  boards — hearing 
horror  stories  of  people  los- 
ing 80%  of  their  net  worth — 


are  demanding  details  and 
cash  on  the  table.  They  want 
names  of  investment  banks 
and  venture-capital  firms 
backing  tech  enterprises  and 
a  cash-options  breakdown  on 
salary.  "I  just  delivered  an 
application  weighing  more 
than  25  pounds"  for  a  dot-com 
buyer,  says  an  exasperated 
Corcoran  Group  broker.  "The 
board  wanted  seven  copies  of 
the  buyer's  company's  state- 
ments— so  confidential  he 
needed  permission  from  his 
partners   to   release   it." 


Even  when  dot-com- 
mers  can  pay  cash  for  a 
$3  million  loft,  says  Mi- 
chael Goldenberg  of  Hal- 
stead  Property,  boards  of- 
ten demand  one  to  two 
years  of  maintenance  fees 
in  an  escrow  account — just 
in  case.  Others  want  buyers 
to  have  up  to  three  times  the 
value  of  the  apartment  in 
cash  and  to  own  low-volatili- 
ty stocks.  Complains  Vassily 
Patrikis,  26,  a  Nextel  Com- 
munications programmer 
who's  given  up  on  co-ops: 
"I  shouldn't  have  to 
prove  that  my  in- 
come sources  are  le- 
gitimate just  because  I 
work  in  tech."  For  the 
still  intent,  Halstead's  Dean 
Feldman  has  this  advice: 
"Don't  label  yourself  a  dot- 
commer."   Brian  P.  Murphy 


THE  LIST 


THE  TAX  MAN  COMETH 

E-FILE:  EASY,  EXCEPT 
ON  THE  WALLET 

UNCLE     SAM     WANTS     YOU —  : 

to  pay  your  taxes  online, 
with  plastic.  After  all,  it  cuts 
down  on  the  paper  at  the  IRS 
and  quickens  the  tax  man's 
ability  to  get  your  money. 
Check  out  "irs  e~file"  (that's 
a  lightning  bolt  between  "e" 
and  "file")  on  the  irs  Web 
site,  which  directs  you  to 
electronic  filing  and  paying. 
Last  year,  Americans 
charged  $930  million  in  taxes 
to  their  American  Express, 
Discover,  and  MasterCards. 
(Visa  doesn't  participate.) 
And  the  IRS  expects  that  to 
double  this  year.  "Paying  by 
credit  card  is  a  convenient 
way  to  manage  cash  flow," 
says  Bruce  Zanca  of  Official 
Payments,  one  of  the  irs 
e-payment  handlers. 

But  charger  beware:  The 
2.5%  processing  fee  to  the 
handling  companies  can  far 
outweigh  any  benefits  of 
whipping  out  the  plastic.  If 
you  use  credit  at  a  store,  the 
merchant  pays  the  fee.  But 
for  taxes,  you  pay.  Here's  the 


math:  A  frequent  flier  want- 
ing mileage  points  pays 
$10,000  in  taxes  on  a  credit 
card.  The  surcharge  runs 
$250.  If  the  extra  miles  get 
him  to  the  level  of  an  expen- 
sive airline  ticket,  it  may  be 
worth  it.  But  chances  are, 
he's  paying  more  for  the  sur- 
charge than  what  the  ticket 
is  worth.  Not  to  mention 
adding  to  credit-card  debt, 
which  can  carry  annual  fi- 
nance charges  of  20%.  Given 
that,  the  cash-strapped  are 
better  off  with  the  irs  de- 
layed payment  plan,  with  a 
9%  interest  rate. 

Bottom  line  for  lessen- 
ing the  tax  bite?  Pay  by 
check.  Nicole  St.  Pierre 


VACATION  NATION 

A  CHILL  WIND 

AT  ASPEN 

MOST  COLORADO  SKI   RESORTS 

had  a  good  season  this  year. 
Not  Aspen.  A  Mar.  30  plane 
crash  killed  18  people.  And 
that  bad  news  came  on  top 
of  depressed  room,  restau- 
rant, and  bar  revenues  and 
lower  tourist-related  retail 
sales  as  skiers  headed  to 
cheaper  slopes  elsewhere.  At 
least  half  a  dozen  stores  are 
expected  to  close,  and  Aspen 
Skiing  Co.  confirms  that  lift 
ticket  sales  will 
trail  the  11%  aver- 
age increase  at  all 
Colorado  resorts. 

Ski  industry  ex- 
perts say  Aspen — 
always  the  highest- 
priced  resort — did 
not  discount  lift 
tickets  like  Copper 
Mountain  and  Vail, 
which  offered  sea- 
son passes  as  low 
as  $199  this  year.  Aspen's 
cheapest  was  $1,000.  Ski  con- 
sultant Greg  Cory  notes  that 
moderately  priced  Aspen  ho- 
tels have  been  torn  down  in 


STOP,  THIEF! 
THAT'S  MY  CAMR\ 

Japanese  imports  rema 
the  favorite  targets  of  c 
thieves.  And  Toyota  Cam 
rank  as  the  top  four  mo 
stolen  cars  two  years  in 
row.  What's  so  hot  abo 
Camrys?  They  last  a  lor 
time,  and  they  have  int 
changeable  parts. 


1.1989  Toyota  Camry 

2.1990  Toyota  Camry 

3.1991  Toyota  Camry 
4.1988  Toyota  Camry 
5.1994  Honda  Accord 


1.1989  Toyota  Camry 

2.1990  Toyota  Camry 

3.1991  Toyota  Camry 
4.1988  Toyota  Camry 
5.1997  Ford  F150trui 

Data:  CCC  Information  Servici 


favor  of  high-end  co 
whose  owners  don't 
them  out.  "They  have  a  ] 
lem  with  what  the  indi 
calls  'cold  be 
says  Cory. 

So  the  r< 
is  trying  to 
people  in  c 
ways:  letting 
boarders  on  A 
Mountain  for 
first  time,  cou 
young  people 
a  music  fest 
and  planninj 
build  more 
able  condos.  "We're 
invigorating  Aspen,"  saj 
Aspen  Skiing  spokeswd 
A  chilly  season  wil 
that.      Christopher  Pal, 
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SMART  GIVING 

makes  a  difference 

For  the  charities  you  support. 
For  the  taxes  you  save. 


Open  a  Giving  Account5"  with  the 

Fidelity  Charitable  Gift  Fund. 


One  of  America's  leading  public  charities 
offers  you  a  new  way  to  give  to  your  favorite 
causes.  Establish  a  Giving  Account  with  an 
irrevocable  contribution  of  $10,000  or  more 
in  cash  or  stock.  Receive  an  immediate  tax 
deduction,  plus  the  freedom  to  decide  when 
you  want  to  recommend  grants  —  now  or  in 
the  future.  And  because  the  assets  in  a  Giving 
Account  have  the  opportunity  to  grow,  there 
is  potential  to  give  more  to  charity  —  and 
make  a  greater  charitable  impact. 

Smart  giving 

makes  a  difference:' 


Call  800-682-4438 

Visit  www.charitablegift.org 


•  Immediate  tax  deduction 

•  Recommend  grants  on 
your  own  timetable  to  the 
public  charities  you  care 
about  anywhere  in  the 
country 

•  Grant  to  many  charities 
from  a  single  block 

of  stock 

•  Contributions  have  potential 
to  grow,  ultimately  bringing 
more  to  charity 

•  Consolidated  record- 
keeping and  tax  reporting 


Investments 


The  Fidelity  Charitable  Gift  Fund  is  a  public  charity  and  donor-advised  fund.  Various  Fidelity  companies  provide  investment  management  and  administrative 
services  to  the  Fund.  The  Fidelity  Charitable  Gift  Fund  has  granted  more  than  $2  billion  to  chanties  across  the  Is  125Q 


THE  PEOPLES 
ECONOMIST 

WHO  IS  MARK  ZANDI?  IN 
a  profession  of  jargon- 
laden    talking    heads, 
he's  an  economist  who 
speaks  in  plain  English 
about  everything  from  con- 
sumer spending  to  the  federal 
budget  surplus.  That's  why 
he   shows   up  regularly   on 
CNN,  CNBC,  and  npr,  as  well 
as  in  major  print  media — in- 
cluding BusinessWeek. 

Zandi,  41,  has  run  a  con- 
sulting company  with  a  col- 
league since  1990,  but  it's  the 
Net  that  has  made  him  fa- 
mous. His  Economy.com  is 
the  Web's  hottest  site  for  eco- 
nomic data  and  easy-to-un- 
derstand  analysis.  The  down- 
turn has  drawn  hundreds  of 
thousands  of  eyeballs,  and 
page  views  top  2  million  a 
month.  "When  things  are 
eroding  and  uncertain,  it 
sends  a  wake-up  call,  and  peo- 


ple are  more  interested  in  the 
economy,"  says  Zandi,  who 
got  a  PhD  at  the  University 
of  Pennsylvania  and  is  a  pro- 
tege of  Nobel  laureate  Law- 
rence Klein,  a  Keynesian  pio- 
neer in  economic  forecasting. 
Economists  give  Zandi 
high  marks  for  drawing  the 
important  points  out  of  moun- 
tains of  statistics — and  for 
getting  things  right.  Says 
Richard  J.  DeKaser,  chief 
economist  at  National  City,  a 
Cleveland  bank:  "Mark  went 
out  on  a  limb  over  a  year  ago 
in  attacking  the  stock  market 
as  overvalued,  but  stuck 
with  it — and  has  been  vindi- 
cated."      Charles  J.  Whalen 


WIRED  LIFE 

INFIDELITY 
ITALIAN-STYLE 

IN  CASE  THERE'S  ANY  DOUBT 
that  the  country  of  amore  has 
a  fidelity  problem,  a  new 
study  finds  70%  of  Italian 
businessmen  admit  to  an 
amorous  tryst  in  the 
workplace,  usuai 
with  their  secre- 
tary; 80%  of 
women  polled 
said  that  a 
romance  at 
work  helps 
them  "work 
better"  and  im- 
proves the  com 
pany's  bottom  line. 

No  wonder  a  Web 
site  dedicated  to  breaking 
marital  vows  is  catching  on: 
www.tradimenti.it  is  Italy's 
portal  for  cheaters  and  their 
victims  (tradimenti  means 
"betrayal").  It  started  last 
November  and  now  attracts 
as  many  as  6,000  visitors  a 


day.  Decorated  with  red  and 
pink  hearts,  the  site  lets 
would-be  cheaters  meet  on- 
line and  arrange  their  ren- 
dezvous. It  also  suggests  pos- 
sible holiday  getaways  for 
deceitful  couples. 

Wives  looking  to  win  back 
their  husbands'  amorous 
attention  can  consult  aphro- 
disiac recipes — such  as 
one  for  a  salami- 
shaped  chocolate 
dessert.  For 
women  seek- 
ing revenge,  it 
suggests  using 
their  diamond 
engagement 
rings  to  scratch 
his  car  windows. 
The  Web  idea 
started  as  a  joke  in 
the  Lopresti  family  of 
northern  Treviso.  Patriarch 
Giuseppe  not  so  coincidental- 
ly  also  owns  the  town's  pri- 
vate detective  agency.  "We 
make  sure  to  keep  the  two 
businesses  very  separate,"  he 
says.  Monica  Lamer 


TRYING  TO 

shed  those 
pesky  pounds? 
A  recent  study 
by  Brown  Uni- 
versity found 
advice  on  the 
Net  can  help. 
Dieters  who 
got  weekly, 
personal  e-mail  messages 
from  behavioral  therapists 
lost  three  times  as  much 
weight  in  six  months  as  those 
receiving  only  general  info  on 
the  Net — 9  pounds  vs.  3 — but 
far  less  than  dieters  with 
face-to-face  supervision. 

So  Slim-Fast  Foods  is  us- 
ing this  to  draw  customers 
and  create  buzz,  citing  the 
Brown  study  as  it  promotes 
its  new  "Buddy  Program"  on 
www.slim-fast.com.  It  match- 


es up  dieters  accordin 
ages  and  preferences  in 
and  exercise.  The  aim  is 
tual,  nonjudgmental  suj 
over  e-mail,  and  more 
14,000  have  signed  up  s< 
"Our  club  members  wa, 
someone  they  could 
stories  with — about  their 
cess,  their  hurdles,  how 
prepare  menus,"  says 
Fast's  Joanne  Moscato. 
Yet  dieters  are  linked 
to  each  other.  And,  says 
ing-disorders  expert 
Striegel-Moore  of  Wesl 
University,  that  poses 
risk  of  an  "enabling"  e 
in  which  buddies  can  en< 
age  bad  habits.  The  site 
block  out  teens  and  w 
against  anorexic  weights 
it  can't  control  what  pi 
tell  each  other.      Joan 


THE  BIG  PICTURE 


TAKING  "FREE  FLOAT"  INTO  ACCOUNT 


Global  stock  indexes  such  as  the 
S&P  1200  and  FTSE  All-World  now 
take  local  restrictions  on  stock 
trading  into  account.  They  under- 
weight countries,  particularly 
developing  ones,  where  fewer 
shares  are  publicly  traded  because 
of  large  government  or  private 
holdings,  or  restrictions  on 
>v   foreign  ownership. 


FOOTNOTES  Number  of  employers  U.S.  workers  have  had  in  the  course  of  their  careers:  ages  :i.r>-14,  5;  ages  <>!">  and  up,  3 
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D.il.i    I  iv  llr.  hi  I 


BJC-55  Bubble  Jet"  Printer. 


- 


BJC-85  Bubble  Jet  Printer. 


We  invite  you  to  take  a  closer 
look  at  the  #1  name  in  portable  printers. 

You  know  the  phrase,  "Good  things  come  in  small  packages."  The  same  could  be  said  about  our  line  of  portable 
inters.  The  closer  you  look,  the  better  they  get. 

We  offer  three  models,  all  with  a  common  goal:  to  provide  mobile  customers  with  professional 
lality  printing  while  you're  away  from  the  office.  All  are  truly  portable,  in  every  sense  of  the  word. 
le  BJC-50  and  BJC-55  printers  both  have  a  built-in,  long-life,  lithium  ion  battery  pack  that  lets 
u  print  up  to  100  pages  before  a  recharge.  The  BJC-55  and  BJC-85  printers  both  have  USB  ports 
d  all  three  have  a  built-in  IrDA  interface  that  allows  convenient  wireless  printing  from  compatible  computers  and  hand- 
held organizers!  They  all  deliver  stunning  720  x  360  dpi  prints  at  5  ppm  black  and  2  ppm  color. 
At  a  little  over  2  lbs.,  the  BJC-50  and  BJC-55  printers  just  beg  to  be  slipped  into  that  extra  pocket  in 
'<JC-so  Bubble  Jet  Printer.  your  laptop  bag.  Aso,  the  BJC-85  printer  offers  continuous  printing  with  a  built-in,  30-sheet  paper 

:der.  And  just  when  you  think  it  can't  get  any  better,  these  compact  printers  can  transform  themselves  into  color  scanners 
th  Canon's  exclusive,  optional  IS-12  Color  Image  Scanner  cartridge." 

But  the  important  thing  to  remember  is  that  they're  all  from  the  *\  name  in  portable  printers.'  So  whichever  you  choose, 
u'll  have  made  the  right  choice.  It's  technology  that  makes  sense.  Visit  www.usa.canon.com/consumer  or  call  1-800-OK-CANON. 

C?fYI1011   KNOW  HOW 


O2001  Canon  U.S.A.,  Inc  Canon,  Canon  Know  How  and  Bubble  Jet  are  trademarks  of  Canon,  Inc.  Specifications  subject  to  change  without  notice.  Print  speeds  are  based  on  highspeed  draft  mode,  Print  loeed  will  vary 

depending  on  system  configuration,  software,  document  complexity,  print  mode  and  page  coverage  'BJC-50  and  BJC-55  offer  Version  10  Fast  IrOA  which  is  compatible  with  Windows*  95  am)  98  only  BJC-85  offer*  F«t  irOA  Vernon  1.1  which  is 

compatible  with  Windows  98  and  Windows  CE  only.  "When  using  Fast  IrOA,  the  scanner  cartridge  works  only  with  Windows  98.  'Based  on  NPD/lntelect  Research  released  February  2001. 
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imagine 

capturing 

the  power  of  all  your  networks 

in  one  Net. 


The  Net,  with  all  its  complexities  and  potential,  has  companies  struggling  to  change.  Struggling  to  make 
intranets,  extranets,  the  Internet  and  multiple  software  platforms  work  together.  Well  now,  with  Net  services 
software  from  Novell,  they  can  all  perform  as  one  Net.  So  employees,  partners,  suppliers  and  customers 
will  have  the  freedom  to  connect — securely  and  reliably.  And  companies  will  have  the  power  to  change 
their  eBusiness  as  fast  as  the  Net  economy.  Learn  how  to  capture  the  power  of  one  Net  at  www.novell.com 

Novell 

the  power  to  chaNge 

©  Copyright  2001  Novell,  Inc.  All  rights  reserved.  Novell  is  a  registered  Inidcmark  and  the  power  to  change  ll  a  trademark  of  Novell.  Inc..  in  the  United  Slates  and  other  countries 
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HOW  TO  GET  THE  ECONOMY 
BACK  ON  THE  FAST  TRACK 

The  major  mistake  Alan  Greenspan 
and  the  Fed  made  was  not  understand- 
ing how  the  economy  could  achieve 
strong  gross  domestic  product  growth 
with  low  unemployment  and  still  have 
low  inflation  ("Feeling  the  heat,"  Cover 
Story,  Apr.  2).  Since  they  have  now  tak- 
en back  150  basis  points  of  the  175  they 
originally  raised,  it  is  obvious  the  origi- 
nal actions  were  largely  unnecessary. 

Don  W.  Hilgendorf 
Irvine,  Calif. 

While  private  industry  has  invested 
in  productivity-  enhancing  technology, 
the  government  is  still  operating  as 
though  it  were  the  1970s. 
Why  can't  spending  the  sur- 
plus be  an  investment  to 
create  a  leaner  government 
of  the  future? 

Michael  Mashoney 
Shelton,  Conn. 


definite  'sell'?  Gimme  100  shares,'] 
nance,  Apr.  2).  We  applaud  your  ej 
to  critique  the  policies  and  effective 
of  brokerage-house  research  firms, 
gripe:  Your  calculation  of  our  firm's  | 
formance  did  not  include  our  tech- 
sell  ratings.  Were  these  included,! 
price-performance  of  our  average 
rated  stock  would  be  down  20%. 
John  M. 
Director  of  Rese| 
Argus  Research 
New 

MAKING  THE  CASE  FOR 
3G  TECHNOLOGY 


BusinessWeek 


"Will  refis  help  refloat  the 
economy?"  accompanying 
your  Cover  Story  failed  to 
touch  on  a  very  salient 
point:  Most  of  the  money 
that  has  fueled  the  stock- 
buying  binge  has  been  sucked  out  of 
residential  real  estate  in  the  form  of 
home-equity  loans. 

Thomas  J.  Lucier 

President  and  CEO 

Home  Equities  Corp. 

Tampa 

DON'T  FORGET  TO  TAKE 
TECH  STOCKS  INTO  ACCOUNT 

Although  relatively  uncommon,  the 
sell  rating  is  starting  to  make  a  come- 
back as  the  bear  market  takes  hold  ("A 
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"All  that  money  on  3G — and  I 
what?"  (International  Business,  Mai  I 
describes  2.5G  (grps)  I 
simple  and  low-cost  e?  I 
sion  to  existing  2G  mi  I 
networks.  However,  I 
suggested  competition  I 
tween  2.5G  and  3G  (u  I 
technology  is  simply  I 
there — the  two  in  fact  I 
an  evolutionary  path,  I 
gsm  operators  will  [ 
2.5G;  and  all  ambitiousT 
operators  will  be  drive] 
wards  3G.  In  additio: 
will  continue  to  use  I 
for  rural  areas.  3G  is  a  much  more  I 
erful  technology  than  2.5G  is.  True  I 
latter  will  generate  revenues  she  I 
while  3G  has  yet  to  be  built  and  u  I 
is  not  (yet)  massive.  But  in  the  I 
run,  3G  really  fires  up  wireless  dal  I 
First,  3G  provides  much  more  cs  I 
ity — some  10  times  more  users/sesi  I 
than  2.5G  can  handle.  Second,  3G  I 
vides  guaranteed  speeds  ("qualit  I 
service"),  essential  for  professiona  I 
and  real-time  applications,  which  I 
simply  cannot  match.  Third,  3G  | 
vides  higher  speeds  (some  5  to  10 
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If  you  want  to  use  the  Internet  to  help  you  do  business  more  efficiently  rely  on  Lawson  to  show  you  the  way.  We've  helped 


thousands  of  businesses  like  yours  simplify  their  operations  and  run  more  smoothly.  They  found  our  proven  solutions 
took  the  worry  and  risk  out  of  e-business.  To  see  how  we  can  help  you,  ask  for  our  detailed  e-Business  Success  Kit. 


Just  visit  us  at  www.lawson.com/success600r  or  call  1-800-477-1  357  code  600r.        LAWSON 
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CORRECTIONS  &  CLARIFICATIONS 

"Machete  Time"  (International  Business, 
Apr.  9)  misidentities  Toyota  Motor  Corp.'s 
Senior  Managing  Director  in  charge  ot  pur- 
chasing. His  correct  name  is  Katsuaki 
Watanabe. 

A  table  accompanying  "Speak  bluntly,  and 
carry  a  big  bat"  (Sports  Business,  Apr.  16) 
says  Mark  McGwire  was  traded  from  Oakland 
to  St.  Louis  in  1998.  He  was  traded  in  1997. 


as  fast  as  2.5G).  Any  mobile  operator 
with  ambitions  in  wireless  data  (large 
user  numbers,  serious  applications, 
agreed  service  level)  will  use  3G  tech- 
nology over  the  coming  years. 

Michiel  Buitelaar 

The  Hague 

Editor's  note:  The  writer  is  director  of 

strategy  and  3G  for  Ben  Nederland,  a 

gsm  operator  with  2.5G  and  a  3G  license. 

The  new  2.5G  services  will  not  deliver 
"data  speeds  two  to  three  times  faster 
than  before."  They  will  launch  with  the- 
oretical rates  of  around  20  or  40  Kbps, 
but  with  packet-switching  the  resource  is 
shared  so  the  real  rates  are  much  lower. 

What  is  really  ironic  is  the  fact  that 
tariffs  will  be  based  on  the  amount  of 
data  used,  not  on  time  and  distance  (the 
current  model).  What  counts  is  not  the 
speed  at  which  e-mail  and  other  data 
are  delivered,  but  the  cost. 

Bob  Emmerson 
Eindhoven,  Netherlands 

MORE  FIXES 

FOR  AMERICA'S  SCHOOLS 

Regarding  "How  to  fix  America's 
schools"  (Cover  Story,  Mar.  10):  Today's 
school  curriculums  de-emphasize  core 
rote  learning  (multiplication  tables,  ad- 
dition and  subtraction,  spelling,  and 
phonics)  and  emphasize  group  learning, 
learning  processes,  self-esteem,  etc.  A 
review  of  our  most  successful  inner-city 
schools  will  show  that  virtually  all  of 
them  use  some  type  of  basic  core  learn- 
ing curriculum. 

William  A  Cooper 
Wayzata,  Minn. 

Children  in  poverty  have  few  imme- 
diate incentives  to  do  well  in  school. 
Children  living  above  the  poverty  line 
often  get  toys  or  money  for  doing  well. 
Children  shouldn't  be  expected  to  be 
motivated  merely  by  potential  rewards 
many  years  from  now  when  they're 
grown  up.  If  paying  teachers  for  per- 
formance works,  then  paying  the  stu- 


dents for  performance  would  probably 
work  even  better. 

Michael  W.  Hesik 
Sandy  Hook,  Conn. 

THEY'VE  BEEN  WORKING 

ON  THE  RAILROADS 

"Railroads:  Asleep  at  the  switch"  (In- 
dustrial Management,  Apr.  2  in  some 
editions)  failed  to  mention  that  railroads 
have  invested  $263  billion  of  their  own 
funds  since  1980  to  maintain  and  im- 
prove their  equipment  and  infrastruc- 
ture, while  highway  maintenance  and 
improvements  are  funded  through  bil- 
lions of  taxpayer  dollars  annually.  Rail- 
roads are  the  most  capital-intensive  in- 
dustry in  America,  annually  reinvesting 
more  than  20%  of  revenues  into  capital 
improvements,  five  times  the  average 
for  manufacturing. 

Edward  R.  Hamberger 

President  and  ceo 

Association  of  American  Railroads 

Washington 

BRAND  LOYALTY  STARTS 

IN  THE  EXECUTIVE  SUITE 

As  someone  searching  for  a  new  car, 
I  find  it  disconcerting  that  John  Devine, 
vice-chairman  and  chief  financial  officer 
of  General  Motors  Corp.,  does  not  own  a 
GM  automobile  ("Can  GM  keep  John 
Devine's  promise?"  People,  Apr.  2). 
Wanting  to  buy  a  1954  GMC  Pickup  and 
a  1967  Corvette  is  not  the  same  as  own- 
ing the  real  McCoy. 

Adam  J.  Moffatt 
Minneapolis 

AN  OVERLOOKED  OPTION  FOR 
PART-TIME  MBAs 

As  former  dean,  I  would  like  to  call 
attention  to  one  of  the  largest  part-time 
graduate  schools  in  the  country:  Keller 
Graduate  School  of  Management  ("mbas 
for  working  stiffs,"  BusinessWeek  In- 
vestor, Mar.  26).  At  Keller,  more  than 
3,000  students  are  enrolled  in  the  MBA 
degree  program,  which  is  offered  at  39 
centers  in  13  states  as  well  as  on  the 
Web.  This  total  enrollment  would  rank 
Keller  as  third  on  your  list. 

O.  John  Skubiak 
Oakbrook  Terrace,  111. 

THIS  JAZZ  CLUB  REALLY  JUMPS. 
THE  FOODS  GOOD,  TOO 

'"Round  midnight"  (BusinessWeek 
Lifestyle,  Apr.  2),  reminded  me  of  my 
favorite  jazz  spot  in  Chicago,  Joe's  Be- 
Bop  Cafe  &  Jazz  Emporium  at  Navy 


Pier.  Joe's  serves  up  a  sizable  menu  p 
cializing  in  barbecue,  and  by  nigh  u 
the  joint  is  jumping  with  live  jazz.  I 
bop  is  often  considered  to  be  the  pi  a 
cle  of  jazz.  Joe's  ranks  right  up  t 
with  other  pinnacle  jazz  joints. 
Diane  E. 
Long  Beach, 

WHY  CHART  HOUSE  FAN 
TO  DISH  UP  PR0FI 


Regarding  "Good  I 
poor  judgment"  ' 
Barker  Portfolio,  Ap 
Thank  God  someboc 
nally  took  responsil 
for  a  bad  pick! 

Chris  Nakaj 
Los  Anj 


It's  amazing  how  Chart  House 
terprises  cannot  make  money.  I  st( 
the  unit  west  of  Denver  en  rout 
Vail  all  the  time.  It  is  always  crow 
has  the  best  salad  bar  in  the  wor 
great  view  of  Denver,  and  high  pi 
What's  with  this  company? 

Todd  Sh 
McLean 


They  tried  to  cut  back  on  the  \ 

they  offered  their  customers — it  sh 

John  L.  Ws 

Boise,  I 
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ARD 

Life  and  Times  of  an  American  Titan 

lexandra  Villard  de  Borchgrave  and  John  Cullen 
A.  Talese/Doubleday  •  414pp  •  $30 


ROM  RADICAL 
0  ROBBER  BARON 


Ie  was  a  pacifist  republican  who 
was  expelled  from  a  German 
school  for  his  radicalism.  Then 
/oung  Henry  Villard  became  a  pen- 
s  immigrant  to  America,  a  homeless 
ibond — and  a  celebrated  war  corre- 
dent.  And  in  the  second  half  of  the 
century,  he  went  on  to  be  a  multi- 
onaire  railroad  baron  and  the  ar- 
jct  of  the  "first  hostile  takeover  in 
Street  history."  He  married  the 
jhter  of  William  Lloyd  Garrison,  the 
,  prominent  mid-century  opponent  of 
ery  in  the  U.S.  Villard  rubbed 
Wers  with  Abraham  Lincoln,  Pruss- 
'rince  Otto  von  Bismarck,  magnates 
Gould  and  J.  P.  Morgan,  Ulysses  S. 
it,  Thomas  Alva  Edison,  and  a  host 
her  notables. 

ith  such  material  at  hand,  who 
In't  put  together  a  fascinating  book? 
Ward:  The  Life  and  Times  of  an 
rican  Titan,  Alexandra  Villard  de 
hgrave  and  John  Cullen  provide  a 
tthly  written  and  insightful  account 
e  man's  life.  Where  the  authors  fall 
t  is  in  delivering  an  understanding 
ie  society  in  which  Villard  eventu- 
flourished. 

)r  de  Borchgrave,  an  established 
*ait  photographer,  the  volume  rep- 
lts  a  successful  updating  of  a  genre 
popular  among  the  American  upper 
es,  the  grandfather  biography.  (To 
recise,  Villard  was  de  Borchgrave's 
>grandfather.)  Don't  expect  a  white- 
I  though:  The  authors  fault  Villard 
any  counts,  from  journalistic  lapses 
nancial  overreaching  and  callous- 
toward  workers.  To  construct  this 
ied  portrait,  they  have  drawn  from 
subject's  own  published  memoirs, 
iaries  and  letters,  and  familiar  sec- 
ry  literature  on  the  period. 
:aders  may  not  be  riveted  by  the 
's  first  90-odd  pages,  which  are  de- 
1  to  Villard's  youthful  wanderings 
s  America  and  his  numerous  short- 


term  jobs.  But  soon  the  pace  picks  up 
substantially.  In  the  1850s  when  he  was 
in  his  early  20s,  Villard  started  demon- 
strating a  talent  for  being  in  the  right 
place  at  the  right  time.  On  the  basis  of 
some  minor  journalistic  efforts,  he  got  a 
position  with  the  German-language 
American  newspaper  Staats-Zeitung, 
where  he  covered  the  seminal  political 
debates  between  Illinois  Senator 
Stephen  Douglas  and  his  challenger, 
Abraham  Lincoln.  That  experience 
opened  the  door  to  Horace  Greeley's 
New  York  Tribune,  for  which  Villard 
covered  numerous  Civil  War  battles. 

At  war's  end,  Villard  won  an  assign- 
ment as  a  European  correspon- 
dent. There,  he  seemed  to  tire  of 
journalism — and  he  began  to 
dream  of  a  more  lucrative  career. 
Following  a  stint  as  agent  for  anx- 
ious German  investors  in  Ameri- 
ca's Northwest,  he  became  a  key 
middleman  facilitating  the  flow  of 
German  capital  to  railroads  in  that 
region.  By  age  41,  he'd  parlayed 
this  into  the  presidency  of  several 
Oregon  companies,  including  the 
Oregon  &  California  Railroad. 

Between  1874  and  1881,  he 
became  a  major  figure  in  Ameri- 
can business,  concentrating  mostly 
on  transportation  but  also  serving  as  an 
early  director  of  the  Edison  Electric 
Light  Co.  His  greatest  coup  came  out 
of  a  desire  to  further  develop  Oregon 
by  connecting  it  to  a  transcontinental 
railroad.  As  rivalry  grew  between  his 
own  railroad  and  the  powerful  North- 
ern Pacific,  which  was  expanding  west- 
ward to  the  Pacific  from  Minnesota, 
Villard  determined  in  the  early  '80s  to 
take  control  of  that  line.  Promising  in- 
vestors large  profits  but  providing 
them  no  information  or  security,  he  be- 
gan building  a  "blind  pool"  of  many 
millions  to  fund  a  hostile  takeover.  Af- 
ter  a   brief  but   vigorous    struggle, 


Northern  Pacific  management  capitulated. 
By  age  46,  Villard  was  near  the  peak 
of  his  financial  power,  with  a  personal 
fortune  equivalent  to  hundreds  of  mil- 
lions in  today's  money.  He  and  his  wife 
enjoyed  the  high  life  of  New  York  soci- 
ety, delighting  in  lavish  parties  and  ban- 
quets and  constructing  a  Madison  Av- 
enue palazzo,  replete  with  electricity,  a 
hydraulic  elevator,  and  works  by  such 
celebrated  artists  as  Augustus  Saint- 
Gaudens  and  John  La  Farge.  The  couple 
privately  termed  themselves  the  duke 
and  duchess  of  Oregon,  "surprising  im- 
agery for  a  former  radical  antimonar- 
chist  and  the  daughter  of  a  champion  of 
equality,"  the  authors  note. 

This  turnabout  from  idealist  to  robber 
baron  seems  extreme,  but  was  it  un- 
usual? While  mentioning  others  with 
similar  experience — including  Charles 
Francis  Adams  Jr.,  the  scion  of  Presi- 
dents and  abolitionists  who  became 
president  of  the  Union  Pacific — the  book 
provides  little  context.  In  fact,  the  Vil- 
lards  were  hardly  alone  in  making  this 
shift.  Among  patricians,  egalitarian  ide- 
alism waned  amidst  a  national  tide  of 
m  political  corruption  and  esca- 
1  lating  class  conflict.  The  "radi- 
jjj  I  cal"  Republicans  favoring  Re- 
I  construction  of  the  South  lost 
out  to  conservatives,  and  the 
entire  gop  shifted  from  being 
the  instrument  of  free-soil  and 
free-labor  advocates  to  that  of 
creditors  and  industrialists. 
"The  world,  after  1865,  became 
a  banker's  world,"  lamented  his- 
torian Henry  Adams. 

The  lavish  life  and  huge  rail- 
road expenditures  caught  up  with 
Villards  in  the  panic  of  the  1880s. 
As  losses  mounted,  he  was  ousted  from 
the  presidencies  of  his  various  busi- 
nesses and  compelled  to  abandon  his 
mansion.  But  within  a  few  years,  he 
was  able  to  resume  leadership  roles  at 
these  companies  and,  moreover,  became 
the  first  president  of  Edison  General 
Electric.  He  retired  just  before  the  re- 
cession of  1893  and  died  in  1900  after 
suffering  a  stroke.  While  composing  his 
memoirs,  Villard  found  that  it  was  the 
Civil  War,  not  business,  that  had  pro- 
vided his  most  interesting  experiences. 
As  this  book  shows,  he  had  a  lengthy 
list  from  which  to  choose. 

BY  HARDY  GREEN 
Green  is  Books  Editor. 


/ILLARD  PIONEERED  A  CLASSIC  BUSINESS  MOVE: 


THE  HOSTILE  TAKEOVER 
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"When  top  European 

solutions  that  integrate  communications  and 
information  technologies,  their  first  stop: 
Deutsche  Telekom's  T-Systems." 


T-Mobile 

T-Online 

T-Com 


T-Systems 


*\ 


Forfurther  information:  www.telekom.de/dt-share 


J 


^    Deutsche  Telekom's  T-Systems  subsidiary  is  the  second 
largest  systems-integration  firm  in  Europe,  providing  a 
full  range  of  comprehensive  IT  and  communications 
services. 


Deutsche  Telekom:  a  top  player  in  this  rapidly  growing 
global  market. 

All  over  the  world,  companies  are  harnessing  the  power  of 
the  e-business  revolution  in  order  to  more  effectively  serve 
the  needs  of  their  customers.  This  long-term  business  im- 
perative requires  companies  to  build  advanced,  electron- 
ically based  business  processes. 

In  Europe,  there  will  be  substantial  investment  in  communi- 
cations and  information  technologies  and  integrated  services 
over  the  next  few  years.  The  market  for  systems  solutions 
such  as  e-procurement,  Electronic  Customer  Relationship 
Management  (e-CRM)  and  m-commerce  is  expected  to  grow 
significantly. 

Deutsche  Telekom's  unique  strengths. 

■  Through  T-Systems,  Deutsche  Telekom  is  among  the 
first  companies  to  offer  customers  access  to  one  com- 
pany's combined  expertise  in  IT  and  communications. 
It  brings  together  the  IT  and  systems  integration  know- 
how  of  recently  acquired  debis  Systemhaus  with  its  own 
expertise  in  networks  and  data/IP. 


I  No  other  communications  company  in  the  world  is  better 
positioned  to  provide  customers  with  a  comparable 
portfolio  of  integrated  technology  and  communications 
solutions. 

I  T-Systems'  37,000  employees  worldwide  have  a  proven 
track  record  of  experience  and  capabilities  in  all  facets 
of  e-business. 

I  In  2000,  the  group  generated  revenues  of  approximately 
$11  billion. 

I  Today,  we  provide  top  business  customers  in  Germany 
and  more  than  20  other  countries  with  high-performance 
systems  solutions. 


elekom! 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

tech&yo  u@businessweek.com 

SONY'S  NEW  VAIO: 
ONE  FOR  THE  ROAD 


If  you  are  an  aficionado  of  Sony  laptops,  the 
first  thing  you're  likely  to  notice  about  the 
new  Vaio  R505  SuperSlim  Pro  is  the  absence 
of  purple.  The  magnesium  case  has  a  purplish 
cast  and  the  touchpad  under  the  keyboard  is 
sort  of  mauve,  but  the  assertive  purple  that  has 
been  the  signature  of  Sony's  trendy  laptops  is 
gone.  And  that's  significant,  because  Sony  is  go- 
ing corporate. 

When  Sony  Corp.  introduced  its  505-series 
laptops  a  couple  of  years  ago,  they  quickly  be- 
came the  first  successful  ultralight  models  in  the 
U.S.  Although  corporate  information-technolo- 
gy departments  wouldn't  look  at  them,  road- 
weary  execs  tired  of  lugging  six  or  seven  pounds 
of  computer  snapped  them  up,  either  buying 
them  with  their  own  money  or  finding  a  way  to 
sneak  them  pass  corporate  purchasing. 

Sony  still  is  not  ready  to  make  the  commit- 
ment to  the  sales,  service,  and  support  organi- 
zation that  it  would  need  to  go  up  against  IBM, 
Dell,  Compaq,  and  Hewlett-Packard  in  the  main- 
stream corporate  market.  But  it  sees 
executives  as  a  big  area  of  growth  and 
is  positioning  its  new  products  to  in- 
crease their  business  appeal. 

For  the  mobile  executive  who  wants 
maximum  power  and  minimum  bulk 
and  weight,  the  R505  is  appealing  in- 
deed. The  $3,099  top-of-the  line  model 
comes  with  an  850  megahertz  Pentium 
III  processor  and  Windows  2000  (Win- 
dows Me  is  $100  less).  You  can  save  a 
big  chunk  of  change — $500 — by  step- 
ping down  to  a  750  MHz  chip,  and 
odds  are  the  only  place  you'll  notice 
the  difference  is  in  slightly  better  bat- 
tery life.  Both  models  have  128  MB  of 
RAM  and  a  20-gb  hard  drive. 

The  newest  505  weighs  just  3.75  lb., 
measures  11  x  9.4  in.,  and  is  merely  an 
inch  thick.  A  package  that  small  and 
light  still  forces  a  number  of  compro- 
mises (for  a  look  at  some  heftier  op- 
tions from  WinBook,  Hewlett-Packard, 
and  Toshiba,  see  www.businessweek.com/technol- 
ogy/).  One  weakness  of  mini  notebooks  has  always 
been  the  keyboards,  and  this  model,  while  a  big 
improvement  over  earlier  Sony  ultralights,  just 
makes  it  to  marginal  acceptability.  The  keyboard 
is  only  slightly  smaller  than  standard  size,  but  the 
keys  don't  have  enough  travel  room  when  pressed 
and  the  right  shift  key  is  too  small. 

Laptop  makers  face  a  challenge  in  choosing  a 


This  ultralight 
has  what  the 
traveling 
exec  wants: 
Maximum 
power, 
minimum  bulk 


BusinessWeek  on  line 


FOR  A  COLLECTION  OF 
PAST  COLUMNS  and 

online-only  reviews  of 
technology  products,  go 
to  Technology  &  You  at 
www.businessweek.com/ 
technology/ 


screen:  The  higher  the  resolution,  the  better! 
graphics,  but  the  smaller  the  text  and  icons.  I 
Vaio's  12.1-in.  display  at  1,024  x  768  pixels  yil 
very  small  text  size,  which  may  be  especf 
troublesome  to  users  over  40.  This  can  be 
viated  by  fiddling  with  font  settings  in  Wine 
and  applications,  but  it  takes  some  work. 

As  people  on  the  road  all  realize,  using  a 
small  notebook  means  sacrificing  any  built- 
movable  storage.  Sony  has  opted  for  a  "slice'| 
lution,  a  unit  that  attaches  to  the  bottom  of 
laptop  and  contains  both  a  floppy  and  a 
($350)  or  combination  DVD/recordable  CI 
($550).  Slices  have  never  been  very  popular,^ 
Sony  is  wisely  promoting  theirs  as  a  doc| 
solution  rather  than  as  a  way  to  travel  with 
movable  drives.  If  you  often  need  a  CD  onl 
road,  you're  better  off  buying  a  bigger  la| 
with  a  drive  built  in;  it  will  be  thinner, 
and  more  convenient  than  the  505  with  its 
ALL  WORK?  Another  bugaboo  of  ultralight] 
battery  life,  since  tiny  laptops  have  little 
for  batteries  but  still  need  lots  of  power.  ¥.  i 
too,  Sony  has  done  well.  The  company  claii 
life  of  3  to  AlA  hours  on  a  standard  battery;  1  ) 
close  to  the  lower  end  of  that  range  in  no 
use — outstanding  for  an  ultralight.  A  doubl< 
pacity  battery  is  a  $495  option. 

Sony  has  included  all  of  its  trademark 
media  features  in  the  new  505,  including  an 
(ieee  1394)  port  for  downloading  digital 
from  a  camcorder,  a  slot  that  accepts  Mer 


THE  VAIO  R505 
VS.  THE 
THINKPAD  T21 


i 


850  MHz 
Pentium  III/ 
128  MB/20  GB 

800  MHz 
Pentium  III/ 
128  MB/20  GB 


12.1  in. 

1,024x768 

pixels 

14.1  in. 

1,024x768 

pixels 


External       11x9.4x1 
DVD  ($399)  3.75  lb. 


Internal 
DVD 


12x9.8x1.3 
5.3  lb. 


Sticks  from  Sony  cameras  or  music  players 
preloaded  picture  and  video-editing  soft 
But  I  suspect  these  notebooks  will  spend  mc 
their  time  at  work,  not  play. 

In  the  past  couple  of  years  the  ultralighi] 
matured  from  a  cool  tool  for  those  who 
willing  to  make  big  sacrifices  to  get  mini 
size  and  weight,  to  a  lightweighl  WOrkhonH 
road  warriors  are  grateful. 
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Economic  Viewpoint 


BY  GARY  S.  BECKER 


HOW  TO  GET  AIDS  DRUGS 
TO  AFRICA 


STEP  IN: 

Instead  of 
forcing 
drugmakers 
to  cut  prices, 
groups  such 
as  the  World 
Bank  should 
provide  the 
help  African 
nations  need 
to  fight  the 
epidemic 


Gary  S.  Becker,  the  1992 
Nobel  laureate,  teaches  at 
the  University  of  Chicago  and 
is  a  Fellow  of  the  Hoover 
Institution. 


The  number  of  persons  in  Africa  infected 
with  the  aids  virus  is  of  disastrous  pro- 
portions. The  incidence  of  the  virus  is  also 
growing  rapidly  in  India,  Brazil,  and  other  poor 
nations.  This  epidemic  will  rival  some  of  the 
most  devastating  ones  of  past  centuries  unless 
more  affordable  and  effective  policies  are  devel- 
oped soon. 

A  recent  U.  N.  report  details  the  magnitude  of 
the  aids  problem.  Almost  30  million  adults  and  1 
million  children  globally  were  infected  with  the 
AIDS  virus  by  the  end  of  1997.  Two-thirds  of 
those  infected  are  in  Africa,  and  the  infection 
rates  on  that  continent  are  expected  to  grow 
even  more  rapidly  during  the  next  several 
decades. 

Death  rates  reflect  the  rate  of  HIV  infections 
with  about  an  8-  to  10-year  lag,  since  there  is  no 
effective  treatment  once  an  infection  evolves 
into  aids.  About  12  million  people  worldwide  al- 
ready have  died  from  aids,  and  the  number  of 
deaths  will  grow  rapidly.  Eight  million  succumbed 
in  Africa  alone  between  1995  and  2000,  and  the 
U.  N.  estimates  that  deaths  there  from  AIDS  will 
increase  to  24  million  during  this  decade.  This 
would  constitute  almost  40%  of  all  deaths  ex- 
pected on  that  continent,  where  aids  has  sharply 
reversed  what  had  been  impressive  declines  in 
mortality  rates  during  the  past  40  years. 

The  aids  "cocktails"  that  combine  various 
drugs  often  slow  down  the  progression  from  HIV 
positive  to  symptomatic  aids.  These  cocktails 
have  reduced  aids  death  rates  in  the  U.S.  and 
other  rich  nations,  but  they  have  been  much  too 
expensive  elsewhere.  This  is  why  pharmaceutical 
companies  have  come  under  enormous  interna- 
tional pressure  to  supply  their  drugs  to  poor 
nations  at  a  small  fraction  of  the  cost  in  the 
West.  Some  of  these  countries  have  also  begun  to 
permit  cheap  generic  copies  that  violate  inter- 
national patent  agreements.  As  a  result,  most 
pharmaceutical  companies  have  recently  caved  in 
on  pricing. 

HUGE  OUTLAYS.  Over  a  longer  run,  this  policy 
could  have  a  negative  effect  on  Africa  and  other 
poor  nations  because  it  could  discourage  the 
costly  development  of  drugs  to  fight  malaria  and 
other  world  diseases  that  are  mainly  due  to 
poverty  and  climate.  Profit-oriented  companies 
will  not  invest  the  half-billion  dollars  and  more 
required  to  research  and  develop  effective  drugs 
for  major  diseases  if  they  cannot  price  them  suf- 
ficiently high  to  recoup  their  investments. 

These  financial  considerations  explain  why 
drug  companies  already  concentrate  most  of  their 


research  on  cancer,  heart  disease,  and  other 
eases  that  are  common  in  richer  nations,  w 
can  pay  enough  to  support  large  develops 
costs. 

For  this  reason,  a  better  strategy  than  p 
suring  companies  to  essentially  give  away 
drugs  is  for  international  organizations  sue 
the  World  Bank  to  negotiate  with  drug  cor 
nies  to  buy  large  quantities  of  the  aids  c 
tails.  They  would  arrange  to  have  them  re 
cheaply  to  persons  who  are  HIV  positive  in  A 
and  other  poor  nations.  This  approach  w 
provide  adequate  compensation  to  drug  cor 
nies,  but  it  needs  to  be  carefully  policed.  Ot 
wise,  some  individuals  and  government  officia 
poor  nations  who  obtain  drugs  through  t 
programs  will  ship  them  instead  to  the  "g 
markets  of  Western  nations  to  profit  from 
much  higher  prices  there. 
EDUCATION  IS  KEY.  Given  the  severity  of 
consequences,  it  is  puzzling  that  so  many  y< 
African  men  and  women  risk  becoming  infe 
with  the  aids  virus  through  unprotected  s 
the  use  of  contaminated  needles  to  inject  di 
Presumably  many  are  either  unaware  of  the 
sequences  or  they  are  unwilling  to  pay  for 
doms  and  clean  needles.  To  combat  these  fo 
a  second  international  program  should  both 
sidize  condoms  and  clean  needles  and  sp 
better  information  about  the  dangers  of  ur 
sex  and  drugs. 

International  efforts  to  reduce  the  inciden 
aids  are  justified  not  only  by  humanitarian 
siderations  but  also  because  they  would  re 
the  spread  of  a  deadly  contagious  disease 
has  worldwide  consequences. 

In  addition,  these  efforts  would  encou 
greater  investments  in  human  capital  in  A 
and  other  poor  nations  with  an  AIDS  epidt 
Since  the  typical  young  person  who  cont: 
the  aids  virus  lives  only  for  8  to  10  years, 
people  have  less  incentive  to  invest  their 
and  money  in  education  and  training  that  1 
to  higher  earnings  in  the  future.  The  heav 
cidence  of  the  AIDS  virus  in  many  African  na 
is  surely  one  factor  behind  their  dismal  ecoi 
ic  performance  in  recent  decades. 

International  organizations  can  take  stej 
reduce  the  high  rates  of  HIV  infections  or 
African  continent  and  to  slow  down  the  proj 
of  this  virus  among  those  infected.  Succe 
efforts  would  dispel  some  of  the  prevailing 
simism  about  prospects  for  combatting  the 
epidemic  in  Africa  and  in  poor  countries  :ir 
the  world. 
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Well,  you  know  what  we  mean:  teamwork.  The  real  kind.  Ask  our  customers 
about  the  impact  of  our  teamwork.  Last  year,  we  helped  them  save  nearly  700,000 
disability  days,  reduce  claims  by  20%  and  lower  their  cost  of  claims  by  10%.  Results 
like  these  come  from  partnering  with  our  customers  on  every  angle  of  insurance, 
through  our  unique  team  process  called  LibertyWorks™.  It's  how  we  evaluate  their 
business  from  top  to  bottom,  helping  them  uncover  safety  and  savings  opportunities. 
It's  how  we  customize  the  best  insurance  for  each  individual  business.  And  ultimately, 
teamwork  is  how  we  make  your  insurance  more  effective  and  easier  to  manage. 


SURANCEiwAC 


To  learn  about  case  histories  in  your  industry, 
or  for  more  information,  call  1-800-4-LIBERTYorgo  to  www.libertymutuolgroup.com 
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ow  you  can  be  totally  wired,  or  totally  unpluggec 
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Would  you  prefer  to  work  inside  today?  Or  possibly  out  on  the  beach?  With  an 
:    hp  pavilion  home  PC  and  an  hp  Jornada  540  series  Color  Pocket  PC,  you  can  check  email*  or  use  Microsoft5 
applications  from  your  desk,  or  from  a  beach  towel.  Create  a  spreadsheet  or  document  on  your  hp  Jornada,  and 
then  edit  it  on  your  hp  pavilion.  Or  do  exactly  the  opposite.  You  decide.  The  choice  is  totally  yours. 

Digital  information  from  hp.    www.hp.com/go/jornada 


m 


invent 


hp  PCs  use  genuine  Microsoft"  Windows* 
www.microsoft.com/piracy/howtotell 

Wireless  Internet  use  requires  separately  purchased  modem.  Connect  time  charges  may  apply.  Some  website  content 
may  be  unavailable.  Check  with  your  wireless  provider  for  coverage  in  your  area,  for  more  information  on  personal  digital 
Klssistants  log  on  to  www.hp.com/go/pdabrochure 
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BY  GENE  KORETZ 

A  WHITE-COLLAR 
JOB  SQUEEZE? 

Managers  could  soon  face  the  ax 

In  the  traditional  business  cycle,  it  is 
blue-collar  workers  and  lower-level 
employees  generally  who  feel  the  brunt 
of  a  sharp  slowdown  or  recession,  while 
managerial  types  often  escape  un- 
scathed. Until  recently,  that  scenario 
seemed  to  be  unfolding  again,  as  factory 
workers  and  minorities  took  a  hit.  Now, 

CORPORATE  DOWNSIZERS 
GET  SERIOUS 
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A  THOUSANDS  OF  WORKERS 

Data:  Challenger,  Gray  &  Christmas  Inc. 

observes  economist  Stephen  S.  Roach 
of  Morgan  Stanley,  there  are  signs  that 
higher-paid  white-collar  workers  are  also 
increasingly  at  risk. 

For  one  thing,  the  huge  surge  in  lay- 
off announcements  this  year — nearly 
three  times  last  year's  pace,  according  to 
outplacement  firm  Challenger,  Gray  & 
Christmas  Inc. — makes  it  clear  that  Cor- 
porate America  is  intent  on  cutting  la- 
bor costs.  For  another,  March  employ- 
ment data  reveal  that  services 
industries  joined  the  factory  sector  in 
posting  job  losses  for  only  the  second 
time  in  the  past  decade. 

More  important,  says  Roach,  almost 
all  of  last  month's  unemployment  rise 
(from  4.2%  in  February  to  4.3%  in 
March)  seems  to  reflect  rising  jobless- 
ness among  white-collar  workers.  Where- 
as unemployment  overall  rose  by  152,000 
in  March,  it  climbed  by  99,000  among 
managers  and  professionals  and  by  a  fur- 
ther 97,000  in  the  white-collar  support 
categories  of  technicians,  sales  person- 
nel, and  administrative  aides,  while  falling 
in  other  occupations.  "The  risk  is  that 
this  is  only  the  beginning,"  he  says. 

As  Roach  sees  it,  the  economy's  woes 
stem  not  only  from  overinvestment  in 
information  technology  inspired  by  the 
1995-99  stock  market  bubble  and  New 
Economy  hype,  but  also  from  a  hefty 


overhang  of  white-collar  workers  hired 
to  handle  and  master  the  new  technolo- 
gy. Although  white-collar  occupations 
accounted  for  just  44%  of  the  nonfarm 
workforce  in  1994,  they  made  up  no  less 
than  75%  of  the  12.3  million  jobs  added 
from  1994  to  2000. 

In  this  trend,  managers,  executives, 
and  professionals  led  the  way,  account- 
ing for  three-quarters  of  the  growth  in 
white-collar  ranks.  This  group,  notes 
Roach,  are  at  the  top  of  the  white-collar 
salary  pyramid,  commanding  high  pay 
because  of  the  expected  payoffs  from 
their  productivity-enhancing  skills. 

The  problem,  says  Roach,  is  that  the 
slowing  economy  has  revealed  how  ex- 
cessive those  expectations  were.  In 
hindsight,  he  believes  the  huge  growth 
in  managerial  ranks  itself  seems  suspi- 
cious, since  higher  productivity  among 
such  workers  should  have  logically  led 
to  more  restrained  executive  hiring. 

In  any  case,  overall  productivity  itself 
is  slowing  sharply,  many  info-tech-re- 
lated businesses  have  gone  belly-up,  and 
Corporate  America  is  having  a  profits 
recession.  In  response,  cost-cutting  is 
back  with  a  vengeance,  and  IT  workers 
in  the  dot-com  world  have  been  among 
the  first  to  feel  its  effects.  Unless  the 
economy  picks  up  steam  soon  and  it 
spending  recovers,  a  scenario  Roach 
personally  doubts,  he  thinks  high-paid 
managers  will  be  next. 


WEB  TRADING 
AND  SPECULATION 

Do  the  two  go  hand  in  hand? 

A  popular  idea  is  that  the  rise  of  e- 
trading  is  itself  partly  responsible 
for  the  great  Internet  stock  bubble  of 
the  late  1990s.  In  this  view,  investors 
who  began  to  trade  online  were  so  en- 
tranced with  the  new  medium  that  they 
accelerated  their  trading  activity  and 
engaged  in  excessive  risk-taking. 

At  least  as  far  as  the  average  investor 
is  concerned,  it  ain't  necessarily  so,  claim 
James  J.  Choi  and  David  I.  Laibson  of 
Harvard  University  and  Andrew  Met- 
rick  of  the  University  of  Pennsylvania's 
Wharton  School.  The  economists  recent- 
ly looked  at  the  trading  behavior  of  over 
50,000  participants  in  two  corporate 
401(k)s  both  before  and  after  the  plans 
added  the  capacity  to  shift  assets  among 
investment  options  through  the  Web  in- 
stead of  just  by  phone. 

Although  the  researchers  did  find  that 
trading  frequency  picked  up  significant- 
ly after  18  months  of  Web  access,  they 


also  found  that  Web  trades  were  i 
smaller  than  phone  trades.  Morec 
frequent  traders  tended  to  ignore 
availability  of  the  Web  and  to  stic 
their  trusty  telephones.  As  for  pei 
mance,  those  who  shifted  to  the 
did  no  better  than  they  had  before, 
there  was  little  evidence  that  they 
gaged  in  enhanced  speculative  act: 
such  as  "herding"  (riding  a  ma 
trend)  or  intensive  short-term  tradi 


WHY  CONSUMER 
ARE  STILL  BUYINj 

Savings-rate  fears  may  be  overbL 


Does  the  negative  savings  rate  i 
consumers  will  start  squirr 
away  their  pay  again  and  slash  sper 
now  that  their  stock  market  gai 
which  presumably  led  them  to  stop 
ing — have  taken  a  big  hit?  Not  acco: 
to  economists  at  Salomon  Smith  Ba 

Solly's  experts  note  that  since 
saving  as  a  share  of  pretax  person! 
come  has  declined  by  only  two  per 
age  points,  from  about  17.5%  to  If 
whereas  saving  as  a  share  of  afti 
income — which  is  the  way  the  of 
savings  rate  is  calculated — has  dro 
by  more  than  six  percentage  points 
reason  for  the  difference  is  that  thi 
erage  tax  rate  on  personal  income 
by  about  3.5  percentage  points  ove: 
same  period  (chart). 

Influencing  the  rise  in  the  tax 
however,  are  certain  peculiarities  h 
way  it  is  calculated.  For  example, 
eludes  capital-gains  taxes,  even  th 
such  gains  aren't  counted  as  part  o: 
sonal  income.  Shifts  in  gains  realizaj 
and  other  factors  in  recent  years 
driven  the  reported  tax  rate  highel 

This  helps  explain  why  consuml 
hasn't  tanked  in  spite  of  the  negl 
savings  rate.  Rather  than  aftertaxl 
sonal  income,  con- 
sumers are  keying 
their  spending  to 
pretax  personal  in- 
come, which  has 
held  up  relatively 
well.  While  that 
relationship  contin- 
ues, says  Solly,  any 
retrenchment  in 
spending  is  likely 
to  be  modest  and 
gradual,  rather 
than  sudden  and 
sharp — whatever 
the  official  savings 
rate  is  saying. 
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We  make  your  security  a  top  priority. 
But  don't  just  take  our  word  for  it. 


At  Digex,  our  security  measures  are  among  the  most  advanced  in  the 

Web  hosting  industry.  We've  always  known  it,  but  to  demonstrate 

our  security  commitment,  we  engaged  Ernst  &  Young  to  test  our  internal  controls. 

Now  we  are  proud  to  announce  our  successful  completion  of  Ernst  &  Young's 

Cyber  Process  Certification  and  the  SAS  70  Type  II  Review*  representing  a  significant 

accomplishment  in  Digex's  pledge  to  provide  customers  a  state-of-the-art  managed 

<Cw~o\        hosting  environment  with  the  highest  levels  of  security  and  reliability. 

<°\ 

This  prestigious  recognition,  which  encompasses  an  in-depth 


C<y     -^7       investigation  into  our  internal  controls  and  operational  effectiveness 
ill  Ernst  aYounc  up  related  to  financial  transaction  processing,  comes  only  by 
meeting  standards  set  forth  by  the  American  Institute  of  Certified  Public 
Accountants  and  testing  by  Ernst  &  Young. 

It's  our  unique  approach  to  security  that 
puts  Digex  at  the  forefront  of  the  industry.  From 
extensive  physical  protection  like  locked  down  server 
farms  to  sophisticated  firewalls  and  comprehensive 
intrusion  detection  services.  Fully  manned  by  a  dedicated 
army  of  highly  trained  and  certified  security  experts  who 
proactively  safeguard  sites  against  threat,  24x7x365.  It's  this 
dedication  to  protecting  our  clients'  confidential  data  that  has 
earned  us  this  prestigious  recognition. 

Your  customers  demand  the  utmost  in  site  security.  Digex  delivers  it. 
Visit  www.digex.com/secure  or  call  1-800-455-2968  ext.  641  and  trust  your  site  to  a 
proven  Web  hosting  leader. 


Where  managed  hosting  began. 
Where  managed  hosting  is  going. 


<■  and  servioa  marks  mantrcnad  a 


i  Mong  ID  Bvj I  MpMM 


II  rights  reaervad  'Controls  renewed  by  Eav  ralate  to  control  odtachvas  spacrllad  In  SAS  70  and  CPC  raoorta  SAS  7 


t  For  further  rjatjjai,  eta*  on  the  CPC  as*  at  www  rjga.  < 


Telecom  Summit 


Telecom  Summit  2001: 
Broadband  Connections 

Tune  into  this  special  Nightly  Business  Report 
Interview  Series  on  your  public  television  station 
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Nightly  Business  Report  is  produced  by  WPBT/Miami  in  association  with  BRIDGE.  Nationally  Underwritten  by: 
A.G.  Edwards,  Inc. .Compaq  Computer  Corporation,  and  Franklin  Templeton  Investments 
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JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


[AS  THE  JOB  ENGINE 
1L0WN  A  GASKET? 

ie  effect  of  unemployment  fears  on  consumers  poses  a  new  threat 


US.  ECONOMY 


I  SHARP  SLOWDOWN 
IN  JOB  GROWTH 


For  months,  the  cruising 
altitude  of  the  U.S.  economy 
depended  much  on  the  lift  from  resilient  job  markets, 
t  after  the  March  employment  report,  you  had  better 
fcten  your  seatbelt.  The  ride  ahead  may  get  rougher. 
)on't  panic.  The  state  of  the  expansion  is  not  as 
ak  as  the  March  loss  of  86,000  jobs  suggests.  Part  of 
decline  was  likely  payback  for  the  unrealistically 
Je  215,000  average  monthly  increases  in  payrolls 
r  January  and  February.  But  yearly  job  growth 
,  clearly  slowed  (chart),  and  the  unemployment  rate 
ted  up  from  an  expansion  low  of  3.9%  in  October  to 
7o  in  March,  with  further  increases  to  come. 

The  outlook  hinges  on  how 
the  softening  labor  markets 
affect  consumer  confidence  and 
spending.  Consumer  outlays, 
two-thirds  of  real  gross  do- 
mestic product,  have  single- 
handedly  kept  the  expansion 
going,  more  than  accounting 
for  real  GDP  growth  in  the 
third,  fourth,  and  first  quar- 
ters. Remember  that  until  re- 
cently, healthy  job  and  income 
as  and  a  booming  stock  market  had  fueled  con- 
fer spending.  Now  the  stock  market  has  gone  bust, 
zing  households  more  reliant  on  their  paychecks  to 
tain  growth  in  their  outlays. 

I  slowdown  in  consumer  spending  in  line  with  the 
I  or  so  trend  of  real  household  income  is  not  a 
blem.  But  weaker  job  markets  raise  some  red  flags. 
j:  Households,  wary  of  layoffs,  could  pull  back 
rply.  And  two:  Slower  growth  in  jobs  and  income 
Id  expose  consumer  debt  problems  as  households 
,  it  harder  to  service  their  rapidly  growing  debt 
Is.  So,  too,  slowing  demand  could  hurt  businesses 
ng  to  protect  their  profit  margins  in  a  year  of  rising 
)r  costs  and  slower  productivity  growth. 

I  FAR,  LABOR  MARKET  SOFTNESS  is  not  in  dan 

3us  territory.  The  drop  in  March  payrolls  was  an  ex- 
eration  of  weakness,  just  as  the  large  January  and 
>ruary  advances  were  an  overstatement  of  strength, 
ither  and  statistical  factors  heightened  the  month-to- 
lth  volatility.  The  six-month  trend  gives  a  truer 
mire  of  job  growth.  Gains  in  private-sector  payrolls 
saged  67,000  per  month  during  the  past  six  months. 


SIX-MONTH 
MOVING  AVERAGE 
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I  MANUFACTURING 


Data:  Labor  Dept.,  BusinessWeek 


That's  barely  more  than  half  the  128,000  monthly  pace 
of  the  previous  six  months,  which  itself  was  down  from 
237,000  in  the  six  months  before  that. 

The  drain  from  job  losses  in  manufacturing,  totaling 
434,000  during  the  past  year,  including  March's  decline 
of  81,000,  has  been  enormous.  Excluding  factory  pay- 
rolls, private-sector  job  growth  has  averaged  a  sturdy 
124,000  per  month  in  the  past  six  months,  not  too  far 
below  the  144,000  average  in  the  previous  six  months. 

Job  growth  in  the  private 
service  sector  has  also  slowed,         MANUFACTURING  IS 
but,  again,  the  March  drop  of       STILL  IN  DIRE  STRAUS 
15,000   slots   overstates   the 
weakness.  A  steep  decline  in      °  ""  ^ 
temporary  help  more  than  ac- 
counted for  the  service-sector 
slowdown.    Remember    that 
temps  were  an  important  fac- 
tor in  companies'  efforts  to      4 
keep  up  with  demand  in  the 
'90s,  and  they  were  less  costly 
than  permanent  hires,  since  few  received  benefits. 
That's  why  temp  workers  doubled  from  1992  to  2000, 
accounting  for  more  than  3.8  million  jobs  last  year. 

Now,  with  demand  slowing,  temps  are  the  first  jobs 
to  go.  Jobs  from  temp  agencies  have  fallen  by  279,000 
since  last  September.  Excluding  these  contingent  work- 
ers, average  monthly  growth  in  private-service  payrolls 
since  September  has  actually  risen  to  139,000  vs. 
133,000  in  the  prior  six  months.  Moreover,  although 
they  are  counted  in  service-sector  jobs,  many  of  these 
laid-off  temp  workers  were  hired  out  to  manufacturing 
companies,  another  example  of  how  the  factory  reces- 
sion is  hurting  the  economy. 

The  divide  between  activity  in  manufacturing  and 
services  remained  as  big  as  ever  last  quarter.  Overall 
hours  worked,  a  good  proxy  for  output,  fell  in  manu- 
facturing in  the  first  quarter  at  an  annual  rate  of  7.9%, 
while  first-quarter  hours  in  the  private-service  sector 
rose  at  a  1.8%  rate,  only  slightly  below  the  fourth 
quarter's  2.2%  pace  (chart).  That  suggests  that  ser- 
vice-sector activity  continues  to  buoy  the  economy. 

STILL,  THE  UNEMPLOYMENT  RATE  is  bound  to  rise 

from  March's  4.3%  amid  signs  of  loosening  labor  mar- 
kets. Weekly  jobless  claims  through  March  have  been 
rising.  Labor  Dept.  data  show  that  the  duration  of 
unemployment  is  rising  and  that  the  number  of  per- 
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manent  job  losers  has  picked  up.  And,  on  average, 
only  48%  of  companies  added  workers  last  quarter, 
the  fewest  since  1992. 

Equally  important,  it  took  GDP  growth  of  greater 
than  5%  to  push  the  jobless  rate  down  below  4%. 
However,  that  growth  rate  was  not  sustainable,  mean- 
ing neither  was  the  low  jobless  rate.  Even  if  the  econ- 
omy slowed  to  a  3%  growth  rate  this  year,  which  is 
now  a  pipe  dream,  unemployment  would  have  risen  a 
little.  Now,  the  danger  is  that  it  may  rise  a  lot. 

AGAINST  THESE  TRENDS,  the  recent  acceleration  in 
wage  growth  seems  anomalous.  Hourly  pay  of  produc- 
tion workers  rose  0.4%  in  March  after  a  large  0.6%  gain 
in  February,  and  pay  growth  from  a  year  ago  has  sped 
up  to  4.3%  from  a  3.6%  yearly  clip  in  September  (chart). 
Some  analysts  have  even  raised  the  fear  of  stagfla- 
tion, a  period  of  economic  stagnation  and  rising  inflation. 
However,  that  fear  is  not  well  grounded.  Pay  gains 
are  speeding  up  for  three  reasons,  and  those  factors 
should  all  fade  in  coming  months.  First,  the  lagged  ef- 
fect of  unsustainably  tight  labor  markets  will  wane  as 
the  jobless  rate  rises.  Second,  the  effect  of  higher  en- 
ergy costs,  which  is  pushing  up  wages  through  cost-of- 
living  adjustments,  will  lessen  as  energy  costs  ease. 
This  energy-driven  wage  impact  showed  up  in  reverse 
after  the  1998-99  drop  in  energy  costs.  And  third,  the 
gain  is  partly  the  result  of  a  quirk  in  how  Labor  mea- 
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sures  hourly  pay.  As  many  companies  cut  back  on  tl  I 
workweeks,  the  same  weekly  pay  total  can  result  v 
higher  hourly  pay  in  some  Labor  Dept.  calculations 

Even  so,  rising  wage  bills 
come  at  a  bad  time  for  busi- 
nesses  that   are   struggling 
with  little  or  no  pricing  pow- 
er. In  particular,  businesses 
face  an  especially  tricky  prob- 
lem with  rising  costs  due  to 
the  cyclical  slowdown  in  pro- 
ductivity growth,  which  ap- 
pears   to    have    been    very 
weak,  if  not  negative,  in  the 
first  quarter.  That  weakness, 
plus  the  gain  in  workers'  compensation,  means  unit 
bor  costs  increased  substantially  for  the  third  quad 
in  a  row.  The  combination  of  rising  unit  labor  c<[ 
and  no  pricing  power  is  squeezing  profit  margins  h| 
This  pressure  from  the  cost  side  of  the  profits  equaj 
comes  in  addition  to  the  earnings  woes  resulting 
weaker  demand. 

All  this,  of  course,  could  come  back  to  haunt  the 
bor  markets  and,  in  turn,  consumers  and  the  econc 
Amid  slower  demand,  companies  have  little  recours| 
controlling  costs  but  to  hack  away  at  expensive 
rolls.  The  more  that  scenario  plays  out  in  coi 
months,  the  nastier  this  slowdown  will  become. 
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TIME  MAY  BECOME  BLAIR'S  WORST  ENEMY 


Prime  Minister  Tony  Blair  and 
his  Labour  Party  government 
head  toward  the  national  election, 
now  expected  on  June  7,  riding 
atop  a  healthy  economy.  But 
downside  risks  are  gathering. 

The  Bank  of  Eng- 
land's Monetary  Policy 
Committee  listed  three 
of  them  as  reasons  for 
its  Apr.  5  rate  cut:  the 
U.S.-led  global  slow- 
down, the  plunge  in 
British  stock  prices, 
and  the  short-term 
impacts  of  foot-and- 
mouth  disease.  The 
committee  trimmed  a 
quarter-point  from  the  base  lend- 
ing rate,  now  at  5.5%,  the  second 
such  reduction  this  year,  and  sug- 
gested that  it  is  leaning  toward 
further  cuts. 

For  now,  the  economy  is 
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strong,  amid  tight  job  markets, 
buoyant  consumer  spending,  and 
a  vibrant  service  sector.  Plus, 
mortgage  rates  are  down  to  their 
lowest  levels  since  1965.  The  job 
markets  are  one  of  Blair's  chief 
assets.  Based  on 
those  claiming  jobless 
benefits,  unemploy- 
ment is  below  1  mil- 
lion, a  key  political 
mark,  and  the  March 
jobless  rate,  at  3.3%, 
is  at  a  26-year  low. 

However,  signs  of 
slowing  are  showing 
up,  even  as  February 
wage  growth  spiked 
up.  The  U.  S.  takes  about  15%  of 
British  exports,  and  a  March  sur- 
vey revealed  weaker  factory  or- 
ders and  output.  Factory  produc- 
tion rose  a  scant  0.1%  in 
February  after  dropping  0.8%  in 


January.  Other  March  surveys  b 
trade  groups  show  a  slowdown  i 
retail  sales  and  a  cooler  climate 
the  service  sector.  All  this  is  nol 
to  mention  this  year's  drop  of 
some  10%  in  the  stock  prices  of 
the  100  largest  British  companie 

Moreover,  the  impact  of  foot- 
and-mouth  disease  has  yet  to  hi 
the  data.  Estimates  of  the  eco- 
nomic cost  of  the  outbreak  run  I 
high  as  $13  billion,  some  0.4%  o: 
gross  domestic  product.  Most  of 
the  hit  will  be  on  tourism,  aboul 
7%  of  GDP,  which  could  lose  som 
$7  billion  in  revenues  by  Septe 
ber,  based  on  one  projection. 

Blair  has  already  delayed  locaj 
elections  from  May  3  to  concen- 
trate on  the  outbreak.  Conserv 
tives  in  Parliament  are  hoping 
a  further  delay  until  autumn, 
when  economic-  prospects  may 
be  so  clearly  on  Blair's  side. 
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CHINA'S  1.26  BILLION  PEOPLE  CAN'T 
|    WAIT  TO  GET  YOUR  PRODUCTS. 


(GOOD  THING  WE  FLY  SIX  JUMBOS  THERE  EACH  WEEK.) 


■ne  delivers  China  faster.  Why  keep  the  world's  biggest  market  waiting  when  you 
have  to?  UPS  now  offers  more  shipping  options  and  shorter  transit  times  than  ever 
i.  In  fact,  with  six  weekly,  direct  flights  to  Beijing,  connecting  to  Shanghai,  there's  no 
way  to  reach  every  major  city  in  China.  So  next  time  you  get  a  big  order  from  Xi'an. 
fast.  Think  UPS.  To  find  out  more,  visit  nps.com  or  call  us  at  1-800-782-7892. 


EjE 


MOVING  at  the  SPEED  of  BUSINESS 


J. 


News:  Analysis  &  Commentary 


A  COMEBACK 
FOR  NUKES? 


The  industry 
says  new  plants 
can  be  safer,  but 
concerns  linger 

In  the  hand-wringing  over  Ameri- 
ca's energy  future,  most  people 
have  studiously  avoided  a  dirty 
word — nuclear.  For  years,  conven- 
tional wisdom  has  been  that  the 
103  nuclear  plants  in  the  U.S. 
would  be  shut  even  before  their  40-year 
licenses  expire — and  no  new  ones  would 
ever  be  built.  At  nuclear-industry  con- 
ferences, the  most  popular  sessions  were 
on  how  to  decommission  the  dinosaur- 
like facilities.  Amid  public  apathy,  if  not 
outright  hostility,  plant  builders  such  as 
Westinghouse  Electric  Co.  failed  to  win 
orders  for  advanced  new  technologies. 

But  suddenly,  the  nuclear-power  in- 
dustry is  basking  in  an  unexpected  glow. 
Utilities  such  as  Chicago-based  Exelon 
Corp.  have  been  snapping  up  unwanted 
nukes  while  others  are  getting  their  li- 
censes renewed  (page  41).  Safer  designs 
are  gestating  on  drawing  boards  on  four 
continents — and  some  are  even  getting 
built.  And  as  state  governments  scramble 
to  add  carbon  dioxide-emitting  coal  and 
gas  power  plants,  everyone  seems  to  be 
remembering  that  nuclear  plants  emit 
no  greenhouse  gases. 

Now,  with  the  U.  S.  hit  by  the  double 
whammy  of  rising  natural-gas  prices 
(page  40)  and  electricity  shortages,  nu- 
clear power  is  getting  a  blessing  from 
the  Bush  White  House.  In  the  Adminis- 
tration's energy  plan,  due  out  in  late 
April  or  early  May,  nuke  plants  are  like- 
ly to  be  given  a  prominent  role.  The 
White  House  plans  to  offer  tax  incen- 
tives and  an  easing  of  regulatory  re- 
quirements to  spur  development.  "We 
have  even  seen  the  first  stirring  of  in- 
terest in  the  possibility  of  new  construc- 


tion in  the  U.  S.,"  says  Nuclear  Regula- 
tory Commission  Chairman  Richard  A. 
Meserve.  "That  would  have  been  un- 
thinkable even  a  year  ago." 

Whatever  the  Administration's  plans, 
new  nukes  won't  be  dotting  the  U.S. 
landscape  anytime  soon.  Too  many  Amer- 
icans have  memories  of  Three  Mile  Island 
and  Chernobyl  to  welcome  a  plant  into 
their  neighborhoods.  In  addition,  serious 
questions  remain  about  whether  the  ra- 
dioactive waste  from  power  plants  can  be 
safely  stored  for  the  thousands  of  years  it 
requires  to  decay.  Still,  it's  clear  that  the 
darkest  days  for  nukes  are  over.  "The 
climate  for  nuclear  power  now  is  better 
than  it  has  been  in  10  or  15  years  in  the 
U.S.,"  says  Fletcher  Newton,  president 
of  Power  Resources  Inc.,  a  Denver-based 
producer  of  uranium. 
BUYING  SPREES.  Simple  economics  are 
behind  this  resurrection.  Utilities  have 
learned  how  to  run  plants  more  effi- 
ciently— in  some  cases,  boosting  their 
power  by  hiking  operating  temperatures. 
They've  slashed  annual  shutdowns  from  a 
crippling  two  to  three  months  to  18  to  20 
days.  States  such  as  California,  Illinois, 
and  Pennsylvania  have  allowed  plants  to 
take  off  their  books  billions  of  dollars  in 
debt  stemming  from  original  construc- 
tion-cost overruns.  With  the  rise  in  gas 
prices,  the  cost  of  nuclear  power  has 
dropped  to  as  little  as  two-thirds  that 
of  rivals'. 

That's  why  utilities  such  as  Exelon, 
Entergy,  and  Dominion  Resources  have 
been  on  buying  sprees.  The  most  aggres- 
sive, Exelon,  has  bought  three  reactors  in 
the  past  two  years  and  boosted  its  stake 
in  two  others.  Industry  execs  expect  to 
extend  the  40-year  licenses  of  virtually 
all  existing  plants  for  20  more  years.  So 
it's  no  surprise  stocks  of  nuke-heavy  util- 
ities have  soared  over  70%  in  the  past 
year.  Industry  analysts  now  predict  that 
instead  of  dropping  out  of  America's  en- 
ergy mix,  nuclear  power  will  remain  near 
its  current  20%  share  for  decades. 

The  industry  is  also  getting  a  boost 
from  new  designs.  "Considering  that  our 
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current  reactors  are  1960s  and  1970s 
technology,  we  are  now  several  decades 
smarter,  and  there  are  several  designs 
that  look  more  attractive  than  existing 
plants,"  says  David  Lochbaum,  a  nuclear- 
safety  engineer  at  the  Union  of  Con- 
cerned Scientists,  a  watchdog  group. 
Japan  has  just  built  two  next-generation 
plants  developed  by  ge  Nuclear  Ener- 
gy, and  others  are  under  construction  in 
South  Korea  and  Taiwan. 

Perhaps  the  most  closely  watched  pro- 
ject is  in  South  Africa.  The  country's 
leading  utility,  Eskom,  with  support  from 
British  Nuclear  Fuels  and  Exelon,  plans 
a  pivotal  test  of  a  leading  contender 
among  the  new  designs.  Its  updated  ver- 
sion of  the  "pebble  bed"  approach  promis- 
es to  be  far  safer  than  today's  plants — on 
paper,  at  least. 

TAINTED  WATER.  Why?  Nuclear  plants  in 
the  U.S.  use  uranium  fuel  heated  by  a 
nuclear  reaction  to  nearly  2,200F.  The 
fuel  heats  water,  and  the  resulting  steam 
runs  a  turbine  to  produce  electricity.  The 
problem:  If  there's  not  enough  water 
flowing  next  to  the  fuel,  the  reactor  can 
get  so  hot  it  melts  right  through  the 
floor,  causing  a  dreaded  meltdown.  And 
the  nuclear  reaction  makes  the  water  ra- 
dioactive, creating  lots  of  low-level  waste. 
In  the  view  of  nuclear  advocates  and 
critics  alike,  pebble  bed  reactors  should 
be  far  safer.  They  have  thousands  of  tiny 
grains  of  fuel,  each  encased  in  a  tennis- 
ball-size  "pebble."  On  their  own,  the  peb- 
bles can't  get  hot  enough  to  melt  down. 
To  produce  electricity,  they  heat  up  heli- 
um gas,  which  then  runs  a  turbine  di- 
rectly. Gone  are  the  thousands  of  gallons 
of  low-level  waste.  What's  more,  the  plant 
is  50%  more  efficient  than  existing  light- 
water  nukes.  And  because  this  is  a  radi- 
cal departure  from  the  Three  Mile  Is- 
land approach,  advocates  think  the  public 
will  be  more  accepting.  'We  call  the  peb- 
ble bed  design  the  politically  correct 
reactor,"  says  Andrew  C.  Kadak,  profes- 
sor of  nuclear  engineering  at  Massachu- 
setts Institute  of  Technology. 

If  the  South  Africa  plant  is  built  and 
works  as  advertised,  U.S.  utilities  ex- 
pect more  advanced  reactors  to  be  built. 
In  the  U.S.,  "there  will  be  a  new  nu- 
clear plant  in  5  to  10  years,"  predicts 
Donald  C.  Hintz,  president  of  New  Or- 
leans-based Entergy  Corp.  The  industry 
is  also  looking  forward  to  another  boost 
from  White  House  energy  policy. 

Despite  all  this,  new  nukes  are  far 
from  a  sure  thing.  Even  the  safer  pebble 
bed  design  could  be  vulnerable  to  sabo- 
tage or  terrorist  attacks  that  would 
spread  dangerous  radioactivity  across  the 
countryside,  worries  Lochbaum.  And  the 
problem  of  disposing  of  tons  of  radioac- 
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tive  waste  remains  unsolved.  The  Energy 
Dept.  has  proposed  dumping  the  spent 
fuel  in  tunnels  deep  within  Yucca  Moun- 
tain in  Nevada.  But  geologists  say  there's 
no  guarantee  that  Yucca's  rock  forma- 
tions will  be  stable  enough  over  eons  of 
time  to  prevent  radioactive  material  from 
contaminating  the  surrounding  area. 
Without  a  safe  disposal  site,  waste  will 
pile  up,  impeding  industry  expansion.  En- 


vironmentalists, meanwhile,  will  continue 
to  draw  attention  to  these  unresolved  is- 
sues. In  short,  unless  the  new  technology 
proves  itself  in  South  Africa  and  other 
countries,  new  plants  won't  get  off  the 
drawing  boards  in  the  U.  S. 

For  the  industry,  though,  the  change 
in  climate  is  already  bracing.  For  years, 
Arkal  Shenoy,  director  of  modular  helium 
reactors  at  San  Diego-based  General 


Atomics,  has  struggled  to  keep  an  a 
vanced  design  alive.  Now,  its  prospeJ 
have  finally  brightened.  "I  never  thoua 
there  would  be  a  day  like  this,  with  | 
much  interest  in  nuclear  power,"  he  sal 
To  many  people  like  Shenoy,  nuke  plarl 
are  looking  less  like  dinosaurs  every  dl 
By  Laura  Cohn  and  John  Carey  | 
Washington,  with  Michael  Arndt 
Chicago 


When  the  U.  S.  entered  last  win- 
ter with  unusually  low 
amounts  of  natural  gas  in  stor 
age,  many  analysts  predicted  that 
rising  demand  in  the  face  of  super- 
tight  supply  would  lead  to  strato- 
spheric prices.  Boy,  were  they  right. 
Last  year,  natural-gas  prices  on  the 
New  York  Mercantile  Exchange 
(nymex)  quadrupled,  to  nearly  $10 
per  thousand  cubic  feet  (Mcf)  in 
December,  as  consumer  utility 
bills  hit  unheard-of  levels. 

Now,  with  natural-gas  prices 
rising  again  after  having  settled 
back  to  about  $5  in  March, 
many  observers  are  predicting 
an  encore.  Indeed,  so  far  in 
April,  prices  have  climbed 
about  10%,  to  $5.55.  A  scorching 
summer  could  bring  further 
trouble.  The  reason  for  worry: 
With  producers  still  playing  catch- 
up on  supply,  current  inventories  of 
natural  gas  sit  at  record  lows. 
BAD  WINTER?  As  the  industry  be- 
gins its  critical  April-to-October 
stretch,  when  storage  tanks  are  re- 
filled for  the  next  winter,  natural- 
gas  inventories  stand  at  627  billion 
cubic  feet  (Bcf).  That's  39%  below  a 
year  ago,  and  the  lowest  on  record 
at  the  start  of  a  refill  season,  ac- 
cording to  the  Energy  Dept.'s  Ener- 
gy Information  Agency  (eia).  At 
that  level,  it  will  be  difficult  to 
shore  up  reserves  in  time  for  win- 
ter. Last  refill  season,  storage  levels 
were  boosted  only  from  1.15  trillion 
cubic  feet  (Tcf)  to  2.7  Tcf.  That's 
well  below  the  3.1-Tcf  cushion  nor- 
mally built  up  to  get  through  even  a 
mild  winter.  "We  really  don't  have 
enough  gas  reserves  or  enough  [pro- 
duction capacity]  to  meet  demand," 
says  Apache  Corp.  Chairman  and 
Chief  Executive  Raymond  Plank. 

The  deficit  could  lead  to  price 
spikes  as  early  as  this  summer.  Cali- 


fornia's energy  crisis,  combined  with 
an  extremely  hot  summer  in  that 
state  and  others,  such  as  Texas,  that 
consume  large  quantities  of  gas-fired 
electricity,  could  send  prices  way  up. 
The  increased  use  of  gas  to  fuel  pow- 
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•BAStO  ON  PRICES  AT  THE  HENRY  HUB 
PIPELINE  CROSSING 

Data.  Natural  Gas  Week,  Lehman  Brolheis.  NYMEX 

er  plants  has  boosted  demand.  Hot 
weather  would  make  it  even  harder 
to  meet  summer  requirements  while 
filling  storage  bins  for  the  winter.  If 
summer  is  hot,  warns  Enron  Corp. 
ceo  Jeffrey  K.  Skilling,  "I  could  easi- 
ly conceive  of  [spot  prices]  something 
north  of  $10  or  even  $15." 

After  easing  during  the  fall,  many 


analysts  say  spot  prices  could  spike 
back  to  the  $7-to-$10  range  this  win- 
ter. But  the  futures  markets  are  pro- 
jecting a  price  of  about  $6  next  Janu- 
ary. The  EIA  estimates  natural-gas 
prices  for  residential  consumers 
could  jump  about  26%  this  winter,  to 

77  per  Mcf,  following  a  46%  rise 
last  winter.  "We  see  natural-gas 
prices  as  being  recession-proof  in 
2001,"  says  Robert  L.  Christensen 
Jr.,  senior  vice-president  at  FAc/Eq- 
uities  in  New  York. 

That's  despite  an  anticipated 
easing  of  demand  this  year.  The 
eia  says  natural-gas  demand  will 
grow  only  2.3%  in  2001  vs.  4.4% 
last  year.  The  slower  growth  will 
take  some  pressure  off,  but  weak 
production  means  prices  will  re- 
main strong.  A  recent  Lehman 
Brothers  Inc.  survey  of  the  50  pro- 
ducers that  account  for  70%  of  the 
U.S.  natural-gas  supply  shows  that 
production  fell  2.9%  in  1999  and  an- 
other 1.7%  in  2000.  Lehman  analyst 
Thomas  R.  Driscoll  estimates  the 
group  will  log  a  mere  1.7%  produc- 
tion gain  this  year  even  though  944 
rigs  are  drilling  for  gas  in  the  U.  S., 
an  increase  of  54.8%  over  a  year  ago. 

More  drilling  doesn't  necessarily 
add  up  to  immediate  supply.  Indus- 
try officials  say  it  takes  up  to  18 
months  after  the  start  of  drilling  be- 
fore new  gas  arrives  in  the  market. 
Another  problem:  It's  getting  harder 
to  squeeze  production  from  maturing 
U.S.  properties.  Analysts  figure  it 
will  be  two  to  three  years  before 
production  is  up  to  reasonable  levels. 
The  industry  is  "running  as  fast  as 
humanly  possible  to  bring  more  gas 
into  the  market,"  says  Richard  J. 
Sharpies,  president  of  Anadarko  En- 
ergy Services  Co.  For  now,  high  nat- 
ural-gas prices  are  here  to  stay. 
By  Stephanie  Anderson  Forest  in 

Dallas,  with  bureau  reports 
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XELON  NUKE  PLANT 
IN  BYRON,  ILLINOIS 
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AFE  ENOUGH 

OR  YOUR  BACKYARD? 

relon  thinks  so,  and  it's  betting  the  ranch 


What  on  earth  are  Exelon  Corp.'s 
Corbin  A.  McNeill  Jr.  and  John 
W.  Rowe  thinking?  At  a  time 
en  most  executives  at  electric  corn- 
lies  had  given  up  on  atomic  energy, 
i  co-ceos  went  out  and  created  a  nu- 
tr  powerhouse  by  combining  Mc- 
fll's  Peco  Energy  Co.  and  Rowe's 
icom  Corp.  to  form  a  company  with 
reactors.  Then,  even  before  the 
JTger  closed  last  October,  they  ac- 
red two  more  nuke  plants,  including 
■  surviving  unit  at  Pennsylvania's 
"ee  Mile  Island.  And  they  just  boost- 
their  holdings  in  two  others,  giving 
Chicago-based  utility  nearly  a  fifth 
;he  nation's  103-unit  nuclear  fleet, 
tow,  McNeill  and  Rowe  are  upping 
ir  wager.  Some  20  miles  north  of 
•De  Town,  South  Africa,  Exelon  is 
ikrolling  a  next-generation  nuclear 
tit  that  is  expected  to  be  smaller, 
aper,  and  safer  than  yesterday's  gi- 
s.  If  all  goes  well,  they  plan  to  trans- 
the  technology  home  and  do 
at  no  one  has  dared  do  since 
8:  put  in  an  order  for  a  new  nu- 
ir  power  plant. 

>D  LUCK.  Even  some  of  their 
rs  say  the  effort  is  quixotic.  "The 
BY  hurdle  is  potentially  insur- 
mtable  when  it  comes  to  nuclear 
rer,"  says  James  M.  Donnell,  ceo 
)uke  Energy  North  America,  a 
ce  Power  Corp.  subsidiary  that 
is  five  plants  outright  and  stakes 
<;wo  others.  Environmental  ac- 
1  sts  oppose  nukes  in  general,  and 
re  are  also  widespread  worries 
ut  the  disposal  of  nuclear  waste. 
>ut  the  co-chiefs  at  Exelon  are 


unfazed.  McNeill,  61,  who  heads  its  pow- 
er-generation operations,  envisions  fil- 
ing for  a  construction-and-operating  li- 
cense in  18  months  and  loading  a  new 
reactor  with  fist-size  balls  of  uranium 
by  2006  at  the  latest.  "There  will  be  an 
extreme  reaction  from  a  minority  of  en- 
vironmentalists," he  concedes.  But  he 
thinks  public  opinion  is  swinging  in  fa- 
vor of  atomic  energy,  swayed  by  run- 
away natural-gas  prices  and  years  of 
accident-free  nuclear  operations  in  the 
U.  S.  And  he  notes  the  sprawl  of  homes 
around  Exelon's  Limerick  facility  near 
Philadelphia.  "People  are  really  not 
afraid  to  live  around  a  plant,"  he  says. 
To  better  their  chances,  McNeill  and 
Rowe  would  locate  the  first  of  the  new 
nuke  plants  on  the  grounds  of  Exelon's 
existing  facilities,  in  Illinois  or  the  Mid- 
Atlantic  region.  Meanwhile,  the  compa- 
ny has  been  burnishing  its  image  with  a 
$10  million  TV  and  print-ad  campaign 
that  plays  up  innovation.  And  Rowe, 


HOW  EXELON'S  PLANTS  EXCEL 

OLD  GENERATION 

EXELON  PLANTS 

SIZE         1,000  megawatts 

110  megawatts 

DESIGN     Built  as  large  units 
with  a  set  capacity 

Built  in  small 
increments 
as  demand  rises 

COST        $4  billion,  or 
$4  million/Mw 

$110  million,  or 
$1  million/Mw 

SAFETY     Insufficient  water 
cooling  can  cause 
meltdowns 

Reactor  design 

prevents 

meltdowns 

55,  who  runs  Exelon's  regulated  retail 
operations  in  Chicago  and  Philadelphia, 
has  worked  to  build  political  support. 
CHEAPER.  The  pair  contends  their  plans 
are  economical.  Earlier  nuclear  plants 
had  to  be  built  all  at  once,  at  costs  of  $4 
billion  or  more.  Exelon's  proposed  reac- 
tors could  be  built  in  prefab  modules 
at  $110  million  per  phase.  That  works 
out  to  $1  million  per  megawatt  of  ca- 
pacity, about  the  same  as  natural-gas- 
ftred  generators.  At  today's  gas  prices, 
Exelon's  would  be  cheaper  to  operate. 
Investors  are  cheering  them  on.  Last 
year,  while  the  average  share  price  of 
the  26  electric  companies  in  the  Stan- 
dard &  Poor's  500-stock  index  jumped 
54%,  Exelon  shares  more  than  doubled, 
closing  the  year  at  $70.21,  though  they 
have  slipped  to  $67.61  in  the  recent  mar- 
ket collapse.  "This  is  a  company  that's 
going  to  pay  off  for  some  time,"  predicts 
Richard  C.  Larsen,  a  senior  investment 
analyst  at  Lord,  Abbett  &  Co.,  which 
owns  4.2  million  shares.  Steven  L.  Fleish- 
man, an  analyst  at  Merrill  Lynch  &  Co., 
figures  Exelon's  earnings  will  outpace 
the  industry's  in  2001,  rising  22%,  to 
$1.45  billion,  on  $15.5  billion  in  revenues, 
thanks  largely  to  its  low-cost  nukes. 

McNeill  and  Rowe  aren't  exclusively 
devoted  to  their  nuclear  agenda.  In  De- 
cember, they  paid  $696  million  for  a 
49.9%  stake  in  Sithe  Energies  Inc.,  an 
independent  power  producer  with  two 
dozen  fossil-fuel  plants,  mainly  in 
the  Northeast.  Exelon  is  also  keep- 
ing a  big  presence  in  retail  elec- 
tricity sales.  "I'm  into  whatever 
makes  more  money  for  sharehold- 
ers," says  Rowe.  But  Exelon's  star 
remains  hitched  to  atomic  energy. 
McNeill's  team  already  is  busy  on 
site  selection  and  preparing  appli- 
cations to  the  Nuclear  Regulatory 
Commission  for  up  to  10  mini-re- 
actors. And  after  a  few  more  sea- 
sons of  power  shortages  and  sky- 
high  gas  and  oil  prices,  the 
fissionaries  at  Exelon  just  may  light 
the  way  for  the  industry. 

By  Michael,  Arndt  in  Chicago 
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THE  ECONOMY 


BACK  ON 
THE  EDGE 


The  economy  may  not  be 
officially  in  recession,  but 
lower-rung  workers  are 
already  feeling  the  pain 

For  the  Baez-Rodriquez  family  of 
Providence,  even  a  mild  economic 
slowdown  can  spell  financial  gloom. 
During  the  flush  times,  Wilfredo 
Baez  found  plenty  of  construction  work, 
which  usually  pays  him  about  $10  an 
hour.  His  wife,  Ivelisse  Rodriquez,  looks 
after  their  three  children,  ages  4,  8,  and 
13,  and  supplements  their  income  by 
cleaning  houses.  But  as  the  economy 
started  to  sputter  in  recent  months, 
both  parents  have  struggled  to  find  em- 
ployment. Many  weeks  they  have  had  to 
make  humiliating  trips  to  the  local  food 
bank,  where  Rodriquez  also  pitches  in 
as  a  volunteer.  "I  go  to  the  temp  agen- 
cies but  I  never  get  a  call  back,"  she 
says.  "I'm  open  to  anything,  really." 

The  golden  economy  of  recent  years 
worked  wonders  for  all  Americans,  from 
the  very  rich  to  the  very  poor.  After 
decades  of  nagging  wages  and  soaring 
inequality,  the  booming  New  Economy 
delivered  juicy  income  gains  for  mid- 
dle- and  lower-income  families.  Invest- 
ment dollars  flowed  into  all-but-aban- 
doned inner  cities.  Poverty  levels 
plunged.  Crime  eased  as  the  prospect  of 
jobs  lured  young  people  off  the  streets. 
And  lower-wage  employees  like  Baez 
and  Rodriquez  made  significant  economic 
advances.  Perhaps  most  promising  of 
all,  black  unemployment,  which  many 
experts  thought  would  never  fall  below 
double  digits,  plummeted  to  an  aston- 
ishingly low  7.3%,  its  lowest  level  since 
1972.  Even  the  least  employable  work- 
ers suddenly  found  themselves  in  de- 
mand, from  welfare  mothers  to  low- 
skilled  black  men. 

WARNING  SIGNALS.  Now,  much  of  that 
progress  is  threatened.  Even  if  the  econ- 
omy fends  off  an  all-out  recession,  the 
sharp  slowdown  will  likely  slam  the 
brakes  on  many  of  the  social  gains  fueled 
by  the  New  Economy.  And  more  work- 
ers may  lose  their  jobs  if  companies  man- 


age to  keep  the  productivity  gains  of  the 
New  Economy  going,  despite  recent 
signs  of  slackening  (page  44).  "If  you  be- 
lieve the  New  Economy  thesis  that  the 
growth  rate  of  productivity  has  increased 
permanently,  then  you'd  expect  unem- 
ployment to  rise,"  says  Harvard  Univer- 
sity economist  Dale  Jorgensen. 

At  stake  is  full  employment,  the  most 
successful  social  program  the  U.S.  has 
seen  in  decades.  Already  the  warning 
signals  are  flashing.  Employment  fell  by 
86,000  in  March,  the  steepest  decline  in 
a  decade.  That  helped  to  push  up  un- 
employment by  four-tenths  of  a  percent, 
to  4.3%,  still  very  low  by  historic  stan- 
dards. But  the  black  jobless  rate  has 
jumped  much  more,  climbing  by  1.4 
points,  to  8.6%,  while  the  rate  for  His- 
panics  has  risen  by  seven-tenths,  to 
6.3%.  Income  inequality  is  also  rearing 
up  again:  Wage  hikes  have  stalled  for 
non-white-collar  workers  and  have 
slumped  for  welfare  recipients.  Yet 
wages  continue  to  climb  for  those  work- 
ers higher  on  the  pay  scale. 

The  reason  has  to  do  with  why  aver- 
age and  low-end  workers  made  out  so 
well  in  the  first  place.  It  took  the  mag- 
ic elixir  of  super-low  unemployment  to 
offset  all  the  negative  economic  forces 
that  held  down  wages  for  25  years.  Pay 
for  middle-  and  lower-income  workers 
didn't  accelerate  in  1995,  even  though 
joblessness  fell  into  the  5%  range,  then 
considered  full  employment.  Instead,  it 


took  years  of  4%  unemployment  to  I 
ate  demand  for  labor  powerful  endl 
to  bring  in  those  on  the  margin  ana 
nite  even  modest  wage  growth. 

The  problem  now  is  that  the  wi 
ening  labor  market  is  no  longer  st« 
enough  to  offset  the  long-term  negM 
trends.  Globalization,  heightened  irl 
gration,  the  decline  of  unions,  andl 
ongoing  shift  from  manufacturing  to  I 
vices  all  continue  to  press  downl 
wages  of  middle-  and  low-income  vm 
ers.  As  a  result,  even  the  relatil 
small  slack-off  in  labor  demand  novw 
der  way  undercuts  the  slim  gains  I 
workers  such  as  Baez  and  Rodrif 
have  enjoyed.  Even  if  gdp  grows  am 
this  year,  as  most  economists  stillp 
pect,  "unemployment  will  go  up  t< 
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MINORITY  UNEMPLOYMENT  IS  UP AND  WAGE  GROWTH  HAS  STALLE 
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r  6%,  which  will  take  us  out  of  the 
rea  where  people  on  the  bottom  can 
rosper,"  warns  Harvard  University  la- 
or  economist  Richard  B.  Freeman. 

Just  look  at  average  wages  to  see 
ow  quickly  most  Americans  are  likely 
)  lose  ground  in  a  sustained  slowdown, 
adjusted  for  inflation,  the  median  pay  of 
0  million  nonsupervisory  workers — 
bout  two-thirds  of  the  workforce — out- 
aced  inflation  by  one  to  two  percentage 
oints  a  year  starting  in  1997,  according 
)  the  Bureau  of  Labor  Statistics  (bls). 
:ut  late  last  year,  their  median  wages 
round  to  a  virtual  halt,  climbing  by 
iss  than  a  tenth  of  a  percent. 
EMPS  TOSSED.  Employers  are  also 
ledding  temporary  workers  and  scal- 
ig  back  the  workweek  for  hourly  earn- 
ts  to  trim  costs.  The  temporary-help 
idustry  has  lost  more  than  200,000  jobs, 
fter  nearly  quadrupling  in  the  '90s,  ac- 
)rding  to  the  bls.  And  in  hard-hit  man- 
facturing,  the  workweek  has  fallen  by 
i  hour  in  the  past  year.  Such  cutbacks 
ive  slashed  $10,000  to  $20,000  in  annual 
/ertime  pay  for  steel  and  auto  workers. 

While  the  high-tech  meltdown  has  fo- 
lsed  attention  on  skilled  employees, 
•wer-end  workers  are  likely  to  feel 
reater  pain.  The  demand  for  tech  work- 
's has  fallen  by  half  in  the  past  year, 
it  employers  still  face  a  shortfall  of 
25,000  skilled  employees  in  2001,  ac- 
irding  to  a  study  released  on  Apr.  2  by 
ie  Information  Technology  Assn.  This  is 
ie  reason  why  the  growth  of  weekly 


HARD  KNOCKS 


Construction  worker 
Baez  and  house  cleaner 
Rodriquez  did  well  in 
boom  times.  Now,  both 
struggle  to  find  work 


earnings  of  employees 
in  the  top  quarter  of 
the  wage  ladder  bested  inflation  by  1% 
last  year,  according  to  an  analysis  of 
Census  Bureau  data  by  the  Economic 
Policy  Institute  (epi),  a  Washington  think 
tank.  Those  in  the  top  10%  enjoyed  3.2% 
hikes.  Meanwhile,  the  weekly  paychecks 
of  workers  in  the  bottom  three-quarters 
have  come  to  a  standstill.  "This  sug- 
gests that  inequality  between  the  top 
and  the  bottom  is  reversing  upward 
again,  even  before  unemployment  has 
begun  to  climb  much,"  says  epi  econo- 
mist Jared  Bernstein. 

One  problem  is  that  many  lower-wage 
workers  don't  have  full-time  jobs,  so  their 
incomes  get  squeezed  rapidly  when  the 
economy  slackens.  Just  ask  Mcarthur 


INCOME  INEQUALITY  WIDENS 


FROM  1997  TO  1999,  EARNINGS  FOR  LOWER 

PAID  WORKERS  GREW  FASTER  THAN  FOR  THOSE 

AT  THE  TOP.  NOW,  HIGHER-PAID  WORKERS 

ARE  DOING  BETTER 

I '99  BOO  INFLATION-ADJUSTED 

CHANGE  IN  AVERAGE 
WEEKLY  EARNINGS, 
BY  INCOME  BRACKET* 


•FOR  FULL-TIME  WORKERS,  25 

YEARS  AND  OLDER        Data:  Economic  Policy  Institute 


Watt,  a  house  painter  by  trade  who 
works  as  a  day  laborer  when  painting 
jobs  are  scarce.  The  Muskegon  (Mich.) 
resident  had  plenty  of  work  during  the 
boom  times  but  got  hit  right  away  when 
the  economy  slowed.  Now  he  often  goes 
to  labor  agencies  for  day  work.  His  last 
assignment:  a  two-week,  $7.50-an-hour 
job  closing  up  boxcars  for  a  sand  mining 
company.  Watt,  45,  whose  wife  works  as 
a  cook  at  a  women's  shelter,  says  the 
family  income  has  plunged  from  $30,000  a 
year  to  $20,000.  "We  have  a  16-year-old 
daughter  in  high  school,  and  now  we 
can't  buy  her  a  new  pair  of  shoes  or  get 
a  dress  for  my  wife,"  says  Watt. 

The  slow-growth  economy  is  likely 
to  have  more  harsh  consequences  for 
those  even  lower  down  the  income  lad- 
der than  the  Watts.  Extremely  low  un- 
employment prompted  em- 
ployers to  hire  millions  of 
welfare  mothers,  slashing 
the  rolls  in  half.  The 
hourly  wage  of  newly 
hired  recipients  outpaced 
inflation  from  1998  through 
last  June,  according  to  sur- 
veys by  the  Welfare  to 
Work  Partnership,  a  non- 
profit group  set  up  by  em- 
ployers and  the  Clinton  Administration. 
Then  their  wages  hit  the  wall.  The  av- 
erage starting  wage  for  welfare  mothers 
fell  to  $7.54  an  hour,  3%  lower  than  in 
June,  after  inflation  adjustments,  ac- 
cording to  a  new  Partnership  survey 
taken  over  December  and  January. 

The  risk  is  that  America's  many  so- 
cial ills  could  return  with  a  vengeance. 
Inner-city  poverty,  which  plunged  in 
the  late  1990s,  could  soar  again,  fol- 
lowed by  homelessness  and  hunger. 
Even  during  the  flush  times,  food 
banks  have  seen  ever-rising  demand. 
America's  Second  Harvest,  a  hunger 
relief  group,  doled  out  1.4  billion 
pounds  of  food  last  year,  up  a  third 
from  the  year  before.  "We're  very 
frightened  about  what  will  happen  if 
the  economy  continues  to  weaken," 
says  President  Deborah  Leff. 

The  hypersensitivity  of  U.S.  wages 
does  have  a  silver  lining  of  sorts.  It 
suggests  that  super-low  unemployment 
doesn't  automatically  trigger  runaway 
wage-push  inflation  anymore,  as  con- 
ventional economics  assumes.  As  a  re- 
sult, the  Fed  today  can  more  confident- 
ly drop  interest  rates  without  fear  of 
triggering  an  inflationary  spiral.  If  it 
does  and  the  economy  comes  roaring 
back,  the  U.  S.  may  yet  hang  on  to  the 
widespread  social  gains  and  success  sto- 
ries that  full  employment  has  wrought. 
By  Aaron  Bernstein  in  Washington 
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COMMENTARY 


By  Charles  J.  Whalen 


WAS  TURBOGHARGED  PRODUCTIVITY  A  FLUKE? 


If  the  New  Economy  can  be 
summed  up  in  one  word,  it  would 
be  "productivity."  After  two 
decades  of  growing  at  only  1.4%  per 
year,  labor  productivity,  or  output 
per  hour,  soared  to  a  nearly  3%  an- 
nual rate  from  1995  through  2000. 
That  rise  has  been  a  crucial  factor  in 
helping  the  U.  S.  enjoy  an  optimal 
combination  of  rapid  expansion,  low 
unemployment,  dormant  inflation,  ris- 
ing profits,  and  decent  wage  gains. 

But  the  latest  economic  reports  of- 
fer disturbing  hints  that  this  produc- 
tivity increase  may  be  short-lived. 
Output  per  hour  is  expected  to  show 
a  small  increase  for  the  first  three 
months  of  2001 — perhaps  as  low  as  a 
0.5%  rate,  according  to  Morgan  Stan- 
ley chief  economist  Stephen  S. 
Roach.  The  evidence?  The  March  em- 
ployment report,  released  by  the  Bu- 
reau of  Labor  Statistics  on  Apr.  6, 
showed  that  hours  worked  rose  at  a 
nearly  1%  annual  rate  in  the  first 
quarter,  even  as  economic  growth 
weakened.  That's  a  recipe  for  a  small 
increase  in  productivity,  or  even  a 
decline,  say  some  forecasters. 
SQUEEZE.  Why  is  that  so  worrisome? 
A  sharp  reduction  in  productivity 
growth,  if  sustained,  will  hurt  corpo- 
rations by  boosting  costs  and  squeez- 
ing profits.  If  many  businesses  try  to 
pass  these  costs  on  in  the  form  of 

higher  prices, 
inflation  could 
result.  That 
would  make 


the  Federal  Re- 
serve's job  of  manag- 
ing the  economy 
much  more  difficult. 
Slow  productivity 
growth  would  also 
indicate  that  the 
tech  slowdown, 
through  reduced 
capital  spending,  is 
harming  the  econo- 
my more  than  most 
economists  expected. 
Moreover,  the  abil- 
ity of  productivity 
growth  to  stay 
strong  in  the  face  of 
a  slowing  economy 
will  shed  light  on  a 
key  question:  To  what  extent  do  the 
productivity  gains  of  the  1990s  repre- 
sent a  long-lasting  change,  vs.  a  tem- 
porary response  to  unsustainably  high 
levels  of  growth?  The  central  idea 
now  driving  Fed  policy  is  that  such 
gains  will  be  "structural,"  and  repre- 
sent a  long-term  improvement  that 
will  allow  the  economy  to  grow  at 
higher  average  rates  than  many  econ- 
omists had  believed  possible.  Indeed, 
in  testimony  before  Congress  on  Mar. 
2,  Fed  Chairman  Alan  Greenspan  em- 
phasized the  accumulating  evidence 
that  the  increases  in  productivity 
growth  are  "more  than  transitory." 
But  if  productivity  sags  with  the 
economy,  that  would  support  the 
view  that  much  of  the  productivity 
gains  were  "cyclical,"  or  temporary. 
If  that's  true,  estimates  of  long- 
term  sustainable  growth 
rates  will  have  to  drop. 
A  single  quarter  of 
anemic  productivity 
growth  doesn't  in- 
dicate that  the 
New  Economy 
productivity 
surge  is  over. 
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One-quarter  fluctua- 
tions "can  often  be 
more  statistical  acci- 
dents than  real 
changes,"  says  David 
A.  Wyss,  chief  econo- 
mist at  Standard  & 
Poor's  Corp. 

But  if  the  slow 
productivity  growth 
continues  for  more 
than  a  couple  of 
quarters,  that's  bad 
news  for  companies 
that  are  already  fac- 
ing tough  times. 
With  unemployment 
still  low,  average 
hourly  earnings  al- 
ready rose  at  an  annual  rate  of  4.3% 
in  the  first  quarter  of  2001.  And  if 
competitive  pressures  continue  to 
prevent  businesses  from  raising 
prices,  profits  will  take  an  even 
worse  hit  than  they  have  so  far. 

Slower  productivity  growth  also 
crimps  the  Federal  Reserve's  mone- 
tary policy.  The  Fed  is  assuming  that 
productivity  gains,  together  with  re- 
cent cuts  in  interest  rates,  will  let 
the  economy  avoid  recession.  But  if 
productivity  growth  drops  sharply, 
then  the  Fed  will  be  forced  to  choose 
between  cutting  rates  further,  to  pre- 
vent a  downturn,  or  keeping  mone- 
tary policy  intact  to  control  inflation 

Perhaps  the  biggest  danger  is  that 
an  extremely  weak  productivity 
number  in  the  first  quarter  could  be 
just  the  first  of  many.  The  productiv- 
ity boom  of  the  1990s  was  built  on 
soaring  business  investment  in  infor- 
mation technology,  which  reduced 
costs  and  increased  output.  But  fore- 
casters now  expect  capital  spending 
to  actually  fall  in  the  first  quarter.  If 
capital  spending  doesn't  pick  up,  Fed 
officials  admit  they  will  have  to  trim 
their  productivity  estimate. 

The  New  Economy — and  the  five 
years  of  soaring  productivity  that 
came  along  with  it — was  no  mirage. 
But  keeping  the  productivity  boom 
going  in  a  weak  economy  may  turn 
out  to  be  harder  than  expected. 


Whalen  covers  the  economy  frori 
New  York. 
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EREGULATION 


IT  THE  MERCY  OF  FORCES 
HAT  SHOW  NO  MERCY' 

wernor  Davis  discusses  California's  energy  options 


I  lightning  rod  for  California's  deep- 
ening electricity  crisis,  Governor 
Gray  Davis  has,  in  his  own  words, 
>en  criticized  for  everything  under 
>  sun."  But  Davis  insists  that  his  plan 
keep  the  lights  on  is  taking  shape.  On 
r.  9,  the  battle-weary  governor  signed 
2.76  billion  deal  to  buy  Southern  Cal- 
Tiia  Edison  Corp.'s  12,000-mile  trans- 
»ion  system.  That's  on  top  of  the  $4 
Ion  already  spent  to  buy  power  for 
i  state.  But  Davis  failed  to  strike  a 
far  deal  with  Pacific  Gas  &  Electric 
.,  which  filed  for 
apter  11  on  Apr. 
k  few  days  later, 
i  governor  spoke 
.h  Los  Angeles 
peau  Chief  Ronald 
)Ver  and  corre- 
ndent  Christopher 
meri. 

(  have  been  criti- 
\dfor  not  moving 
t  enough  when 
:es  first  started  to 
ge  last  summer. 
laste  got  us  into 
i  mess  in  the  first 
:e.  The  deregula- 
t  measure  passed 
996  without  a  sin- 
dissenting  vote, 
urned  out  to  be  a 
ister  of  the  first 
mitude. 

iuld  consumer 
s  rise  to  reflect  tlie 
■  cost  of  power? 
f  the  true  market 
«  were  passed  on,  it  would  mean 
•eases  of  150%-200%,  which  could 
ly  shock  the  economy  into  recession. 
•ve  did  that,  there's  no  question  an 
ative  on  next  year's  ballot  by  con- 
ier  groups  to  eliminate  deregulation 
Id  pass.  That  would  be  self-defeating 
mse  it  would  dry  up  investment  in 
ate  plants  in  the  state. 

'four  solution  is  a  mixture  of  public 
I  private  investment"! 
I  believe  generators  will  make  in- 
i.ments.  The  free  market  works  as 
'  as  you  have  more  power  than  de- 
l*d.  If  you  have  more  demand  than 
rer,  as  we  do  now,  you  are  at  the 


mercy  of  forces  that  show  no  mercy. 

Do  you  believe  the  federal  government 
sluniki  impose  rate  regulation  and  ordei~ 
compensation  from  out-of-state  power 
suppliers  who  may  Ivave  manipulated 
the  market? 

Whatever  you  think  of  California,  our 
state  contributes  disproportionately  to 
the  technology  and  economic  growth  of 
America.  My  hope  is  that  the  Bush  ap- 
pointees will  be  practical  people  who 
realize  it's  not  in  the  country's  interest 


For  15  years  transmission  upgrades 
in  California  were  necessary.  In  a 
deregulated  environment,  investment 
chases  the  highest  returns  and  the 
highest  return  is  not  in  upgrading 
transmission  lines. 

How  much  will  this  crisis  cost  tfie  state? 
The  general  fund  will  be  fully  reim- 
bursed by  June  30  for  all  of  its  expense 
plus  interest.  I  pray  for  the  day  that  I 
can  get  back  to  the  thing  that  caused 
me  to  run,  which  is  education.  Between 
Dec.  19,  when  I  finished  the  budget, 
and  now,  I  may  have  spent  10  hours 
on  subjects  other  than  electricity. 

Some  people  have  argued  that  you 
should  use  your  emergency  powers  to 
force  plants  to  be  built. 

The  worst  thing  you  can  do  in  gov- 
ernment is  to  give  an  order  that  no- 
body follows.  Everybody  wants  me  to 


% 


i  4The  free  market 
works  so  long  as  you 
have  more  power  than 
demand*  J 


—  GRAY  DAVIS. 
Governor  of  California 


for  California  to  pay  disproportionately 
for  the  mistakes  it  made  in  1996. 

Do  you  think  pg&e  will  still  reach  some 
sort  of  settlement  with  the  state? 

I  believe  the  market  will  force  pg&e  to 
accept  something  along  the  lines  of  what 
we  offered  Southern  California  Edison. 
For  weeks,  I've  been  telling  them  they 
had  to  wait  until  we  had  a  deal  with 
Edison,  pg&e  either  didn't  believe  it 
would  happen  or  didn't  want  it  to  hap- 
pen. They  gave  themselves  $50  million  in 
bonuses  and  then  dove  into  bankruptcy. 

Why  is  buying  transmission  lines  from 
the  utilities  a  good  idea? 


seize  these  plants.  You  know  what  will 
happen?  The  generators  will  just  with- 
hold power.  They'll  say,  "fine — we'll  lose 
money  for  two  weeks,  but  you're  the 
one  in  the  dark."  And  then  everyone 
will  say,  "Davis,  that  was  a  pretty  stu- 
pid move." 

In  the  12  years  that  preceded  me, 
not  one  major  plant  was  built  in  this 
state.  Since  April,  1999,  I  have  approved 
12  myself.  Seven  are  under  construc- 
tion. By  the  end  of  2003,  we  will  have 
more  power  than  demand.  I  have  one 
great  strength:  People  underestimate 
me  all  the  time.  George  W.  Bush  and  I 
are  both  blessed  with  that  attribute — 
low  expectations. 


inqinp^Wppl< 
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News:  Analysis  &  Commentary 


CONSUMER  ELECTRONICS 


ATTENTION  SHOPPERS: 

ENJOY  THE  HIGH-TECH  PRICE  WAR 

Electronics  makers  have  been  forced  into  a  bargain  basement 


After  years  of  driving 
in  the  slow  lane  with 
a     first-generation 
Pentium  processor,  Deo 
San    Miguel    finally 
opened   his  wallet  in 
early  April  for  a  more 
powerful  new  comput- 
er. At  a  Best  Buy  Co, 
store   in   Palo   Alto, 
Calif.,  the  23-year-old 
picked    up    a   fully 
loaded       Hewlett- 
Packard    933   Mhz 
Pentium   III    com- 
puter for  less  than 
$1,000  and  a  glitzy 
Samsung  15-inch  flat- 
panel      screen      for 
$500— roughly  $1,000 
less    than    the    pair 
would  have  cost  him 
just       months       ago. 
"[Prices]   have   finally 
reached  the  point  where 
I  feel  like  I'm  getting  a 
good    deal,"    says    San 
Miguel. 

And  how.  The  combi- 
nation   of    a    slowing 
economy,    weaker   de- 
mand, and  bloated  in- 
ventories has  electron- 
ics makers  whacking 
prices  faster  than  a 
slasher  in  a  teen  flick. 
Indeed,   price   wars 
once  limited  to  the 
mature  PC  industry 
have  even  spread  to 
the  recently  red-hot 
markets  for  products 
such     as     handheld 
computers  and  digital 
music  players. 
TAKEOVER  BAIT.  Mak- 
ing     things      worse, 
many  markets  are  now 
crowded  with  too  many 
players.  That  means  the 
industry's  smallest  and 
weakest     are     getting 
squeezed — and  a  wave  of 
industry     consolidations 
and  bankruptcies  is  like- 
ly. Even  big  names  such 
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Mhhtv 


•43.0% 


as  Gateway  Inc.  could 
end  up  takeover  bait. 
"Expect  to  see  more 
casualties  of  war  from 
all  that  capacity  out 
there  now,"  says  idc's 
Roger  Kay. 

True,  demand  for  a 
lot  of  electronics  gear 
remains  strong.  But  in 
the  most  recent  quar- 
ter, companies  ranging 
from    Palm    to    Sony 
Electronics    have    re- 
ported a  sharp  slow- 

Shopper's 
Delight 

Average  price 
declines  between 
October,  '00,  and 

February,  '01 
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down  in  sales  growth 
from  last  fall's  torrid 
peak    of    triple-digit 
growth  in  the  hottest 
electronics   niches. 
Market   researcher 
npd  Intelect  says  year- 
over-year  electronics 
sales  grew  a  measly 
3.9%  in  February,  well 
off    the    17.7%    leap 
recorded    the    prior 
February. 

Just  how  bad  are 
the  price  wars?  Since 
October,  the  cost  of 
flat-panel     monitors 
has  fallen  36%;  digi- 
tal cameras  are  off 
22%;  and   notebook 
computers  have  slio 
12%.  That's  only  part 
of  the  battle.  In  a 
further  attempt  to 
pry  open  consumers' 
wallets    and    clear 
the  shelves,  compa- 
nies are  throwing 
in  freebies,  rebates, 
and    instant    dis- 


counts. "Inventories  are  coming  dd 
they  just  aren't  coming  down  as  faa 
sales  have  come  down,"  says  Circuit 
Group  spokesman  Bill  Cimino. 

Suddenly  crowded  playing  fields  a| 
helping  either.  Sales  of  hot  digital 
ies,  such  as  cameras  and  dvd  plaij 
soared  last  year,  drawing  dozens  of  | 
players.  By  the  end  of  2000,  for 

some  80  companies  sold  digital 
sic   players — up 
just  5  a  year  earlie: 
even    popular    bra  I 
such  as  Sonic  Blue's  I 
line,  are  forced  to 
their  gadgets  up  at 
sale  prices. 

All  those  deals  are 
ly  to  wreak  havoc  on 
ings.   Take  the   sudc 
crowded  handheld  mal 
With  its  own  invent<] 
soaring,  on  Apr.   11 
slashed  prices  further, 
eroding  its  profit  margin^ 
vals,   such   as   Handspj 
also  will  have  to  cut  p| 
or  lose  sales,  so  analystj 
ure  their  profits  are 
ing  down  as  well. 

Then    there's    the 

market.  Sales  have  sld 

dramatically  because  | 

sumers  have  had 

reason  to  upgrade. 

Dell    Computer    Cfc 

Chief  Executive  Mi« 

Dell  is  giving  themBl 

He  slashed  prices  infc 

uary  even  while  offA 

more  features.  The  le 

Use  the  downturn  toB 

market  share.   Pes  ■ 

sold  for  $1,200  to  $■ 

now  go  for  $800,  witj* 

tra  memory  or  other 

bies.    Compaq,    Hewl 

Packard,  and  Gateway 

been     forced     to     f< 

though  one  rival — M 

Electronics  Inc. — has  al 

announced  it  will  exit  tl| 

business. 

The  industry  prognos 
consumers    become    a 
tomed  to  bargain-basel 
prices — or  if  the  ecoi] 
doesn't  pick  up  soon 
bloodletting  could  be 
And   today's    happy 
sumers  could  wake  U 
day  to  discover  they 
a  lot  fewer  manufacrt 
to  choose  from. 

By  Cliff  Mil ii'n n 
Palo  Alto,  Calif. 
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COMMENTARY 


By  Heather  Green 


YOUR  RIGHT  TO  PRIVACY:  GOING . . .  GOING 


Last  year,  privacy  snafus  at  Inter 
net  companies  ranging  from 
Amazon.com  Inc.  to  advertiser 
DoubleClick  Inc.  gave  consumers  a 
crash  course  in  the  risks  of  offer- 
ing up  personal  information  online. 
The  problem?  Even  though  many 
Net  companies  posted  clearly 
stated  policies  limiting  how  they 
may  use  consumer  information — 
including  pledges  not  to  sell  such 
data — those  policies,  as  they  say, 
aren't  worth  the  paper  they're 
written  on.  Online  companies  can 
readily  change  them,  and  cus- 
tomers can  do  little  to  stop  them 
from  selling  information  thought 
to  be  confidential. 

Now,  with  dot-coms  by  the  dozens 
going  bankrupt,  the  problem  might 
become  much  worse.  As  they  close 
down,  many  online  sites  have  discov- 
ered that  the  reams  of  customer  data 
they  hold  may  be  one  of  few  saleable 
assets.  Remember  the  uproar  caused 
by  now-defunct  online  toy  store 
Toysmart.com  last  June  when  it 
asked  a  bankruptcy  court  to  approve 
its  plan  to  auction  off  its  list  of 
250,000  customers  despite  pledging 
never  to  do  so?  The  sale,  although 
stopped,  was  perfectly  legal  under 
the  bankruptcy  laws.  Privacy  advo- 
cates fear  that  such  sales  by 
strapped  Internet  companies  could 
explode. 

Already,  Voter.com,  a  defunct  po- 
litical portal,  announced  plans  in 
March  to  sell  170,000  e-mail  address- 
es, along  with  party  affiliations  and 
issues  of  interest  to  people  on  the 
list.  And  companies  are 
amending  their  privacy 
policies.  On  Apr.  2,  eBay 
Inc.  became  the  latest 
high-profile  site  to  claim 
the  right  to  sell  customer 
data  if  its  assets  are  sold. 

Congress  hasn't  been 
blind  to  the  situation.  An 
amendment  that  is  now 
part  of  the  Senate's  ver- 
sion of  the  Bankruptcy 
Reform  Act,  proposed  by 
Senators  Patrick  Leahy 
(D-Vt.)  and  Orrin  Hatch 
(R-Utah),  was  intended  to 
patch  up  consumer  priva- 
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cy  in  bankruptcy  cases.  But  privacy 
advocates  fear  it  is  so  watered  down 
that  it  is  unlikely  to  be  effective.  Yet 
a  solution  to  the  problem  is  clear.  If 
legislators  really  want  to  protect 
consumers'  privacy,  here  are  some 
guidelines  that  need  to  be  included: 
■  Never  means  never.  If  a  business 
promises  never  to  sell  customer  in- 
formation in  its  privacy  policy,  that 
should  be  final.  Even  with  the 
Leahy-Hatch  amendment,  bankrupt- 
cy courts  can  still  approve  the  sale 
or  lease  of  information.  When  beauty 
site  Eve.com  went  under  last  fall 
along  with  the  name  and  Web  ad- 
dress, the  Internet  beauty-product 


INVASION  OF  THE  PRIVACY  SNATCHERS? 

Confidential  information  collected  by  online  sites 


►  Health  sites  offer  tools  used  by  medical  pros  and 

consumers  to  track  data,  including  test  results  from  HIV 

or  cancer  exams — hot  stuff  for  insurers  or  drugmakers.         ages  and  tastes  But  all 


merchant  Sephora.com  Inc.  bought 
the  right  to  send  e-mails  to  Eve's 
customers.  Innocuous  as  that  might 
sound,  a  buyer  can  easily  change  its 
privacy  policy  and  sell  that  informa- 
tion again.  It  shouldn't  be  allowed. 

■  Give  people  a  choice.  If  a  bank- 
rupt company  wants  to  sell  its  cus- 
tomers' information,  it  should 

be  required  to  alert  them. 
Customers  themselves 
would  then  be  able  to  de 
cide  whether  or  not 
they  want  information 
passed  on  to  others.  Al- 
ready, many  of  the  largest 
Internet  companies,  from 
Amazon.com  to  Priceline.com 
Inc.,  have  preempted  this  right. 
That  belies  their  claims  of  being 
hypersensitive  to  customers' 
needs — and  risks  upsetting 
many  who  might  in  fact  be  happy 
to  receive  information  from  a  poten- 
tial buyer  in  the  same  market.  But 
the  choice  should  lie  with  the  con- 
sumer, not  the  company. 

■  Name  and  address  only.  The  infor- 
mation companies  can  pass  along 
should  be  limited  to  mailing-list  in- 
formation such  as  names  and  ad- 
dresses. Ironically,  in  order  to  guar 
antee  customer  security  during 
online  transactions,  many  Internet 
companies  ask  for  more  info  than 
brick-and-mortar  stores  do.  This  can 
include  Social  Security  and  bank  ac- 
count numbers.  Nothing  now  would 
prevent  online  retailers  from  re- 
selling that  same  data. 

The  risks  of  information  being 
misused  go  well  beyond 
online  shopping.  Highly 
sensitive  medical  informa- 
tion is  collected  online, 
while  many  kids'  sites 
maintain  "wish  lists"  that 
profile  children's  names, 


►  Online  children's  sites  collect  kids'  names,  ages,  and 
toy  preferences — a  potential  gold  mine  for  marketers 
who  target  young  consumers. 

►  E-tailers  collect  credit  card,  social  security,  and  bank 
account  numbers,  along  with  profiles  of  what  you  buy  or 
view — juicy  information  for  everyone  from  identity 
thieves  to  retailers. 


consumers — be  they  par- 
ents, patients,  or  simply 
avid  book  buyers — should 
feel  secure  that  the  infur- 
mation  they  offer  up  on 
line  won't  be  misused. 

Green  covers  th\ 
Internet  from  Neie  York 
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INTRODUCING 

THE  ES300 
COACH  EDITION 


COACH 


SAVE 
*2,000 

Includes:  Coach  Edition 
Leather-Trimmed  Interior, 
Coach  Leather  Cabin  Bag, 

Power  Moonroof, 

Special  Wheels,  Six-Disc 

CD  Auto-Changer. 
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Coach!  The  ES  300.  And  You. 
Its  A  Love  Triangle  Just  Waiting  To  Happen. 

Introducing  the  new  limited  Lexus  ES  300  Coach  Edition.  Supple  Coach  Edition  leather- 
trimmed  interior.  Rich  bird's-eye  maple  wood  trim. 
Complimentary  Coach  Cabin  Bag.  And  much,  much 

more.  Fall  in  love  now  with  the  ES  300  Coach  Edition  at  your  Lexus  dealer.  But  hurry 


with  only  a  precious  few,  you'll  want  to  tie  the  knot  with 


one  as  soon  as  you  possibly  can. 
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^^ZEittxzzttEsg^EgsSS&S3* 


In  Business  This  Week 


EDITED  BY  MONICA  ROMAN 


CRUNCH  TIME 
FORTHEVCs 


WITH   TECH   STOCKS  TANKING, 

even  venture  capitalists 
couldn't  make  the  big  bucks 
forever.  In  the  fourth  quar- 
ter, the  average  venture  fund 
lost  6.3%  of  its  value,  ac- 
cording to  a  report  by  Ven- 
ture Economics.  The  quar- 
terly loss  was  the  first  since 
1998's  third  quarter  and  the 
biggest  quarterly  drop  since 
at  least  1980.  For  the  year 
2000,  the  average  fund 
gained  37.6%. 

Venture  Economics  Vice- 
President  Jesse  Reyes  says 
the  shakeout  will  hurt  newer 
venture  funds  in  coming 
quarters.  Pools  formed  as  re- 
cently as  1998  have  already 
paid  out  large  profits  to  lim- 
ited partners,  but  Reyes  says 


CLOSING    BELL 


AMAZON  MUSCLE 

Who  would  have  thought 
beleaguered  Amazon.com 
could  spark  a  market  rally? 
After  the  e-commerce  site 
said  on  Apr.  9  that  first- 
quarter  losses  would  be 
lower  than  expected,  its 
shares  soared  33%,  to 
$11.18,  lifting  other  tech 
stocks.  Analysts  remain 
wary  of  slowing  growth  at 
Amazon,  but  investors  bid 
the  stock  up  11%,  to 
$13.32,  on  Apr.  11,  when 
the  company  announced 
that  it  will  run  Borders 
Group's  Web  site. 
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amazon.com 
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Data:  Blo<jiiiiit-ri>  Financial  Markets 


funds  formed  last  year  will 
have  trouble  catching  up.  Av- 
erage venture  returns  have 
ranged  from  11%  in  1994  to 
165%  in  1999. 


LOUDOBBSISBACK. 
ISCNNfn? 

CNN    IS    BETTING    THAT    LOU 

Dobbs  will  restore  lost  lus- 
ter to  its  financial  program- 
ming. The  Atlanta-based  ca- 
ble news  channel,  a  unit  of 
recently  merged  aol  Time 
Warner,  rehired  Dobbs  on 
Apr.  9  as  anchor  and  manag- 
ing editor  of  Moneyline  News 
Hour.  Dobbs  quit  two  years 
ago  after  losing  a  power 
struggle  with  Richard  Kap- 
lan, then  head  of  CNN's  do- 
mestic operations.  Money- 
line's,  ratings  tanked  after 
Dobbs  resigned,  and  cnn's  fi- 
nancial channel,  CNNfn,  fell 
further  behind  leader  CNBC 

Kaplan's  departure  from 
CNN  in  August  helped  set 
the  stage  for  Dobbs's  return 
from  Space.com,  a  news  and 
entertainment  Web  site 
about  outer  space.  Dobbs's 
first  priority  at  CNN:  "Re- 
establishing myself  with  my 
old  audience  and  building  a 


EVEN  EMC  CANT 
DODGE  THE  BULLET 

EMC,  ONE  OF  THE  LAST 
pockets  of  strength  in  the 
computer  industry,  is  getting 
hit  by  falling  corporate  tech- 
nology budgets.  On  Apr.  11, 
the  data-storage  leader  dis- 
closed that  revenues  will 
grow  about  20%  this  year,  in- 
stead of  the  25%  to  35%  it 
had  projected.  First-quarter 
profits  will  come  in  10%  be- 
low Wall  Street  expectations. 
For  the  year,  EMC  now  ex- 
pects "modest"  profit  growth, 
suggesting  analyst  forecasts 
of  a  20%  gain  are  too  high. 
EMC  shares,  already  down 
67%  from  their  high  last  year, 
closed  down  6%  on  Apr.  11, 
at  $32.21. 


HEADLINER:  PATRICIA  RUSSO 


WILL  SHE  CLICK  AT  KODAK? 


EASTMAN  KODAK  CHAIRMAN 

Daniel  Carp  won't  try  to 
turn  his  ailing  company 
around  alone.  On  Apr. 
11,  he  named  for- 
mer Lucent  Exec 
utive  Vice-Presi- 
dent Patricia 
Russo  chief  op- 
erating officer, 
a  post  that  had 
been  vacant 
since  Carp  re- 
placed George  Fisher 
as  ceo  early  last  year.  Rus- 
so left  her  last  assignment, 
running  Lucent's  $24  billion 
business  communications 
division,  after  a  reorganiza- 
tion last  summer.  She  re- 
mains chairman  of  Avaya,  a 
communications  systems 
and  software  company. 
Russo's  appointment 
highlights  Kodak's  need  for 


more  management  exper- 
tise in  the  digital  world. 
But  some  Kodak  watcher 
reacted  coolly.  Their  co 
cern:  Russo  has  nc 
background  in 
consumer  prod 
ucts,  but  will 
directly  overs 
Kodak's  senioi 
consumer  proc 
ucts  executives 
Responds  Russo: 
"I  don't  hold  mysel 
out  as  a  consumer  expert 
There  are  enough  of  thos| 
inside  Kodak  already." 

Carp  says  Russo  bringl 
skills  "right  in  the  sweet  [ 
spot,"  where  Kodak  need] 
them.  Investors  in  Kodak 
whose  shares  are  down 
34%  from  their  high  last 
year,  hope  Carp  is  right. 
Geoffrey  Sml 


AETNA  ISN'T 
FEELING  SO  HOT 

INVESTORS   HAD   HOPED   THAT 

Aetna's  new  ceo,  Dr.  John 
Rowe,  could  turn  the  ailing 
health-maintenance  organiza- 
tion around.  But  the  company 
can't  seem  to  get  a  grip  on 
medical  costs.  On  Apr.  10,  it 
warned  that  2001  profits  are 
sinking — but  offered  few  de- 
tails. The  company  has  to 
swallow  $90  million  in  unan- 
ticipated costs  from  medical- 
services  provided  last  year. 
Half  stems  from  the  Medicare 
business  it  exited,  but  the 
other  half  isn't  likely  to  go 
away  because  of  rising  costs 
in  its  commercial  business. 


MOTOROLA  KEEPS 
LOSING  JUICE 

WOE  IS  MOTOROLA.  EVEN 
though  the  Schaumburg  (111.) 
electronics  giant  warned  in 
February  that  it  would  likely 


suffer  its  first  quarterly 
in    15   years,   the   comj 
managed  to  disappoint 
Street  on  Apr.  10  withl 
suits  much  weaker  than| 
been  expected.  Motorola! 
ported  sales  of  $7.8  billiorj 
the  first  quarter,  down 
from  $8.8  billion  a  year 
er.  Excluding  charges,  its| 
of  $206  million,  or  9(2  a  sr, 
compares  with  earning| 
$481  million,  or  21<2  a  shs 
year  earlier.  The  companjj 
pects  another,  deeper  lo^ 
the  current  quarter. 


ETCETERA... 

■  The  U.S.  and  the  Euro! 
Union  ended  a  dispute 
Europe's  preferential  tii 
ment  of  bananas  from  its| 
mer  colonics. 

■  Yahoo!  is  laying  off  12'^ 
421,  of  its  :*,r>lo  workers! 
move  to  cut  costs. 

■  Palm  rival  Handspringl 

it  would  use  Palm's  n|KJ 
ing  system  through  20051 
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When  you 

know  local  tax 

laws,  you  advise 

local  clients. 


When  you 

know  local  tax 

laws  in  159 

countries? 


I 


!RkI 

Then  you  advise 
global  clients. 

■" 

.  ve  overcome  critical  obstacles  during  your  global  expansion.  And  now,  we  can  help  you  overcome  one  more:  synchronizing 
particulars  of  hundreds  of  local  tax  jurisdictions  with  your  global  tax  strategy.  At  KPMG.  teams  of  dedicated  international  tax 


.      "       7     "  ^  'avv*  u'  ™y  ,ey,ons  arouna  tne  9|obe-  P^'de  a  centralized  resource  for  country-specific  insight 

-k,ng  hand  ,n  hand  with  local  members  of  KPMG  International  and  your  company  they  make  sure  a.,  of  the  global  and  local 
cos  of  your  tax  strategy  work  as  one.  To  find  out  how  we  can  help  your  company  operate  more  efficiently  on  the  globa.  stage 
i  Jeffrey  M.  Stein.  Vice  Chairman, Tax  Services,  at  1-877-ASK-KPMG. 
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VERITAS  Disaster  Recovery  Solutions. 

Control  the  level  of  protection  you  need. 


VERITAS 


BUSINESS   WITHOUT   INTERRUPTION" 


VERITAS  delivers  a  wide  selection  of  world-class  disaster  recovery 
solutions  you  can  tailor  to  your  organization's  needs.  With  our 
unique  combination  of  platform-independent  software,  consulting 
services  and  strategic  partnerships,  we  can  deliver  everything 
that  keeps  both  your  data  and  your  applications  available  -  and 
help  you  stay  in  business  24xforever.  When  disaster  strikes,  trust 
VERITAS,  The  Data  Availability  Company",  to  come  to  your  rescue. 


il  VERITAS  J|oltwur4Cori>of»lion  AMR'KhH  R.jm  ,ued  Vl'Rims.  VI  RIIA:;  Sol  IWAUI ,  II 

-tiuii  in  thf;  US  .'mil   i 
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1NGRY  ABOUT  JUNK  E-MAIL? 
I0NGRESS  IS  LISTENING 


Ine  night  soon  after  she  was  elected  in  1998,  Represen- 
tative Heather  A.  Wilson  (R-N.M.)  spied  an  intriguing 
header  while  scanning  her  e-mail:  "Click  here  to  see 
lat  the  federal  government  doesn't  want  you  to  know." 
linking  the  message  might  offer  juicy  examples  of  federal 
iste,  fraud,  or  abuse,  Wilson  followed  the  link — and  found 
rself  in  a  pornographic  Web  site. 

Appalled,  Wilson  vowed  to  curb  such  cyber  come-ons. 
jw,  Congress  is  weighing  no  fewer  than  four  anti-spam 
Is,  with  Wilson's  leading  the  pack  in  the 
mse.  Despite  marketers'  opposition,  both  the 
(Use  and  Senate  are  taking  up  the  measure — 
i  passage  is  expected.  "I  think  it  will  become 
V  this  year,"  says  House  Energy  &  Com- 
trce  Chairman  W.J.  "Billy"  Tauzin  (R-La.). 
It's  easy  to  see  why  lawmakers  are  on  the 
rpath.  More  than  115  million  Americans  now 
online,  according  to  the  Commerce  Dept. 
d  as  the  Web  and  cybermail  have  become  in- 
•pensable,  spam — or  junk  e-mail — has  ex- 
ded.  EarthLink,  the  No. 2  U.S.  Internet  ser- 
e  provider,  estimates  that  spam  accounts  for 
•-quarter  to  one-third  of  all  incoming  mes- 
;es  to  its  networks  and  those  of  other  isps. 
The  flood  of  pitches  for  everything  from 
;ap  mortgages  to  hot  babes  isn't  just  a  nui- 
tce — it's  costing  U.S.  companies  big  bucks, 
like  direct-mail  merchants,  who  must  buy 
itage  to  distribute  brochures  and  coupons,  spammers  don't 
t  to  send  and  store  their  pitches.  Instead,  isps  pick  up  the 
scorn  tab.  And  isps  must  pay  to  weed  out  spam.  EarthLink 
mds  more  than  $1  million  a  year  on  systems  to  filter  the 
loying  solicitations  and  on  a  spam-fighting  "abuse  team." 
is  a  result,  Internet  user  groups  and  isps  have  been 
noring  for  help  from  Congress.  Spam  is  by  far  the  biggest 
lplaint  of  his  wired  constituents,  says  Representative  Gene 
;en  (D-Tex.),  co-sponsor  of  Wilson's  bill.  And  Congress,  hav- 


WILSON:  On  the  warpath 


ing  been  handed  a  rare  opportunity  to  protect  consumers  and 
the  Net  at  the  same  time,  is  happy  to  ease  their  pain. 

Wilson's  measure,  which  the  House  Energy  &  Commerce 
Committee  approved  unanimously  on  Mar.  28,  would  hand  ag- 
grieved consumers  and  isps  more  weapons  to  fight  back. 
The  bill  requires  junk  e-mail  marketers  to  use  accurate  return 
addresses.  It  also  allows  consumers  to  order  spammers  to 
take  their  names  off  Internet  mailing  lists  the  same  way 
they  can  now  place  themselves  on  "do  not  call"  telemarketing- 
lists.  ISPs  would  get  Congress'  blessing  to  block 
anything  they  think  is  spam.  Marketers  who 
persist  in  targeting  those  who  choose  to  be 
spam-free  could  be  sued  for  $500  per  message, 
up  to  $50,000  per  violation. 
GATEKEEPERS.  Not  surprisingly,  marketers  are 
battling  back.  Financial-services  firms  such  as 
Bank  of  America  and  Merrill  Lynch  &  Co.  fret 
that  they  will  be  hamstrung  in  trying  to  attract 
stock  buyers.  Marketers  also  worry  that  isps 
would  act  as  gatekeepers.  "Consumers  should 
have  the  option  to  say  'no' — isps  shouldn't  opt 
out  for  them,"  says  Jerry  Cerasale,  senior  vice- 
president  at  the  Direct  Marketing  Assn. 

Meanwhile,  privacy  purists  complain  the  bills 
are  too  weak  because  they  let  marketers  spam 
until  recipients  nix  future  mailings,  instead  of 
requiring  consumers'  consent  first.  Even  a  few 
~  ISPs  are  ambivalent.  Some  smaller  providers 
fear  that  their  bigger  brethren  could  squash  competition  by 
using  a  provision  in  the  bill  to  label  as  spam  all  e-mail  from 
lesser  rivals.  "We  don't  need  to  authorize  these  guys  to  lynch 
people  just  to  get  rid  of  spam,"  fumes  Dave  McClure,  presi- 
dent of  the  U.  S.  Internet  Industry  Assn. 

But  even  the  bills'  foes  concede  that  the  most  they  can  do 
is  water  down  the  legislation.  There  are  just  too  many 
irate,  sick-of-spam  voters  for  lawmakers  to  ignore. 

By  Amy  Borrus 


CAPITAL  WRAPUP 


RESIDENTIAL  FOOTSIE 

Guess  who's  not  running  for  Presi- 
;nt?  Representative  Howard  Coble. 
is,  the  crusty  North  Carolina  Repub- 
•an  issued  a  cheeky  press  release  on 
pr.  9  "vehemently"  denying  that  he 
id  any  interest  in  the  2004  contest, 
ispite  a  recent  trip  to  New  Hamp- 
ire.  Coble,  70,  joins  a  growing  list  of 
wmakers  who  are  professing  disin- 
rest  in  a  White  House  run  while  si- 
ultaneously  planning  visits  to  the 
'tfiwdown  states  of  Iowa  and  New 
Hampshire.  Among  the  other  non- 


candidate  visitors:  Democratic  Sena- 
tors John  Edwards  of  North  Carolina, 
Evan  Bayh  of  Indiana,  Joseph  Biden 
of  Delaware,  and  John  Kerry  of  Mass- 
achusetts; maverick  gop  Senator  John 
McCain  of  Arizona;  and  Republican 
Representative  Robin  Hayes,  also  of 
North  Carolina.  The  difference  be- 
tween Coble  and  most  of  the  others: 
The  Dems  are  actually  testing  the  wa- 
ters for  a  race  against  President  Bush. 

SMITH  GOES  GREEN 

►  In  1999,  when  Robert  Smith  (R- 
N.  H.)  took  the  helm  of  the  Senate  En- 


vironment &  Public  Works  Committee, 
he  had  a  0%  confidence  rating  from 
the  League  of  Conservation  Voters. 
Since  then,  Smith  has  changed  his 
stripes.  He  pushed  a  bill  to  restore  the 
Everglades,  brokered  a  deal  on  brown- 
fields  cleanup,  opposed  oil  drilling  in 
Alaska,  and  backed  action  on  global 
warming.  Smith  says  he's  always  been 
green.  But  enviros  credit  the  reelec- 
tion challenge  he  faces  in  2002.  Smith's 
likey  Democratic  foe:  New  Hampshire 
Governor  Jeanne  Shaheen,  who's  push- 
ing her  own  plans  to  combat  air  pollu- 
tion, global  warming,  and  sprawl. 
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Unlike  Mir,  infrastructure  will  eventually  hit  you. 
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(e)  business  infrastructure 


INFRASTRUCTURE.  IT'S  BIG 


UGLY  AND  COMPLICATED. 


F  YOU'RE  NOT  CAREFUL,  IT  CAN  LAND  ON  YOUR  HEAD.) 


IT'S  A  HIGH-FLYING  MONUMENT  to  wires, 
switches,  plugs.  Computers  and  databases. 
Asked  to  perform  missions  it  was  never  meant 
tO  undertake.  It  makes  noise  and  burns  through 
money.  And  creates  one  long  chain  reaction  oi 
crises,  requiring  one  impossible  repair  job  after 
another.  We're  talking,  of  course1,  about  your 
IT  infrastructure. 

And  without  just  the  right  implementation, 
maintenance  and  management,  it  can  burn  up 
in  the  atmosphere  at  almost  any  time.  Instantly 
becoming  an  event,  noticed  worldwide. 

Now  is  probably  a  good  time  to  think  about 
keeping  your  own  infrastructure  aloft. 

You'll  realize  you  can  use  the  experience, 
technology  and  resources  of  a  company  like 
IBM,  which  can  answer  the  hard  questions 
about  infrastructure:  How  do  you  keep  it  running 


100%  of  the  time?  What  platforms  should  you 
use?  How  do  you  plan  for  the  unexpected?  Will 
it  grow  when  you  grow?  Will  it  build  upon  your 
current  systems?  Can  you  link  your  customers' 
and  suppliers'  systems? 

The  people  of  IBM  and  its  Business  Partners 
help  answer  difficult  questions  like  these  every 
day.  And  solve  them  with  open  technologies 
such  as  Linux-enabled  servers  and  scalable 
storage  solutions.  And  by  working  with  companies 
such  as  Cisco  Systems0  and  by  creating  innovative 
IBM  software  tools  like  Tivolf  software,  DB2® 
and  WebSphere®  for  e-business. 

So  unless  you'd  like  your  infrastructure  to 
turn  into  a  spectacle  on  a  cosmic  scale,  call  us 
at  800  426  7080  (ask  for  infrastructure)  or  visit 
us  at  ibm.com/e-business  for  a  white  paper  on 
e-business  infrastructure. 


I  registered  trademark  of  Linus  Torvalds.  Other  company,  product  and  service  names  may  be  trademarks  or  service  marks  ot  others  ©  2001  IBM  Corporation.  All  rights  reserved 
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LESSONS  OF  A  CRISIS 

The  standoff  is  over,  but  the  next  months  may  be  perilous 


COMMENTARY 

By  Dexter  Roberts  and  Pete 
Engardio 

As  U. S.-China  crises  go,  it  was  one 
of  the  dumbest  yet.  After  an  11- 
day  standoff  that  received  satura- 
tion media  coverage,  Beijing  on 
Apr.  11  finally  agreed  to  release  24 
American  crew  members  who  had  been 
detained  when  their  damaged  EP-3E 
Aries  II  aircraft  made  an  emergency 
landing  on  Hainan  Island.  The  diplomat- 
ic breakthrough:  an  expression  of  U.S. 
sorrow  for  the  Chinese  pilot  killed  in  the 
accident  70  miles  off  China's  shore,  and  a 
promise  to  investigate  the  mishap.  It's 
the  kind  of  compromise  that  two  mili- 
tary powers  with  normal  relations  should 
have  been  able  to  resolve  in  hours. 

In  the  coming  weeks,  both  Washing- 
ton and  Beijing  will  be  conducting  care- 
ful postmortems  on  how  this  confronta- 
tion erupted  in  the  first  place  and  how 
to  avoid  future  blowups.  After  all,  with 
Washington  preparing  to  debate  such 
thorny  issues  as  speeding  up  sales  of 
advanced  arms  to  Taiwan  and  China's 
trade  status,  the  coming  months  are 
rife  with  opportunities  for  new  clashes. 
In  Beijing,  the  latest  episode  under- 
scored how  poorly  equipped  the  coun- 
try's leaders  are  to  deal  coherently  with 
unexpected  events  and  how  its  belliger- 
ence can  backfire.  For  his  part,  President 
Bush  handled  the  actual  crisis  reasonably 
well,  but  he  had  clearly  erred  in  the 
awkward  first  two  months  of  his  Ad- 
ministration by  ratcheting  up  the  tough 
talk  against  Beijing.  Both  sides  have 
lessons  to  learn.  Here  are  the  key  ones. 

AMBIGUITY  HAS  ITS  MERITS 

U.S.  conservatives  have  long  chafed 
at  Washington's  fuzziness  about  whether 
or  not  it  is  trying  to  contain  China's 
rising  military  ambitions.  By  being  timid 
about  arming  Taiwan,  and  trying  to  act 
like  Beijing's  friend,  hawks  have  argued, 
Washington  is  only  making  matters 
worse  by  sending  confusing  signals  on 
where  it  really  stands.  Why  not  be  ex- 


plicit, said  the  hawks:  Say  the  U.S.  wel- 
comes more  trade,  but  state  clearly  that 
China  is  a  military  rival  while  Japan 
and  Taiwan  are  allies. 

The  Bush  Administration  tried  to  ac- 
commodate the  right,  but  the  EP-3E  inci- 
dent taught  it  a  lesson:  With  China,  it 
pays  to  be  ambiguous.  Once  Bush  hard- 
ened the  rhetoric,  China  saw  the  situa- 
tion as  extremely  threatening.  When  the 
spy-plane  affair  erupted,  China's  military 
was  poised  to  lead  a  hysterical  reaction. 

It's  time  to  go  back  to  being  a  bit 
vague.  On  Taiwan,  by  not  declaring 
whether  the  U.S.  would  or  would  not 
come  to  the  island's  aid,  Washington  has 
discouraged  Taiwanese  leaders  from  de- 
claring independence — which  would 
probably  start  a  war.  At  the  same  time, 
the  ambiguity  has  kept  Beijing  from 
taking  extreme  action  against  the  is- 
land and  given  China's  leaders  the  po- 
litical cover  they  need  at  home  to  nur- 
ture better  relations  with  the  U.  S. 

CHINESE  NATIONALISM  IS  REAL 

While  Beijing  could  probably  have  set- 
tled this  dispute  quickly  if  it  had  wanted 
to,  it's  clear  that  public  opinion  is  playing 
a  greater  role  in  the  response  to  the  out- 
side. Ordinary  Chinese  firmly  believe  Chi- 
na should  be  respected  as  a  major  power 
and  that  the  death  of  their  pilot  should 
not  be  minimized.  There  would  certainly 
have  been  anti-U.S.  rallies  over  the  spy 
plane  if  Beijing  had  allowed  them,  and 
China's  Internet  chat  rooms  have  been 
humming  with  anti-American  invective. 
China's  internal  problems  feed  the  frus- 
tration. "With  the  economic  downturn 
and  lack  of  social  equality,  the  Chinese 
people  are  dissatisfied,"  says  one  editor  of 
an  influential  Chinese  policy  journal. 
"That  means  Beijing  dares  not  do  any- 
thing that  goes  against  the  popular  will." 

Even  well-educated,  English-speak- 
ing professionals  in  cities  such  as  Beijing 
and  Shanghai,  who  tend  to  be  liberals 
on  economic  reform,  are  upset  at  what 
they  view  as  U.  S.  global  hegemony  and 
insensitivity.  As  the  influence  of  public 
opinion  increases  in  China,  Washington 
should  start  taking  it  into  account  as  it 
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VOLATILE  MIX 

The  spy  plane  face-off  pitted 
an  untested  American 
President  with  a  Chinese 
military  eager  to  flex  its  muscle 

debates  whether  to  renew  Chinese  nor- 
mal trade  status  or  to  oppose  openly 
China's  2008  Olympic  bid.  Popular  out- 
rage could  erupt  anytime. 

A  STRONGER  GRIP  ON  THE  ARMY 

China's  military  turned  the  accident 
into  a  crisis  by  claiming  it  was  all  the 
U.  S.  pilot's  fault,  by  detaining  the  crew, 
and  by  digging  in  just  as  President 
Jiang  Zemin  tried  to  defuse  the  situa- 
tion. "The  military  led  China's  leaders  to 
miscalculate  the  impact  on  American 
public  opinion,"  says  Gerritt  W.  Gong, 
Asia  director  at  Washington's  Center 
for  Strategic  &  International  Studies. 

It  happens  again  and  again.  In  1996, 
the  People's  Liberation  Army  (pla)  went 
ballistic  over  democratic  elections  in  Tai- 
wan and  staged  threatening  missile  tests. 
The  result:  The  U.  S.  sent  aircraft  carri- 
ers, President  Lee  Teng-hui  won  in  a 


landslide,  and  the  missile  tests  stopped. 
Far  from  being  the  true  powerbroker, 
the  PLA  often  ends  up  getting  slapped 
down  as  the  leadership  realizes  how 
much  damage  the  top  brass  is  doing. 
China's  behavior  over  the  spy  plane,  for 
example,  may  well  have  hardened  U.  S. 
resolve  to  sell  advanced  destroyers  and 
other  weapons  to  Taiwan.  To  rein  in 
the  pla,  China  must  find  a  way  to  speak 
^  with  one  voice  on  foreign  policy. 

TONE  DOWN  THE  PROPAGANDA 

In  the  crisis,  Beijing  once  again 
pressed  its  media  to  pump  out 
misinformation.  Official  media  reported 
that  the  U.  S.  plane  was  spying  in  Chi- 
nese air  space  and  had  caused  the  crash. 
And  China's  media  censored  American 
accounts  of  the  accident  and  the  U.S. 
offer  to  help  find  the  missing  Chinese  pi- 
lot. Little  wonder  most  Chinese  are  out- 
raged. It  may  be  too  much  to  expect  a 
free  press  in  China  anytime  soon.  But  if 
Beijing  truly  wants  better  relations — 
and  wants  to  avoid  being  forced  into 
hard-line  positions  by  public  opinion — it 
has  to  give  its  people  a  less  distorted 
picture. 

U.S.  NATIONALISM  IS  A  FACTOR 

The  Chinese  constantly  remind  U.S. 
visitors  of  their  country's  history  of  hu- 
miliation by  colonial  powers.  So  they 
seem  to  assume  Americans  will  under- 
stand and  forgive  their  outbursts.  But 
the  U.S.  public  is  supersensitive  on 
some  issues,  too,  and  the  media  will 
quickly  blow  incidents  out  of  proportion. 
The  use  of  U.  S.  personnel  as  bargaining 
chips  quickly  conjured  up  images  of  the 
Iran  hostage  saga,  and  yellow  ribbons 
soon  appeared  on  U.S.  television.  As 
the  spy-plane  drama  dragged  on,  opinion 
polls  quickly  reported  public  outrage  in 
the  U.S.  Add  this  to  China's  soaring 
trade  surplus  with  the  U.  S.  and  even  a 
boast  by  pla  brass  that  China  can  hit 
California  with  ballistic  missiles,  and  it's 
easy  to  see  why  more  Americans  are 
regarding  China  as  an  enemy. 

EXPECT  MORE  CRISES 

There  is  great  reason  to  hope  that 
China's  foreign  policy  will  eventually  ma- 
ture. But  for  the  near  future,  more  inci- 
dents like  the  spy-plane  fracas  are  likely 
as  China  looks  to  flex  its  muscles  and 
U.S.  refuses  to  yield.  It's  time  for  both 
Washington  and  Beijing  to  realize  that 
conflicts  are  a  normal  part  of  their  rela- 
tionship— and  prepare  accordingly. 

With  Paul  Magnusson  in  Washington 


R"cmoccWo^  '  fl"ri1  " 


-* 


International  Business 


JAPAN 


YOUNG,  FUNKY, 
HIP...  TOYOTA? 

It's  aiming  umpteen  new 
models  at  the  youth  market 

With  a  flick  of  Atsutoshi  Shibuya's 
wrist,  a  dart  sails  effortlessly  into 
a  board  mounted  next  to  a  shiny 
new  Toyota  at  the  Mega  Web  show- 
room in  central  Tokyo.  Shibuya,  33,  is  a 
leading  dart  player,  and  darts  are  hot 
among  young  Japanese.  So  Shibuya  is 
here  to  give  young  passersby  a  tip  or 
two  on  their  game — and  maybe  lure 
them  into  taking  a  closer  look  at  the 
brand-new  wiLL  vs  models.  With  their 
sharp  styling  and  dark  colors,  the  cars 
bring  to  mind  the  elegant 
menace  of  stealth  fighters. 
Young  guys  like  stealth 
cars,  you  see. 

Hip  hobbyists,  "fun" 
marketing,  stealth  autos: 
Does  this  sound  anything 
like  Toyota  Motor  Corp., 
supreme  marketer  of  the 
blandly  consistent? 

In  a  word,  no — but  the 
company's  top  brass  sure 
wants  to  change  all  that. 
For  all  its  prowess — and 
its  $100  billion  in  annual 
sales — the  carmaker  has  a 
glaring  problem,  admits 
President  Fujio  Cho:  "Our 
cars  haven't  been  funky 
enough  to  appeal  to  young 
drivers."  In  Japan,  Toy- 
ota's recent  share  of  twen- 
tysomething  buyers  hov- 
ers around  30%,  vs.  45% 
in  1987.  A  similar  trend 
holds  true  in  the  U.  S., 
where  the  average  Toyota 
buyer  is  47,  vs.  40  for 
Volkswagen  and  44  for 
Honda  Motor  Co.,  two 
other  hot  importers. 
STUNTED.  Toyota's  inability 
to  grab  young  drivers 
stunted  sales  growth  in  its 
home  market  for  much  of 
the  1990s.  But  Toyota's 
Japanese  sales  are  now 
picking  up  sharply,  in  part 
because  Cho  and  other  top 
execs  have  raced  to  close 
the  generation  gap  with 
models  such  as  the  dis- 
tinctive-looking Vitz  com- 


pact and  the  MR-S  sports  car  (called  the 
MR-2  Spyder  in  the  U.  S.). 

Now  signs  are  proliferating  that  Toy- 
ota may  make  a  bold  move  to  win  the 
youth  vote  in  the  U.S.  It  may  even 
create  a  whole  new  brand  of  autos  tar- 
geted at  budget-minded  buyers  in  their 
20s  and  early  30s.  Cho  says  Toyota  will 
make  a  decision  on  the  third  brand  soon. 

A  new  brand  would  be  a  radical  move, 
and  it's  not  clear  if  Cho  would  go  that  far. 
Sources  inside  Toyota  Motor  North 
America  Inc.  say  the  American  division 
does  not  want  a  third  brand,  which  would 
need  a  new  dealership  network  and 
which  would  sell  cars  with  lower  margins 
than  Lexus.  Targeting  young  buyers 
has  a  way  of  backfiring  in  the  U.  S.:  "The 

only  kind  of  cars  that  car-  

makers  make  are  new  cars, 
and  the  real  youth  market 
is  for  used  cars,"  says  James 
M.  Hossack,  vice-president 


SHY  BRAND:  President 
Cho  lets  some  models 
like  the  Will  VS  forgo 
Toyota  markings 


THE  PROBLEM    In  Japan,  Toyota  faces  a  steep  decline  in 
sales  among  young  buyers:  In  1987,  45%  of  all  20-year-olds 
who  bought  cars  bought  Toyotas.  In  1998,  only  30%  bought 
Toyotas.  A  similar  problem  exists  in  the  U.S.  market. 

FAILED  SOLUTION  In  the  U.S.  a  youth-marketing  effort  called 
Genesis  fizzled  out  with  mixed  results. 

CURRENT  SOLUTION  Rapid-fire  rollout  of  cars 
designed  more  fashionably  for  young  buyers 
in  Japan.  They  include  the  bB,  the  FunCar- 
go,  the  Platz,  the  WiLL  Vi  and  the  WiLL  VS. 
In  the  U.S.  debut  a  new  sport  wagon  called 
the  Matrix  in  early  2002. 


POSSIBLE  RADICAL  SOLUTION  Submerge  the 
Toyota  brand  name  on  some  cars  sold  in 
Japan.  In  the  U.S.,  create  a  whole  new 
brand  aimed  at  young  buyers. 

Data:  BusinessWeek,  Company  reports 


of  market  researcher  AutoPacific  I 
Even  the  youthful  Toyota  Echo  has  lj 
only  middling  success  in  the  U.  S.,  w. 
it  has  taken  off  in  Japan,  where  it  sells] 
the  Platz. 

But  Toyota  will  keep  chasing 
young  and  the  restless,  even  submt 
ing  its  own  brand  to  do  it:  In  Japan, 
bB  hatchback  (that  stands  for  "bl 
box")  studiously  avoids  any  signs  of 
parentage,  except  for  a  lone  Toy 
symbol  on  the  steering  wheel.  The  bl 
just  one  of  six  cars  based  on  the  Co 
la  or  Vitz  that  Toyota  has  launched 
Japan  since  mid-1999  to  snare  yoi 
buyers.  They're  heavy  on  attitude 
light  on  the  wallet,  averaging  $12,0( 
Toyota  officials  say  they  see  a  payof 

ready.  "We've  started 

resonate  with  the  yo 
market,"  says  Cho. 
tomers  aged  20  to  30 
account  for  up  to  40%  o: 
buyers  at  Toyota's  V 
sales  outlets  nationwide 
from  as  low  as  20% 
years  ago.  No  less  than  i 
en  Toyota  models  domir 
the  Top  10  list  of  best-i 
ing  cars  in  Japan,  inclu< 
the  boxy  bB  and  its  sib 
FunCargo,  a  compact  a 
retractable  rear  seats. 

Cho  is  also  experim 
ing  with  a  different  7 
of  selling  in  Japan.  A  r 
ota  dealership  chain 
been  renamed  Netz 
now    targets    entry-h 
buyers.      If     Cho     e 
launches  a  third  bran< 
the  U.S.,  a  Netz-like  d 
ership  network  would 
to  be  developed. 

The  next  challenge 
reach  out  to  Tokyo's  ar 
young  men,  the  guys 
are  the  self-appointed 
biters  of  cool.  To  do 
job,  Toyota  is  relying 
the  wiLL  vs,  the  com 
with  the  sharp  edges 
debuted  earlier  this  mo 
"We    made    a    car    i 
doesn't  look  Japanese,' 
marks  Tatsuhide  Hosl 
ponytailed  member  of 
WiLL  vs  design  team, 
someday,  somewhere, 
company    may    craf 
whole   new   line   for 
young    that's    not    i 
called  Toyota. 

By  Chester  Dawsoi 
Tokyo,  with  Larry  A 
strong  in  Los  AngelM 
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Lost?  Hungry?  Terrified  your  pork-belly  futures  are  tanking?  With  enabled  sites  like 
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TRADE 


BETTING  ON 
FREE  TRADE 

Will  the  Americas  be  one  big  market? 


£ 


It's  one  of  the  biggest  and  boldest 
ideas  ever  proposed  in  the  realm  of 
commerce,  the  Free  Trade  Area  of 
the  Americas.  Stretching  from  the 
Bering  Strait  to  Cape  Horn,  with  a  pop- 
ulation of  800  million  and  a  combined 
gross  domestic  product  of  more  than 
$11  trillion,  the  FTAA  would  be  the 
largest  free-trade  zone  on  the  planet — a 
vast  market  with  nonexistent  or  very 
low  tariffs,  streamlined  customs  regula- 
tions, and  no  quotas,  subsidies,  or  other 
impediments  to  trade. 

At  present,  this  vast  commercial  bloc 
exists  only  in  the  minds  of  trade  nego- 
tiators, who  have  been  pegging  away 
at  the  details  of  a  pact  for  nearly  seven 
years.  Recently,  hopes  for  the  FTAA 
seemed  dim,  as  34  countries  struggled 
to  reach  agreement  on  a  host  of  com- 
plicated issues.  But  a  powerful  new  ad- 


vocate for  the  idea  has  emerged.  Presi- 
dent George  W.  Bush  has  placed  the 
ftaa  firmly  at  the  top  of  his  ambitious 
trade  agenda.  The  former  Texas  gover- 
nor has  seen  firsthand  the  benefits  of 
cross-border  commerce  with  Mexico 
through  the  North  American  Free 
Trade  Agreement.  And  he  has  a  legacy 
to  carry  on:  His  father  floated  the  idea 


of  a  hemispheric  free-trade  z> 
during  his  own  Presidency 
years  ago.  "Bush  is  willing 
spend  considerable  political  c| 
ital  on  the  ftaa,"  says  Rich 
W.  Fisher,  former  Deputy 
Trade  Representative. 

Bush  now  has  a  highly  vii 
ble  opportunity  to  press  I 
case  for  the  ftaa.  On  Apr.  | 
22,  at  the  Third  Summi 
the  Americas  in  Quebec 
he  will  meet  with  head 
state  from  around  the  regio 
assess  the  progress  of  talks 
summit  will  be  the  first  test  o: 
Administration  that  hopes  to  return 
U.  S.  to  its  leadership  position  on  gl 
trade.  Already,  U.S.  Trade  Represe: 
tive  Robert  B.  Zoellick  has  been  W' 
ing  behind  the  scenes  to  build  sup; 
both  at  home  and  in  Latin  America 
speeding  up  FTAA  negotiations, 
[trade]   policy  has  drifted  in  re 
years,"  Zoellick  said  during  a  re 
visit  to  Chile.  "We  have  nobod 
blame  but  ourselves,  and  there  is  a 
to  pay  for  our  delay." 
WASTED  TIME.  But  the  U.  S.  Preside: 
not  finding  the  road  to  Quebec  Ci 
smooth  one.  Bush  wanted  to  enter 
summit  with  trade  negotiating  aut 
ty — that's  a  mandate  to  craft  deals 
Congress  can  approve  or  reject  but 
amend.  He  doesn't  have  it.  And  in 
ly  April,  Brazil  dealt  the  Bush  t 
another  setback  when  it  successfH 
led  a  revolt  against  a  U.S.  proposa 
move  up  the  deadline  for  the  con 
sion  of  ftaa  negotiations  to  year 
2003  from  Jan.  1,  2005.  Meanwhile, 
ponents  of  globalization  are  descenc 
on  Quebec  City  for  anti-FTAA  proteBj 
"The  negotiators  are  going  to  be  a  \m 
surprised  to  see  that  they  wasted  sel 
years  talking  to  each  other  in  cl( 
rooms,  only  to  find  out  that  nobody 
ally  wants  this,"  says  Thea  Lee,  dej 
director  of  public  policy  at  the  AFL- 

Should  the  FTAA  talks  snarl,  th 
is  prepared  to  take  an  alternate  ro 
Washington  is  already  working  on 
lateral  pact  with  Chile  and  is  indicatir 
will  talk  to  any  other  Latin  nation 


A  PRIMER  ON  THE  FTAA 


WTlJlt  ^  free-trade  area  encom- 
VVILd/l  passjng  34  countries  with 
a  total  population  of  800  million  and 
a  combined  output  of  $11  trillion. 

WTlPTl  Ta"<s  are  *°  conclude  by 
VVIlCll  Jan    1(  2005.  Accord 

could  take  effect  within  the  year. 


WflW  'mPort  tariffs  on  trade  be- 
I1UW  tween  member  countries 
would  fall  to  zero  over  the  course  0 
a  decade  or  more.  Nontariff  barrier 
such  as  quotas,  would  be  gradually 
dismantled.  Trade  in  services  will 
also  be  liberalized.  Investment  rul 
will  be  harmonized. 


60  BusinessWeek  /  April  23,  2001 


Introducing... 

The  Premier  Water  Solutions  Provider 


ONDEO 


no  million  people  supplied  with  water  and  wastewater  services 
60,000  industrial  customers 
10,000  water  plants  built 

ONDEO.  One  Name.  One  Vision. 

Who  are  we  ?  We  are  60,000  men  and  women  from  130  countries 
united  with  one  mission;  to  be  the  premier  provider  of  sustainable 
water-related  solutions  and  services  worldwide.  Our  name  may  be 
new  but  we  have  a  proven  track  record  of  over  120  years  in  water 
management,  treatment,  process  and  engineering. 

What  do  we  bring  ?  Whatever  or  wherever  the  need,  we  supply 
consumers  and  provide  cities  and  industries  comprehensive 
water-related  solutions.  We  enhance  services  and  optimize  productivity 
and  costs,  while  working  in  harmony  with  the  environment 

Where  do  we  come  from  ?  ONDEO  is  part  of  Suez,  the  world's  leading 
provider  in  energy,  water,  waste  services  and  communications. 
ONDEO  fuses  the  expertise  and  experience  of  our  four  water-related 
companies:  ONDEO  Services./ormeWy  Lyonnaise  des  Eaux,  ONDEO  Nalco, 
formerly  Nalco,  ONDEO  Degremontjormerly  Degremont,  and 
newly-created  ONDEO  Industrial  Solutions. 
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THE  FREE  TRADE 
AREA  OF  THE  AMERICAS 
AT  A  GLANCE 


wants  to  cut  a  deal.  Argenti- 
na and  Uruguay  have  already 
expressed  interest.  That  will 
step  up  the  pressure  on  po- 
tential spoilers  of  a  hemi- 
spheric accord.  Washington  is  "sending  a 
signal  to  Latin  America  [that]  we  want 
to  move  ahead  on  FTAA,"  says  Zoellick. 

But  beyond  all  the  maneuvering, 
there's  another  reason  the  FTAA  will 
probably  move  forward,  even  with  all 
the  wrangles  and  delays.  For  Latin  na- 
tions, the  opportunity  for  preferential 
access  to  the  largest  market  in  the  world 
is  too  good  to  pass  up.  And  American 
businesses  are  eager  to  boost  sales  south 
of  the  border.  One  estimate  is  that  U.  S.- 
Brazil merchandise  trade,  at  just  over 
$29  billion  in  2000,  could  double  or  triple 
under  a  free-trade  arrangement. 
CUSTOMS  HOLDUPS.  Duty-free  trade 
would  make  a  big  difference  for  Cater- 
pillar Inc.,  the  world's  largest  maker  of 
earth-moving  equipment.  According  to 
Robert  C.  Petterson,  vice-president  of 
Caterpillar's  Latin  America  operations, 
Brazil  levies  a  tariff  of  around  15%  on 
imports  of  the  company's  equipment, 
which  adds  nearly  $40,000  to  the  cost  of 
a  $250,000  machine.  Worse,  though,  are 
delays  at  customs  that  make  it  diffi- 
cult for  Caterpillar  to  honor  its  sales 
promise  to  deliver  replacement  parts 
within  24  hours.  Removing  these  barri- 
ers, Petterson  calculates,  could  generate 
$4.5  billion  in  additional  sales  of  con- 
struction equipment  in  the  first  10 
years.  "We'll  get  our  share  of  that  $4.5 
billion,"  he  says. 

In  Latin  America,  unfettered  trade 
would  slam  inefficient  companies,  and 
that  explains  the  ambivalence  of  some 
policymakers.  "[The  FTAA]  would  mean 
the  annihilation  of  Brazilian  industry," 
claims  Paulo  Nogueira  Batista  Jr.,  an 
economist  at  the  Fundacao  Getulio  Var- 
gas, a  business  school  in  Sao  Paulo. 

Officials  in  Brasilia  are  especially  in- 


CHILE 

ARGENTINA 

$68.4  billion 

$282.5  billion 

30.7%    29%      8% 

10.1%   11.3%    13.5% 

Note:  All  GDP  and  trade  data  are  all  prelimil 
estimates  for  2000.  Tariff  figures  are  all  19| 
Data:  Economist  Intelligence  Unit, 
Inter-American  Development  Bank 


censed  over  Washington's  own  brand  of 
protectionism.  Just  15%  of  Brazil's  an- 
nual $1.1  billion  in  exports  of  frozen  or- 
ange-juice concentrate  go  to  the  U.S.: 
Thanks  to  the  Florida  citrus  lobby,  U.  S. 
duties  on  Brazilian  O.I  imports  add  $418 
to  every  ton  of  juice  shipped  stateside. 
Says  Ademerval  Garcia,  president  of 
Abecitrus,  the  Brazilian  association  of 
citrus  exporters:  "Changing  the  tariff 
will  be  one  of  Brazil's  conditions  for  en- 
tering the  FTAA." 

Yet  Brazil,  for  all  its  concerns,  seems 
to  realize  that  some  sort  of  free  trade 
area  is  desirable.  Its  exports  to  the  rest 
of  the  region  are  growing  far  faster 
than  its  exports  to  the  rest  of  the  world: 
An  ftaa  would  boost  that  growth  fur- 
ther. "Any  increase  in  trade  is  impor- 
tant," says  Jose  Alfredo  Graca  Lima, 
Brazil's  chief  negotiator.  "Brazilian  tax- 
payers can't  go  on  subsidizing  and  pro- 
tecting less-efficient  industrial  sectors." 

The  role  of  Mexico  in  the  trade  talks 
is  also  suffused  with  ambivalence.  It 
publicly  supports  the  ftaa.  Yet  it  does 
not  relish  losing  its  exclusive  access  to 


the  U.S.  market.  "Who  wants  to  sha 
such  privileged  access?  The  longer  Mj 
ico  can  hold  on  to  that,  the  better,"  sa 
Luis  Rubio,  general  director  of  the  Cl 
ter  for  Research  and  Development! 
private  think  tank  in  Mexico  City. 

Still,  Mexico  has  billed  itself  as  a 
trade  convert.  Its  exports  have  tripl 
since  NAFTA  took  effect  in  1994,  w[ 
88%  of  them  going  directly  to  the  U| 
Indeed,  it  is  Mexico's  mostly  positl 
experience  with  NAFTA  that  other  col 
tries  in  the  region  are  eager  to  replica] 

The  building  blocks  for  a  hemisphi 
pact  are  already  in  place.  At  Washij 
ton's  urging,  many  of  the  countries! 
the  region  have  privatized  swathes! 
state  industry,  cut  tariffs  and  subsidi 
and  inked  regional  trade  pacts.  In  (A 
bee  City,  Bush's  task  will  be  to  convfl 
his  counterparts  that  the  time  lias  co| 
to  complete  the  journey. 

By  Geii  Smith,  with  Elisabi 
Malkvn  in  Mexico  ('////,  Jovatli 
Wheatley  in  Sdo  Paulo,  Paul  MagnX 
son  in  Washington,  Michael  Amdt\ 
Chicago,  and  bureau  reports 
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For  music, 
there's  CD-RW. 


For  your  important  stuff, 
there's  Zip®  250. 


Sure,  CDs  are  great  for  burning  music.  But  do  you  really  want  to  store  irreplaceable  files  on 
a  cheap,  scratchable  CD?  With  their  rugged  shell  and  titanium-based  construction,  Iomega 
Zip®  250MB  disks  are  far  more  durable  than  CD-RW.  And  they  make  it  easy  to  organize, 
share,  and  back  up  your  critical  files.  No  wonder  Zip  owners  give  their  products  higher 
ratings  than  CD-RW  owners  for  speed,  reliability,  and  ease  of 
use.  Why  settle  for  anything  less?  More  than  40 
million  people  around  the  world  trust 
Iomega— the  company  that  invented 
quick,  affordable,  dependable 
digital  space. 


WARNING: 
LIMITED  TIME  OFFER 


For  a  limited  time,  get  up  to  $20  mail-in  savings  on  select  Zip  disk  multi-packs. 
Offer  good  until  June  2,  2001  at  these  fine  electronic  retailers  or  at  iomega.com. 


°£{?o*  OfficeMax 


10mega.com 


Copyright  ©2001  Iomega  Corporation.  Iomega,  the  stylized  T  logo  and  Zip  are  registered  tr 
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They  said  you  were  too  slow. 

Didn't  understand  the  ne.w  economy. 

But  you  waited.  , 

Surveyed  the  scene  like  a  field  gene. 

And  waited. 

Saw  the  shakeout. 

Maneuvered  the  troops. 

They  won't  know  what  hit  them. 

This  is  the  power  of  business  webs. 

This  is  Bowstreet. 

www.bowstreet.com 
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International  Outlook 


DITED  BY  ROSE  BRADY 


JERMANY:  SCHRODER'S  GREEN  PALS 
IRE  CROSSING  HIM  UP 


Germany's  Green  Party  took  the  nation  by  surprise  when 

«it  joined  Chancellor  Gerhard  Schroder's  coalition  gov- 
ernment in  1998.  Instead  of  middle-aged  revolutionaries, 
e  Greens  turned  out  to  be  teachers,  dentists,  and  middle 
anagers  who  tempered  their  environmental  activism  with 
sire  for  lower  taxes  and  less  bureaucracy.  Led  by  Joschka 
scher,  Schroder's  pragmatic  Foreign  Minister,  the  Greens 
■lped  push  through  $30  billion  in  tax  cuts  for  corporations 
d  individuals.  "The  Greens  gave  Schroder  a  counterweight 
•ainst  the  Socialists  in  his  own  party,"  says  Commerzbank 
onomist  Eckart  Tuchtfeld. 
Now  the  Greens  could  tip  the  bal- 
ce  in  the  other  direction.  After  a 
fctrous  showing  in  a  state  elec- 
m  last  month,  the  Greens  are 
infully  reassessing  their  strategy. 
ready,  some  factions  are  retreat- 
\  from  fiscal  responsibility  and  call- 
l  for  heavy  spending  on  populist 
ograms  such  as  free  day  care.  "We 
ve  to  find  the  issues  that  burn  in 
b  souls  of  young  people,"  says 
aus  Miiller,  environment  minister 
■the  state  of  Schleswig-Holstein  and 
cey  party  strategist.  Miiller  denies 
i  party  is  backtracking  on  econom-  ~ 
policy.  Still,  it  sounds  suspiciously  like  the  Greens  are 
aing  back  to  their  roots  in  the  far  left.  Should  that  happen, 
ngs  could  get  tough  for  Schroder.  He  faces  a  continuing 
uggle  to  pull  his  own  Social  Democratic  Party  to  the  mid- 
i  and  is  gearing  up  to  run  for  reelection  in  fall  2002. 
The  Greens  face  a  dilemma.  Their  move  to  the  middle — bin- 
ding willingness  to  compromise  on  issues  such  as  nuclear 
wer — alienated  radicals  in  the  party  without  attracting 
ough  new  followers  to  compensate.  The  result:  In  an  elec- 
n  in  Baden-Wiirttemberg  in  March,  Green  support  plunged 
7.7%,  from  12.1%  in  the  previous  state  election  in  1996.  Na- 


FISCHER  AND  SCHRODER:  Separate  ways; 


tionwide,  the  party's  support  hovers  around  6%.  That's  bare- 
ly above  the  5%  margin  needed  to  win  seats  in  parliament. 
Outwardly,  Schroder  doesn't  seem  gravely  concerned  about 
the  fate  of  his  allies.  For  now,  polls  show  him  trouncing  his 
likely  opponents  in  the  badly  divided  Christian  Democratic 
Union  in  a  national  election.  But  that  margin  could  narrow 
fast  if  the  German  economy  gets  worse.  Economists  are  re- 
vising their  growth  predictions  for  2001  from  nearly  3%  to 
barely  2%  as  the  slowdown  in  the  U.  S.  hurts  business  confi- 
dence. Unemployment  has  risen  for  the  past  three  months,  to 
9.8%.  That  could  spell  trouble  for 
Schroder,  who  has  vowed  to  cut  job- 
lessness. If  the  Socialists  weaken  just 
as  the  Greens  crater,  the  next  elec- 
tion could  be  dicey  for  the  Chancellor. 
SIMMERING.  What  will  Schroder  do  if 
the  Greens  keep  losing  support?  He 
could  team  up  with  the  liberal  Free 
Democratic  Party  (fdp).  But  many 
old-timers  in  the  spd  still  resent  the 
fdp  for  switching  sides  in  1982  and 
joining  the  cdu.  That  leaves  one  oth- 
er course:  helping  the  Greens  win 
back  voters.  To  give  his  allies  a  boost, 
Schroder  is  letting  the  Greens  take 
the  lead  on  agricultural  policy  amid 
hysteria  over  foot-and-mouth  disease.  Renate  Kiinast,  a  Green 
leader  and  the  new  Consumer  Protection,  Food  &  Agriculture 
Minister,  is  positioning  the  party  as  defender  of  the  con- 
sumer against  adulterated  food — natural  turf  for  the  Greens. 
For  the  Greens,  regaining  popularity  over  the  next  few 
months  will  be  key.  By  late  autumn,  political  parties  are  ex- 
pected to  present  their  platforms  for  the  2002  elections.  If  the 
Greens  still  look  weak,  Schroder  may  signal  he's  ready  to 
dump  them  and  cozy  up  to  the  fdp.  Either  way,  it  seems  that 
realpolitik  will  guide  the  Chancellor's  hand. 

By  Jack  Ewing  in  Frankfurt 


GLOBAL  WRAPUP 


NEW  BERLUSCONI  INQUIRY 

Coincidence  or  politically  motivated 
laneuver?  As  campaigning  for  Italian 
Sections  on  May  13  reaches  fever 
itch,  the  younger  brother  of  the  can- 
idate  favored  to  win  has  come  under 
ivestigation  for  embezzlement.  Milan- 
>ased  magistrates  recently  ordered  a 
lid  on  the  headquarters  and  bank  ac- 
)unts  of  Finanzaria,  the  holding  com- 
any  controlled  by  Paolo  Berlusconi — 
le  51-year-old  brother  of  center-right 
indidate  for  Prime  Minister,  Silvio 
I  erlusconi. 


Although  Paolo  has  not  been  formal- 
ly charged,  magistrates  say  that  they 
are  looking  into  whether  a  company  he 
controlled  from  1991  to  1996,  Simec, 
misappropriated  up  to  $75  million  in 
public  funds.  The  regional  government 
of  Lombardy  had  allocated  the  money 
to  Simec  to  develop  and  maintain  a 
landfill  outside  Milan,  but  the  money 
has  not  been  adequately  accounted  for, 
magistrates  allege. 

Investigations  into  younger  Berlus- 
coni's financial  records  began  last  year 
when  his  Milan-based  daily  paper,  II 
Giornale,  failed  to  pay  $2  million  in 


taxes  due.  Paolo  denies  any  wrong- 
doing. Meanwhile,  his  brother's  holding 
company,  Fininvest,  is  not  a  target  of 
the  investigation. 

Even  so,  the  older  Berlusconi's  coali- 
tion, Forza  Italia,  is  calling  the  magis- 
trates' move  a  "left-wing  vendetta" 
aimed  at  undermining  the  coalition's 
reputation.  In  any  case,  Silvio  Berlus- 
coni, whose  own  company  has  repeat- 
edly been  the  target  of  investigators, 
looks  set  to  win  the  premiership.  He  is 
leading  center-left  candidate  Frai> 
Rutelli  by  about  10  points  in  the  polls. 
By  Kate  Carlisle  in  Rome 
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Which  best  describes 

the  systems  integration  project 

you're  considering? 


If  you're  considering  a  project  that's 
likely  to  keep  you  up  nights,  there's 
something  you  should  know: 

Us. 

At  AMS  we've  managed  eBusiness, 
IT,  and  systems  integration  projects  of 
intimidating  complexity  for  over  thirty 
years.  And  we've  done  it  so  successfully 


that  Forbes"" Magazine  has  named  us  one 
of  the  best-performing  big  companies  in 
the  U.S. 

For  two  years  in  a  row. 

So  if  you're  in  the  process  of  talking 
to  consultants,  we  hope  you'll  contact  us. 

Because  you  can  be  sure  of  one  thing 

You'll  be  in  good  hands. 
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/hy  Small  Biz  Gefs  Hit  So  Hard 
/hat  You  Can  Do  About  It  Now 
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When  it  tomes  to  your  mail, 
"online"  beats  "in  line"  every  time. 

Business  has  never  moved  at  a  faster  pace.  So 

you've  streamlined  your  business  plan.  Added 

the  latest  computers.  Now,  it's 

time  to  rethink  the  mail. 

And  recover  more  valuable 

time.  Time  better  spent 

going  after  new  business.  Or 

maybe  cutting  your  day  down 

to  a  mere  nine  or  ten  hours. 


Everything  you  need 
except  the  Postmaster 
General's  portrait. 

Simply  Postage  lets  you  avoid  post 
office  trips  because  it  gives  you  your 
very  own  compact,  integrated  scale 
and  postage  meter.  One  that  plugs 
right  into  your  computer.  With  a  few 
simple  keyboard  commands,  you  can 
automatically  calculate  exact  postage  for 
First-Class*,  Priority  Mail",  Express  Mail* 
and  international  mail.  Before  you  know  it, 
you're  downloading  and  printing  your  own 
postage  in  no  time.  Anytime.  Simply  Postage  will 
even  let  you  print  postage  when  the  computer's  off. 


NEW  LINE 
POST  OFFICE. 


Even  without  the  $25  free  postage  to 
offset  your  startup  tost,  you'd  still  save. 

Time  is  money.  And  the  more  time  you  spend  in  post 
offices,  the  less  you  spend  earning  profits.  And  that's  a 
shame.  Because  for  just  $49.95,  you  can  receive  the  Simply 
Postage  software,  an  integrated  scale  and  meter,  a  user's 
guide,  plus,  as  an  added  incentive,  $25  postage 
absolutely  free  of  charge.  Simply  print 
as  much  postage  as  you  need  each 
month  for  the  low  price  of  just 
$14.95,  plus  the  actual  postage  you 
use.  Try  finding  a  phone  or  cable  bill 
these  days  that's  only  $14.95  a 
month.  Or  anything  else  at  that  price 
as  good  as  your  very  own  post  office, 
open  24/7,  that  could  pay  for  itself  in 
just  the  first  day! 


Simply  Postage. 
Now  there's  a  little 
post  offite  in  every  off'ue. 


ORDER  ONLINE  AT: 
www.simplypostage.iom 
or  tall  toll  free  1877-499-3738 
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Visit  the  entrepreneur's 
Web  site  every  day  at: 
smallbiz.businessweek.com. 
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Small  Business  Rate 
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Includes  current  interest 
rates  on  loans  plus  key 
terms  and  forecasts 
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how  taxes  will  affect 
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Everything  Old  Is  New  Again 

EQUITY  FUNDS  LIKE  A  TRADITIONAL  LOOK— ESPECIALLY  FAMILY-OWNED  COMPANI 


YOUR  BUSINESS  MAY  BE  HOTTER  than  you  know. 
Private  equity  funds,  trying  to  avoid  dot-com  carnage, 
are  seeking  out  profitable,  mature  Old  Economy 
companies.  How  OLD  ECONOMY?  Recent  investments 
went  to  Dover  Saddlery,  in  Holliston,  Mass.,  and 
Greenwich  (Conn.)-based  Union  Pen  Co. 

Of  particular  interest:  family-owned  com- 
panies that  need  money  to 
grow,  to  help  a  foun- 
^^     der  retire,  or  to 
buy  out  other 
family  members. 


Family  Capital  Growth  Partners  just  closed  a 
million  fund  that  will  make  investments  of  $1  millk    m 
to  $3  million.  Heritage  Partners  Inc.  is  raising  a  $15 
million  fund  to  invest  in  companies  worth  $10  mil 
lion  to  $40  million,  although  Heritage  partner  Pete 
Z.  Hermann  says  MANAGEMENT  DEPTH  is  more  im- 
portant than  company  size.  And  these  investors  are 
seeking  minority  stakes.  Says  Chicago  attorney 
Domingo  P.  Such  III,  an  expert  in  small-company 
estate  issues:  "They're  not  looking  to  take  over  the 
company  unless  it's  mismanaged." That's  something   t  A 
NEW  ECONOMY  investors  know  plenty  about. 


SO  THEY  SAY 
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ONE  IOTA 


LOAN  STARS: 

Percentage 
of banks  that 
say  they 
increased  the 
number 
of  salespeople 
for  small 
businesses 
last  year 

Data  ( onsumei  BankersAssn 


4  Businessweek  small  Biz  April  23, 2001 


I  don't  get  angry. 
I  get  aggressive.' 

-JOSEPH  A.  MCDONNELL,  iShopSecure  ceo, 

on  how  he  persuaded  Delta  Air  Lines  to  let  his  VP 

on  board  his  flight  (Pg  SB 18) 

Breathing  Room 

Squeezed  out  of  the  commercial  real  estate 
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market?  Not  for  long.  Vacancy  rates  should 
reach  9.8%  by  yearend,  up  from  8.4%  in 
December,  says  Merrill  Lynch  &  Co.'s  Steve 
Sakwa.  That's  good  news  for  small  companic  • 
which  could  sublet  from  big  companies  that 
are  cutting  back.  Nationally,  Sakwa  expects 
rents  to  drop  just  5%.  But  it  will  be  happy  hui  ki 

CM 


ing  in  Cambridge,  Mass . ,  midtown  Atlanta, 
and  San  Jose .  If  you  lack  elbow  room  in  New 
York,  Philadelphia,  or  Houston,  get  used  to  i 
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EMPLOYEE 
TITRATION 
nployers  won  a  big 
ctory  on  Mar.  21 
hen  the  U.S. 
ipreme  Court  ruled 
at  companies  can 
quire  workers  to 
ke  disputes  to 
bltration  instead 
suing. 

CASE  IN  POINT 
nel  Systems 
ternational  Inc., 
>8-person  software 
aker  in  Pittsford, 
Y.,  plans  to  take 
vantage  of  the 
ling.  Although 
nel  has  never  been 
ed,  it  was  recently 
reatened  with  a 
icrimination  suit 
a  fired  employee, 
wsuits,  says 
neral  counsel  Alex 
pesochny,  "have 
?  capacity  to  harm 
r  reputation  as  a 
od  employer." 

IESOURCES 
w  does  arbitration 
irk?  see  legal  web 
s  Hieros  Gamos  at 
vw.hg.org.  Drafting 
/aiver  is  not  a  do-it- 
jrself  affair,  and 
iext.com  details 
'  problems  a  flawed 
iver  can  cause.  The 
lerican  Arbitration 
m.  (www.adr.org) 
.aguideto  proce- 
<*al  rules.  From  the 
)  )kshelf :  Mediating 
H Arbitration  of 
ployment  Disputes, 
John  T.  Dunlop  and 
idd  M.  zack 
»sey-Bass,  $41.95). 
TEPHANIE  B. 
'i    LDBERG 


You're  Not 
So  Hot 


IT  SOUNDS  LIKE  HERESY,  but  Amar  Bhide, 
a  Columbia  University  B-school  professor, 
swears  it's  true.  After  studying  100  successful 
entrepreneurs,  Bhide  says  they  don't  take  big 
risks,  don't  suffer  from  a  lack  of  capital,  and 
they  aren't  great  innovators. 


Q   Don't  entrepreneurs  need  to 
.  take  risks  to  get  going? 

A    That's  not  risk.  Many  of  them  don't 
have  much  to  lose.  About  a  third 
had  already  lost  their  jobs  when  they  started 
their  business. 


QWhy  do  we  credit  entrepreneurs 
.  with  being  great  innovators? 

A    We  romanticize.  These  things  are  a 
matter  of  fashion.  In  the  early  '60s 
everyone  thought  all  innovations  came  from 
the  Fords,  the  DuPonts,  the  IBMs.  At  the 
same  time,  people  forgot  that  Polaroid  was  an 
entrepreneur.  We  all  want  a  Hollywood  ver- 
sion of  the  economy.  It's  just  not  the  case. 

Want  a  Second 
Business? 

START  UP,  Monte  Cristo  Multimedia's  video 
game,  lets  you  run  an  imaginary  company.  For 
$19.99  you  can  choose  a  market,  recruit  talent, 
etc.  It's  just  like  real  life — except  for  the  add- 
on that  makes  competitors  tamer. 


Mixed  Signals 


AFRICAN  AMERICAN-OWNED  COMPANIES  MADE  STRIDES 
IN  NUMBER  FROM  1992  TO  '97— BUT  TRAILED  IN  REVENUE 


26% 

growth  in 
number  of 
African 
American- 
owned 
companies 

Data:  U.S.  Census  Bureau 


7% 

growth  in 
the  total 
number  of 
companies 
in  the  United 
States 


33% 

growth  in 
receipts  of 
African 
American- 
owned 
concerns 


40% 

growth  in 

total 

receipts  for 

allU.S.- 

based 

companies 
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AT&T 

teleconference] 
services 


Reserve  online  to  save 
time  and  effort  with: 

•  Recurring  reservations 

•  Instant  confirmations 

•  Emails  to  participants 

•  24x7  reservations  and  changes 


And  receive  instant  confirmation,  sign  uP  for  at&t  TeieConferenc 

Services  now  and  see  why  it's  never  been  easier  to  call  a  meeting.  Our  Online 
Reservation  Service  enables  you  to  reserve,  book,  and  change  your  one-time  or  recurrin; 
reservations  24x7.  You  can  even  email  participants  with  meeting  details  automatically 
Whether  key  individuals  are  across  town  or  across  the  globe,  AT&T  enables  you  tc 
get  back  to  your  business  at  hand.  You  can  provide  project  updates,  expedite  decisions 
and  brainstorm  any  time  of  the  day  as  if  everyone  were  in  the  same  room 
You  can  even  get  recording  and  transcription  services  for  a  narrative  account  of  youi 
teleconference.  AT&T  can  also  provide  a  trained  specialist  if  you  need  additional  suppor 
during  your  teleconference,  It's  never  been  easier  to  make  a  teleconference.  And  best  o 
all,  now  you  can  even  save  up  to  38%  with  our  new  off-peak  rates.  Reserve  your  nex 
teleconference  today  at:  www.att.com/conferencing 


' 


AT&T 


1.800.232.1234  I  www.att.com/conferencing 


TATS 


3FTHE  MONTH 


of  fast-growth 
CEOs 
reported 
a  boost  in 
productivity 
last  year 


to 


Df fast- 
growth  CEOs 
saw  a  decline 
.n  their 
Droductivity 


77 


)f  the  group 
expect  their 
productivity 
^:o  increase 
n2001 


O 


Supply-Chain  Squeeze 

BIG  CLIENTS  DEMAND  COST  CUTS— NOW  BY  STEPHANIE  B.  GOLDBERG 


THE  ULTIMATUM  CAME  in  January:  Cut  your 
prices  30%,  said  Robert  Giampia  Sr.'s  biggest 
customer,  or  the  deal  is  off.  But  with  margins 
already  razor-thin,  another  cut  was  impossible. 
So  Giampia,  the  owner  of  Circuit  Techniques 


Inc.,  a  Yonkers  (N.Y.)  maker  of  fuse-box  com- 
ponents, called  his  attorney  and  banker  and 
began  to  discuss  his  options — including  bank- 
ruptcy, which  he  has  so  far  rejected. 

Giampia's  problem?  His  customer  sells  in 
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turn  to  a  large  discount 
retailer,  whom  he  de- 
clines to  name  for  fear 
of  reprisals.  With  the 
mega-merchant  pressing 
for  ever-lower  prices,  the 
pain  gets  passed  down  to 
Giampia.  Last  year,  his 
75 -person  company  lost 
$500,000.  "For  the  first 
time,  I  couldn't  pay  my 
bills,"  he  says. 

It's  the  supply-chain 
squeeze.  Throughout 
the  1990s,  large  compa- 
nies cut  costs  by  reducing 
their  number  of  contrac- 
tors and  leaning  hard  on 
those  who  remained.  It 
was  tough,  but  as  long  as 
sales  were  expanding, 
entrepreneurs  were  able 
to  cope.  In  a  slowing 
economy,  however,  cost- 
cutting  has  become  a  priority  for 
everyone;  witness  DaimlerChrysler's 
recent  demand  that  its  parts  suppliers 
accept  a  5%  cut.  "There  will  be  very  lit- 
tle pricing  power  in  almost  every  in- 
dustry," notes  Steven  Cochrane,  senior 
economist  at  Econo- 
my.com  Inc.  The  only 
long-term  solution  is 
to  craft  a  new  busi- 
ness model,  says  Ed- 
ward J.  Marien,  a  lo- 
gistics professor  at  the 
University  of  Wis- 
consin, Madison.  The 
edge  goes  to  those 
that  innovate,  or  serve 
>_  T  Cg->^*  a  specialized  market. 
LV  IWI  Tamotsu,  a  New 
York  fashion-design 
company  with  26  em- 
ployees, knows  about 


FRONT 


JNE 


In  a  slow 
economy, 
cutting 
costs  has 
become  a 
priority  for 
everyone 


NjjX^B  niches.  Much  of  the 

company's  $20  mil- 
lion in  sales  come  from  its  line  of  high- 
end  plus-size  fashions.  Because  it  was 
one  of  the  first  in  that  market,  Tamot- 
su enjoys  considerable  leverage  with 
clients,  says  sales  manager  Ellen  Mull- 
man.  Not  so  with  its  misses  size  line. 
Last  year,  a  department-store  chain 
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agreed  to  carry  that  line  in  seven  loca- 
tions. Instead  of  being  the  one  to  call 
the  shots,  Tamotsu  suddenly  found  it- 
self with  hundreds  of  competitors, 
and  no  leverage.  The  chain  was  able  to 
demand  all  sorts  of  concessions — even 
extra  fees  for  hangers.  The  client, 
says  Mullman,  "doesn't  care.  If  you 
go  under,  they'll  just  get  another  ven- 
dor." After  losing  $750,000  in  six 
months,  Tamotsu  called  it  quits  with 
that  retailer. 

Superior  service  is  also  a  niche,  of 
sorts.  Stamford  (Conn.)'s  First  Service 
Networks  coordinates  maintenance 
and  repairs  for  national  retail  chains 
such  as  Williams- Sonoma  Inc.  The 
company,  which  has  about  100  employ- 
ees, recently  invested  $10  million  in  a 
wireless  intranet  to  keep  managers  ap- 
prised of  the  status  of  repair  jobs.  Even 
in  the  midst  of  slowdown,  clients  "are 
looking  for  a  smooth  system,  more  than 
price  breaks,"  says  Chief  Executive 
James  T  deGraffenreid.  The  moral? 
Keep  innovating,  and  instead  of  being 
yanked  by  the  supply  chain,  you'll  be- 
come an  indispensable  link. 


For  more  on  how  entrepreneurs  are 
coping  with  the  slowing  economy,  click  Online 
Extras  at  smallblz.businessweek.com 
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Q~~  How  do  I 
deal  with  an 
employee 
whose  behavior 

constantly  annoys  his 
co-workers?  — T.  M., 
Springfield,  Mass. 

A-  Inform  this  employee 
of  his  disruptive 
behavior  and  draw  up 
specific  expectations 


about  how  it  should 
change.  If  the  problem 
persists,  and  the 
employee  is  so 
important  that  you 
really  cannot  fire  him, 
try  a  human  resources 
professional.  A  little  objectivity 
often  can  defuse  a  tense  situation. 


Where  can 

I  find  a 

consultant  for 

tech  startup  on 
a  bootstrap  budget? 
— M.  S.,  Muscat,  Oman 

A-  Your  best  bet  is  an 
independent 
consultant  who 
specializes  in  small 


tech  companies.  If  your  budget  u 
supertight,  some  independents 
will  work  for  equity.  Get  referral 
from  trusted  colleagues,  lawyers 
even  your  rivals.  For  overseas 
entrepreneurs,  the  U.  S. 
Commerce  Dept.  offers  guides  tc 
various  countries.  Go  to: 
www.trade.gov/usFCsFrame- 
set.html.  —KAREN  E.  KLEIN 
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A  Bankrupt  Law? 

■  NEW  CHAPTER  1 1  ACT  GIVES  SMALL  BIZ  A  RAW  DEAL 


SK  THE  NATION'S  experts  what  the 
cw  bankruptcy  law  means  for  entre- 
reneurs,  and  the  verdict  is  almost 
nanimous:  It's  awful.  Harvard  Uni- 
:rsity  law  professor  Elizabeth  Warren 
ills  it  "the  first  legislation  in  U.  S.  his- 
>ry  that  will  discriminate  directly 
jainst  small  business." 

Under  the  proposed 
w,  small  businesses  filing 
»r  Chapter  11  reorganiza- 
on  will  get  less  time  than 
ley  now  have  to  reorganize 
id  face  stiffer  requirements 
i  demonstrate  viability.  Fil- 
•s  now  get  175  days  to  get 
organization  plans  ap- 
roved.  But  only  50%  of  til- 
's meet  the  deadline.  Most 
hers  get  extensions,  some- 
dng  the  new  legislation  will 
ake  much  more  difficult.  The  likely 
suit:  More  owners  get  pushed  into 
juidation. 


ATA  GLANCE 


The  Facts  The  new 

bankruptcy  law  may 
force  more  entrepre- 
neurs into  liquidation 

The  Question  Why 

did  the  small-busi- 
ness lobby  lend  sup- 
port or  stay  silent? 

Bottom  Line  Small- 
biz  groups  need  to 
do  more  homework 
on  issues  besides 
taxes  and  regulation 


So  where  was  the  influential 
small-business  lobby  when  Congress 
voted  last  month?  Either  silent,  or 
supporting  the  bill.  The  U.  S.  Chamber 
of  Commerce  says  the  changes  will 
help  small  businesses  when  they  are 
the  creditors.  The  National  Federation 
of  Independent  Business 
declined  to  take  a  formal 
position  because  the  bill 
"dealt  with  a  lot  of  issues 
that  had  nothing  to  do  with 
small  business,"  says  lobbyist 
Susan  M.  Eckerly.  Yet  the 
NFIB  did  oppose  an  amend- 
ment by  Senator  John  F. 
Kerry  (D-Mass.)  to  strike 
the  harsh  rules  on  small-biz 
debtors.  Why?  The  amend- 
ment would  have  hurt  small 
creditors,  Eckerly  says. 
But  many  experts  say  the  law 
mostly  aids  big  creditors,  such  as 
banks,  while  keeping  small  businesses 


.FROM  OUR  WEB  SITE. 
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SMALL  BIZ 
SPARES  THE  AX 

Amid  tough  times, 
small  businesses  are 
faring  better  than  big 
ones,  says  Moody's 
Investors  Service. 
While  capital-spend- 
ing plans  and  profits 
are  shrinking,  small 
companies  are  avoid- 


ing layoffs  because 
the  labor  crunch  left 
many  understaffed. 

A  LOAN  FOR  LESS 

Federal  Reserve  rate 
cuts  are  trickling 
down  to  small  biz. 
Loans  of  less  than 
$100,000  dropped  to 
9.45%,  compared 
with  10.32%  in  the 


The  Sting  of  Debt 

Businesses  cited  one  or  more  of 
these  reasons  for  bankruptcy  filing 

39%  I 
28% 
27% 
20% 
19% 
17% 
10% 

EXTERNAL  BUSINESS  CLIMATE 

FINANCING 

BUSINESS  OPERATIONS 

TAX  ISSUES 

DISPUTES  WITH  CREDITORS 

PERSONAL  ISSUES 

BUSINESS  CALAMITIES 

Data:  Business  Bankruptcy  Project 

at  the  back  of  the  line.  A  more  likely 
explanation  of  the  lobbyists'  action  is 
that  small-biz  groups,  which  lean  to 
the  political  right,  have  been  busy  sup- 
porting initiatives  such  as  President 
Bush's  tax  cuts  and  regulatory  roll- 
backs— perennial  gripes  for  NFlB's  pre- 
sumably more  solvent  members.  As 
for  other  entrepreneurs,  there's  a  les- 
son: The  next  time  lobbyists  claim  to 
speak  for  you,  listen  hard  to  what 
they're  saying.  — janin  friend 


For  more  information  on  how  the  law 
would  affect  small  businesses,  click  Online 
Extras  at  smallbiz.businessweek.com 


fourth  quarter  of 
2000.  Rates  on  loans 
upto$l  million  fell  to 
8.63%,  from  9.25%. 

TEMPORARY  WOE 

Workers  at  Labor 
Ready  inc.— the  No.  1 
supplier  of  temp 
manual  labor  to  small 
business— are  suing 
in  four  states.  They 


claim  that  charging 
an  average  of  $1.50 
to  get  paid  from  com- 
pany-owned cash 
machines  violates 
labor  laws.  Labor 
Ready  defends  the 
practice. 

For  the  full  stories, 
visit  smallbiz  busi 
nessweek.com 
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WHAT  WORKS 


Healthy  Returns 

HOW  THE  WEB  CAN  HELP  YOU  FIND  THE  RIGHT  COVERAGE 


BETWEEN  1998  AND  2000,  health-care 
costs  at  Dave  Maddock's  five-person 
road  construction  equipment  company 
jumped  100%.  Maddock's  insurance 
broker  kept  insisting  there  were  no 
better  options.  But  when  the  Bloom- 
ington  (Ind.)  entrepreneur  did  a  little 
Web  surfing  last  October,  he  stumbled 
upon  eHealthinsurance.com,  an  on- 
line insurance  broker  in  Sunnyvale, 
Calif.  Within  days,  it  helped  him  find  a 
plan  from  Unicare  similar  to  his  old 
Blue  Cross/Blue  Shield  Assn.  plan, 
except  for  the  cost:  $350,  compared 
with  $800  a  month.  Maddock  signed 
up — and  replaced  his  human  broker 
with  a  virtual  one. 

With  health-care  costs  climbing 
at  a  double-digit  rate,  online  broker- 
ages are  certainly  worth  a  look.  While 
they  can't  guarantee  a  discount,  they 
can  help  keep  your  costs  down  by  ap- 
prising you  of  all  your  options. 

There  are  four  leading  Web  sites 
(table),  and  they  work  essentially  the 
same  way.  You  punch  in  some  demo- 
graphic information  about  your  em- 
ployees— such  as  age,  sex,  and  zip 
code.  The  software  will  then  show  you 
dozens  of  plans  offered  by  carriers  in 
your  state,  with  the  details  tailored  to 
your  company  The  side-by-side  com- 


parisons enable  you  to  see  how  plans 
stack  up  on  key  variables  such  as  pre- 
miums, co-payments,  deductibles,  and 
coverage  for  outpatient  services. 

On  Darien  (Ul.)-based  Quote- 
smith.com  Inc.,  for  example,  a  compar- 
ison of  plans  without  an  in-network  de- 
ductible offered  choices  whose  monthly 
costs  ranged  from  $1,600  to  $2,050.  On 
eHealthinsurance,  preferred  provider 
organizations  with  similar  monthly  pre- 
miums had  family  out-of-pocket  maxi- 
mums between  $4,000  and  $9,000. 
"The  analytical  tools  are  what  make  the 
Net  so  useful,  not  just  the  quotes  them- 
selves," says  Marian  Mulkey,  program 
officer  with  the  California  Healthcare 
Foundation.  In  some  cases,  eHealthin- 
surance allows  you  to  fill  out  the  appli- 
cation online,  allowing  you  to  cut  the 
usual  registration  time  in  half. 

One  caveat:  The  sheer  amount  of 
information  might  be  overwhelming 
to  those  not  fluent  in  insurance  jargon. 
Fortunately,  if  you  get  confused,  the 
sites  offer  help  through  an  800  num- 
ber. Even  a  virtual  broker  may  need  a 
bit  of  the  human  touch. 

JOSHUA  KENDALL 


1  For  more  information  on  how  to  cut 
your  health-care  costs,  click  Online  Extras  at 
smallbiz.businessweek.com 


Insurance  in  Cyberspace 


eH&aiminsurance 
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eHearthinsurance.com 

Sunnyvale,  Calif. 

STATES  SERVED:  20 

pluses:  Most  experi- 
enced player,  useful 
comparison  tools. 
minuses:  Offers 
more  individual  than 
small-biz  choices. 


■fc— — 

m 

Quotesmith.com 

Darien,  III. 

STATES  SERVED:  50 
PLUSES:  MOSt 

choices.  Quickest 
access  to  quotes. 
minuses:  Poorly  or- 
ganized. No  compari- 
son tools. 


r      — 

health-insurance.com 
Los  Angeles 

STATES  SERVED:  42 

pluses:  Offers  useful 
primer  on  health  in- 
surance issues. 
minuses:  Unable  to 
provide  instant 
quotes  in  most  states. 


Digftallnsurance.com 

Atlanta 

STATES  SERVED:  8 

pluses:  Superior  cus- 
tomer service. 
minuses:  New  com- 
pany has  few  choic- 
es. Unwieldy  system 
for  getting  quotes. 


Finding  a 
Lifeline  When 
You  Lose 
web  Access 

FIRES,   HURRICANES,   FLOODS:  Bus 

ness-interruption  insurance  protec 
against  such  calamities.  But  are  yc 
covered  if  your  Internet  service  pr< 
vider  goes  bust? 

In  a  word,  no.  And  that's  a  prol 
lem.  Last  month,  the  failure  of  Nortl 
Point  Communications  left  thousam 
of  small  businesses  with  no  Web  a 
cess.  "They  pulled  the  plug  with 
warning,"  says  David  Rossi,  a  Fost 
City  (Calif.)  accountant  who  was  of 
line  for  two  days. 

Rossi   didn't   have   a   businesl 
interruption     policy — not     that 
would  have  done  him  much  goo| 
While  a  few  insurers,  such  as  Chut 
Corp.    and   Marsh    6c  McLennal 
cover  temporary  disruptions  in  sel 
vice,  none  covers  losses  when  an  l( 
shuts   down.  With   more   provide 
likely  to  fail,  your  best  policy  may  I 
to  line  up  a  backup  carrier  now. 

NAWKKN  MAN* 
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ure  there  are  other  sources  for  free  shipping  s 
But  do  they  have  a  web  site? 
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er  control 
shipping  costs. 

The  United  States  Postal  Service" 
can  help.  At  our  web  site, 
www.usps.com?  you  can  get 
free  shipping  supplies.  You'll 
also  find  services  to  help  your 
business  cut  back  on  shipping 
costs.  Free  address  forwarding 
—,  and  no  residential  or 
W  Saturday  surcharges  are 
— '  just  a  couple  of  ways  the 
U.S.  Postal  Service  helps  small 
businesses  cost-effectively  meet 
the  demands  of  their  customers. 

Tools  to  help  small  business. 

UNITED  STATES 


J  POSTAL  SERVICE 


i  ed  trademark  of  the  United  States  Postirl  Service.  ©2001  United  States  Postal  Service 


www.iysps.com 
keyword:  meet  demand 
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For  Your  Eyes  Only 

THREE  SIMPLE  WAYS  TO  KEEP  INTERNET  SNOOPS  AT  BAY 


SUPPOSE  YOU  WERE  at  a  trade  show 
and  lost  a  briefcase  filled  with  contract 
bids,  customer  lists,  and  confidential 
technical  data.  You  would  be  worried, 
right?  Then  start  worrying — if,  like 
most  entrepreneurs,  you  do  a  lot  of 
business  by  e-mail. 

Okay,  e-mail  may 
not  be  quite  the  win- 
dow on  your  world 
that  a  chock-a-block 
briefcase  would  be, 
but  it's  not  a  pri- 
vate channel  of  com- 
munication, either. 
A  snoop  with  even 
modest  technical  skills 
can  grab  e-mail  from 
an  Internet  service 
provider's  servers,  from 
your  own  network 
servers,  or  even  from 
an  executive's  PC.  Perhaps  you  haven't 
heard  about  "packet-sniffers"  that  can 


Sending 
e-mail?  Its 
about as 
secure  as 
sending  a 
postcard 


troll  the  Net  for  messages  to  or  from  a 
given  address.  It's  enough  to  make  you 
go  back  to  licking  stamps.  But  even 
then,  you'd  use  an  envelope.  E-mail, 
says  Deborah  Pierce,  a  staff  attorney 
with  the  Electronic  Frontier  Founda- 
tion, "is  like  sending  a  postcard." 

To  the  rescue:  encryption  pro- 
grams that  turn  e-mail  into  strings  of 
letters  and  numbers  that  can  be  un- 
scrambled only  if  the  person  on  the  re- 
ceiving end  has  the  right  software.  "It's 
a  fancy  kind  of  word  substitution," 
says  David  Martin,  an  encryption  ex- 
pert with  The  Privacy  Center  at  the 
University  of  Denver. 

Fifteen  years  ago,  this  kind  of 
technology  was  the  province  of  intelli- 
gence agencies.  Five  years  back,  maybe 
big  companies  could  afford  it.  Now,  it's 
a  perfectly  sensible  purchase  for  a 
small  business. 

Nor  is  it  complicated  to  use.  Most 
encryption  programs  require  no  more 


NOW  PRESENTING 

Cross  an  overhead  projec- 
tor with  a  video  camera. 
That's  Elmo's  latest,  the 
HV-7000SX— a  $7,115 
document  camera  that  of- 
fers high  magnification,  auto-focus,  and 
high-resolution  video  output  that's  great 
for  documents  or  small  objects.  Hooked 
to  a  computer,  it  handles  PowerPoint. 
(www.elmousa.com) 

DOUBLE  DUTY 
DIGITAL  COPIES 

Even  the  low-end  digital 
copiers— Minolta's  DiAlta 
D151  and  Konica's7415— 
aren't  cheap.  Still,  for 
$  1 ,895 ,  both  do  a  remarkable  job.  They 
can  precisely  reproduce  graphics  and 
text  files  from  Macs  and  PCs— which 
copy  machines  can't  do.  And  they  make 
copies.  Try  that  with  a  printer. 
(www.minolta.com,  www.konica.com) 


..    %  t       THE  HP  PLAN 
»4*-  «'_  Hewlett-Packard  is  the 

v Jl'sN first  ma*or  PC  makert0 

W-43   ^  sell  office  tech  and  sup- 
X|fflE.>n  port  as  a  subscription 
^  package.  HP  Extended 
Office  offers  computers,  software,  and 
internet  services.  Prices  start  at  $24.95 
per  month,  per  user,  (www.hp.com) 


I 


skill  than  clicking  a  mouse  on  an  e-ms 
program.  Employees  at  Allen  Cowei 
Datamex  Technologies  Inc.  in  Missi 
sauga,  Ont.,  use  services  from  Cert 
fiedMail.com  to  send  confidential  m; 
terials  out  of  the  office — and  the 
needed  virtually  no  training  for  i 
Cowen  now  sleeps  better.  "The  Intern' 
today  just  doesn't  provide  the  security* 
privacy  we  think  we  need,"  he  says. 

Techniques  that  are  most  suitab 
for  small  companies  come  in  thn 
forms: 

LOCAL  OPTION:  The  most  popul 
mail  scrambler  around  is  pgp  (Pret 
Good  Privacy)  for  Windows.  First  o 
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ed  in  the  early  1990s,  5  million 
opies  of  the  program  are  now  in- 
tailed,  thanks  to  its  dispersion  as 
freeware"  for  noncommercial  users.  A 
x>py  of  the  $23  program  has  to  be  in- 
tailed  on  individual  computers. 

pgp  works  by  generating  two 
nathematical  "keys."  Think  of  it  like 
his:  One  key  is  used  to  lock,  or  en- 
rypt,  messages  sent  your  way.  You 
nake  this  key  (a  little  piece  of  soft- 
irare)  available  to  anyone  who  wants 
t — you  might  send  it  to  them  directly, 
•r  it  might  be  on  your  Web  site.  Once 
message  is  locked  up  with  that  public 
ey,  however,  it  can  only  be  opened 
iith  a  second,  private  key  that  stays 
•n  your  personal  computer.  Activated 
y  a  password,  the  private  one  has  to 
iteract  with  the  public  one  to  open 
de  message.  The  encrypting  itself  is 
asy — you  just  click  a  button  on  Mi- 
rosoft  Outlook,  Lotus  Notes,  or  other 
-mail  programs. 

pc-based  encryption  has  one  big 
mitation:  Both  the  sender  and  the  re- 
ipient  must  have  a  copy  of  the  pro- 
ram.  That  may  be  fine  for  key  clients 
r  the  company  attorney — particularly 
ecause  it  encrypts  attached  docu- 
lents — but  it  won't  help  for  occasion- 
t  or  one-time  contacts. 


REMOTE  ACCESS:  Another  method 
of  encryption — one  that's  available  to 
anyone,  anywhere — uses  programs 
housed  with  a  service  provider  on  the 
Web.  A  leader  in  this  group  is  ZixMail, 
from  Zixlt  Corp.  With  ZixMail,  you 
can  send  encrypted  messages  from  the 
company's  Web  site.  Recipients  will  be 
notified  by  e-mail  that  there's  a  secure 
message  waiting  for  them,  and  they 
can  open  the  message  with  a  pre- 
arranged password. 

This  can  work  well  in  dealing 
with  the  public.  Ben  Tittle,  a  Dallas- 
area  plastic  surgeon,  employs  a  user- 
friendly  Zixlt-enabled  system  to  take 
questions  from  potential  patients.  He 
says  they  appreciate  the  confidentiality 
of  encryption.  "I  think  it  adds  a  mea- 
sure of  comfort,"  he  says. 

An  alternative  is  to  use  ZixMail 
software  on  your  own  computer  with 
Microsoft  Outlook.  That  allows  users 
to  send  secure  mail  directly  to  another 
ZixMail  user,  or  to  the  Web  site  for 
pickup  by  a  nonuser.  The  software  can 
be  downloaded  from  the  Zixlt  site 
(www.zixit.com)  for  a  30-day  free  trial. 
Subsequently,  the  cost  is  $24  per  year 
per  user. 

LOCKED  UP  TIGHT:  The  Achilles' 
heel    of   password-protected    docu- 


JUST  BROWSING 


st  Between  Us 


mpling  of  leading  encryption  programs 

PRICE 

SECURITY  LEVEL 

HOW  IT  WORKS 

NOTES 

Good  Privacy 

irk 
ates 

$23/user 

Midrange 

Sender  and 
receiver  both 
need  a  copy 

Good  support. 
Most  widely  used 
program 

ledMail 
edMail.com 

$99/year 
per  account 

High 

Works  as  Outlook 
or  Lotus  Notes  plug- 
in  or  on  Web  site 

Offers  return 
receipt  when 
mail  is  read 

il 

Dip. 

; 

$24/user 
per  year 

High 

Can  be  used 
through  Zixlt 
Web  site  or 
personal  PC 

Allows  any 
subscriber  to 
send  encrypted 
mail  to  anyone 

)gram 

com 
Jlogies  Inc. 

, 

$359 

for  5  persons 

High.  Powerful 
enough  that 
the  government 
limits  export 

Sender  needs 
local  copy. 
Not  neces- 
sary for  receiver 

Integrates  well 
with  Windows 
and  Outlook. 
Decryption  with 
a  password 

essage 

Tech  Corp. 

$1,100 

10  users/year 

Highest 

Operates  a  private, 
Net-based  system. 
Sender  and  recipient 
must  have  local  copy 

Nearly 

impossible  to 
hack  and  very 
easy  to  use 

a   -    it   -         *    1   » 
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THE  SITE:  URLaW'S 

Procurement  Directory 

WEB  ADDRESS: 

www.netlizard.com/acqpol.html 
what's  there:  Government  con- 
tracts in  all  fields  (it's  not  just  law). 
what's  good:  Everything's  in  one 
place,  it  could  take  forever  to  find 
this  stuff  on  separate  state  and  fed- 
eral government  Web  sites. 
what's  not:  No  handholding  for 
novices.  You've  got  to  know  what 
kind  of  work  you're  looking  for. 


ments  is  obvious:  The  recipient  of  an 
encrypted  e-mail  could  be  careless 
with  a  password.  For  the  truly  security- 
conscious,  there's  SafeMessage,  from 
Bellevue  (Wash.)-based  Absolute  Fu- 
ture Tech  Inc.  It  circumvents  the  pub- 
lic network  entirely. 

Instead,  Absolute  Future  sets  up  a 
secure,  private  lane  on  the  Internet  for 
members'  e-mail  traffic.  Messages  are 
composed  on  a  SafeMessage  e-mail 
program — not  Outlook  or  Eudora — 
and  only  designated  members  of  the 
network  can  receive  them.  SafeMes- 
sage also  blocks  the  most  common 
ways  that  e-mail  leaks  out.  Recipients 
can't  copy,  save,  forward,  or  print 
SafeMessages.  It  makes  no  backup 
copies  of  the  message,  and  can  be  set  so 
that  a  message  is  destroyed  ("zorched," 
in  SafeMessage  lingo)  within  a  time 
set  by  the  sender.  A  system  with  10 
users,  hosted  by  Absolute  Future,  costs 
about  $1,100  a  year. 

That's  money,  but  probably  no 
more  than  a  year's  supply  of  stamps. 
And  it  includes  the  price  of  the 
envelopes.     — douglas  gantenbein 


us  To  learn  more  about  Internet  security 
for  your  business,  click  Online  Extras  at 
smallbiz.businessweek.com 
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WHO'S  HOT 


Now  That's 
Good  Timing 

SKAGEN'S  WATCHES  HAVE  TAKEN  OFF 


SKAGEN  DESIGNS  LTD 


WITH  THEIR  AUSTERE  FACES  and  sleek 
metal-mesh  bands,  Skagen  watches 
are  among  the  more  stylish  timepieces 
on  the  market.  So  it's  hard  not  to  be 
taken  aback  by  their  prices — seldom 
more  than  100  bucks,  less  than  the 
sales  tax  on  a  Rolex.  "We're  creative 
but  unpretentious,"  says  Skagen  Chief 
Executive  Charlotte  Jorst. 

Delivering  high  style  at  low  prices 
has  been  the  mission  of  Skagen 
Designs  Ltd.  since  it  was  founded  a 
decade  ago  by  Jorst  and  her  husband 
Henrik.  Last  year,  the  Reno 
(Nev.)  company,  which  has 
70  employees,  sold  a  mil- 
lion watches  in  department 
stores  and  boutiques  na- 
tionwide, generating  rev- 
enues of  some  $30  million. 
Now,  it's  getting  even  more 
ambitious,  putting  the  Ska- 
gen name  on  sunglasses, 
apparel,  and  home  and  of- 
fice accessories. 

Not  too  bad  consid- 
ering that  the  enterprise  began  as  a 
hobby  for  Charlotte.  She  and  Henrik 
emigrated  to  New  York  from  Denmark 
in  1989  to  work  for  the 
U.  S.  division  of  Danish 
beer  company  Carlsberg 
International — he  in  mar- 
keting and  she  as  a  "Miss 
Carlsberg"  model.  Bored 
with  modeling,  Char- 
lotte— who,  like  her  hus- 
band, holds  an  MBA — 
began  designing  watches 
and  selling  them  to  corpo- 
rations to  distribute  as  gifts. 
The  watches,  which  are 
made  by  a  small,  Danish 
manufacturer,  soon  attract- 
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Who:  Charlotte  and 
Henrik  Jorst, 
co-founders 
Age:  Charlotte,  36; 
Henrik,  37 
Product:  inexpen- 
sive, high-fashion 
watches 

Buzz:  After  selling  a 
million  watches  in 
2000,  they're 
putting  their  name 
on  new  products 


ed  the  attention  of 
retail  boutiques,  and  in 
1991,  the  Jorsts  left  Carls- 
berg and  founded  Skagen,  nam- 
ing the  company  for  a  quaint 
Danish  seaside  village. 

Four  hundred  pieces 
were  placed  in  Manhattan 
boutiques,  and  they  went  fast. 
The  duo  tallied  $800,000  in  re- 
ceipts that  first  year.  In  1993, 
eager  to  expand  their  business  in  a 
more   tax-friendly  environment, 
they  moved  to  Reno  and  soon 
cracked  the  difficult  department- 
store  circuit.  "Because  Skagen  is 
small,  we're  able  to  work  togeth- 
er on  product  development," 
says  Mark  Rado,  a  buyer  for  the 
Macy's    chain,   which    carries 
Skagen  watches  in  65  of  its  87 
stores,  including  a  line  of  exclusive  de- 
signs for  Macy's  customers. 

Skagen  is  launching  a  new  line  of 
watches  aimed  at  the  booming  young- 
adult  market,  in  partnership  with 
teen-fashion  powerhouse  Candies  Inc. 
The  company  stands  to  gain  even 
more  exposure  as  it  prepares  its  largest 


advertising  campaign,  with  ads  at 
pearing  in  InStyle  and  GQ.  For  thei 
watchmakers,  it's  the  best  of  times 

— AMYORINGI 


I  To  read  more  profiles  of  leading 
entrepreneurs,  click  Online  Extras  at 
smallbiz.businessweek.com 


Online  Border  Patrol 
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DAVE 
CHEN 


When  President  George  W.  Bush  kicked  off  his  term  with  a  trade- 
building  trip  to  Mexico,  he  may  have  given  an  inadvertent  boost  to  a 
Portland  (Ore.)  startup.  GeoTrust  Inc.  offers  an  authentication 
service  to  verify  that  an  online  business  partner  exists.  In  the  wake  c 
Bush's  visit,  the  60-person  company  announced  a  deal  with  the  U.  S.- 
Mexico Chamber  of  Commerce  to  provide  identity  services  to  400 
small  businesses  along  the  U.  S. -Mexico  border.  "We  are  a  passport 
authority  for  business  credentials,"  says  GeoTrust  ceo  Dave  Chen, 
41.  A  few  weeks  later,  GeoTrust  inked  a  similar  deal  with  Korean 
World  Trade  Centers  Assn.  And  Chen  expects  his  passport  to  receiv 
even  more  stamps  in  the  months  to  come.  — NAWEBN  A.  MANN 


^symanrix 


JcAnywhere 


The  world's 
leading  remote 
contml  software 


No  matter  where  you  are  in  the  world,  here  is  the  #1  seller  for  fast,  easy  access  to  any  remote 
computer  If  your  job  takes  you  on  the  road,  pcAnywhere  lets  you  retrieve  information, 
transfer  hies,  and  run  desktop  applications— as  if  you  were  back  in  your  office.  If  you're  trouble 
-shooting  systems  and  providing  helpdesk  support  for  mobile  users,  it  lets  you  quickly  and 
conveniently  resolve  user  problems  and  manage  mission-critical  workstations  servers  by  remote 
control-without  leaving  your  desk.  Helpdesk,  troubleshoot,  telecommute?  There's  no  better 
way.  pcAnywhere  10.0  now  Windows®  2000  certified! 

Visit  www.symantec.com/pca  or  see  your  local  retailer  for  pcAnywhere  10.0. 
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You'd  Better  Sit  Down,  Kids 

WHEN  YOUR  BUSINESS  FAILS,  WHAT  DO  YOU  TELL  THE  CHILDREN?  BY  ROBIN  D.  SCHATZ 

one  of  the  worst  parts  of  shutting  down  a  business  is  breaking  the  news  to  others.  It's  e? 
eruciating  to  announce  to  your  employees  that  your  dream  is  dead,  and  downright  age 
nizing  to  inform  investors  that  you  can  t  deliver.  But  perhaps  most  challenging  of  all  is  fmC 
ing  the  right  words  to  tell  your  children. 


It  took  Brad  Fisher,  an  otherwise 

gutsy  serial   entrepreneur,   about   a 

week  to  get  up  the  nerve  to  tell  his  two 

young  sons  he  was  pulling  the  plug  on 

Stamford    (Conn.)-based    dot-com 

Tailwind  Inc.  "I've  tried  to  teach  them 

not  to  be  quitters.  To  me,  admitting 

defeat  was  really  like  quitting,"  he  says. 

It  also  hurt  to  lose  his  superhero  status 

so  soon.  "I  remember  with  my  dad  I 

was  pretty  old  before  I  realized  he  was- 
n't perfect,"  he  adds. 

I  first  met  Brad  in  the  fall  of  1999, 

when  dot-coms  were  still  sizzling,  and 

Tailwind,  a  proposed  online  resource 

center  for  entrepreneurs,  was  raising 
capital.  Last  May, 
Brad  and  his  partners  finally  secured  a 
modest  $2  million  in  venture  funding — 
enough  to  lease  an  office,  hire  21  full- 
time  employees,  and  launch  their  Web 
site.  But  Tailwind's  business  plan  called 
for  another  $25  million,  and  that  became 
impossible  after  Nasdaq's  collapse.  By 
last  fall,  the  company  was  running  dan- 
gerously low  on  cash.  After  three  rounds 
of  layoffs,  the  team  had  dwindled  to  just 
five,  including  Brad.  In  Feburary,  he  says, 
they  chose  to  return  the  remaining  funds 
to  investors,  and  last  month,  they  sold 
Tailwind's  name  and  existing  content  to  a 
Web  development  outfit. 

While  Brad  hesitated  to  tell  his  sons 
about  Tailwind's  demise,  he  kept  his  wife, 
Kim,  in  the  loop.  He  always  has.  During 

nM  their  17  years  of  marriage,  Brad  has  done- 

five  startups.  His  biggest  hit:  Aim  21, 
which  developed  a  database  for  advertisers 

to  store  multi-media  clips.  Brad  sold  it  to  Reuters  Group  PLC 

in  1996  for  $6  million. The  Fishers  later  sank  their  $300,000 

nest  egg — most  of  their  profits  from  the  sale — into  Tailwind. 


16  liiiMiii   ,.W"<4  Small  Bi//|.nl     ',  viiui 


Now  the 
boys  are 
excited 
about  the 
new  biz 


But  Tailwind  wasn't  just  a  busines 
To  Tucker,  10,  and  Brooks,  7,  it  was  mo 
like  a  family  member.  The  boys  visitc 
the  office  often,  socialized  with  Tailwir 
families,  explored  the  Web  site,  and  co 
lected  Tailwind  hats  and  bags. 

Brad  finally  found  his  couraj 
driving  home  from  a  father- son  outin 
"I  started  by  saying  that  I'm  going  to  1 
starting  a  new  business  now.  The  fir 
thing  they  said  was,  'What  about Tai 
wind?'"  Brad  explained  they  couldi 
afford  to  keep  Tailwind  going.  The 
employees  would  find  new  jobs,  ar 
he  was  starting  a  consulting  busines 
"Their  reaction  was  a  lot  strong 
than  I'd  expected,"  says  Brad.  B01 
boys  got  teary.  Tucker,  10,  exclaimed,  "But  I  love  Tailwinc 
Brooks,  7,  asked  quizzically,  "You're  going  to  start  an  ii 
suiting  business?" 

Reaching  for  a  comforting  sports  metaphor,  Brad  e: 
plained  that  in  business,  as  in  soccer,  you  can  lose  the  gam 
But  then  you  get  right  back  out  there  the  next  time  ar 
score  the  winning  goal.  A  week  or  so  later,  Tucker  to 
Brad,  "I  think  I  know  how  you  feel,  Dad.  It  must  feel  lil 
you  took  last  place  in  a  soccer  tournament." 

Recently,  Brad  and  the  boys  said  good-bye  to  Tai 
wind  for  good.  Together,  they  shredded  papers  and  heav< 
trash  into  the  dumpster.  And  now,  all  the  Fishers  are  mo 
ing  on.  Tucker  admired  the  new  business  cards  for  1( 
Partners  Inc.,  Brad's  new  sales  and  marketing  consultant 
and  just  the  other  day  he  declared  the  new  compai 
would  be  "even  better  than  Tailwind."  Brad  also  realiz 
he's  no  quitter  in  his  sons'  eyes.  "In  the  scheme  of  things 
business  failure  is  not  a  big  deal,"  says  Brad.  "Losing 
business  is  part  of  life,  and  I  hope  Brooks  and  Tucker  c; 
understand  that."  If  Tailwind  managed  only  to  tea< 
Brad's  children  that  it's  all  right  to  flop  and  try  again,  pe 
haps  it  was  a  success  after  all. 


Jschatz,  an  editor  at  Small  Biz,  can  be  reached  at 
robin  schatz@businessweek.com 


Few  people  can  make  decisions  that  are  as  good  for  the 
environment  as  they  are  for  business. 

You  happen  to  be  one  of  them. 


You  make  the  choices  that  improve  your  company's  And    that    looks    good    to    people    everywhere,    from 

bottom    line.    Energy    Star*    makes    it    easier.    The  Main    Street   to   Wall    Street.    More    than    half   oi    the 

Energy  Star  label  on  your  buildings  tells  the  world  that  Fortune  500®  already  reap  the  benefits  oi  participation 

you  are  committed  to  superior  energy  performance.  That  in  Energy  Star.  Your  company  can 

commitment   not    only   increases   the    value    of   your  too.  Call  1-888-STAR-YES 

organization    but    also    helps    prevent    air    pollution.  orvisitencrgystar.gov.                        Money  isn't  AiiYoure  Saving 


Energy  Star  is  sponsored  by  the  U.S.  Environmental  Protection  Agency  and  the  U  S  Department  ol 
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Hot  Tips  To  Ease 
\frur  Trip 


SURViVaL 


By  Janin  Friend 


Interminable  delays  and  canceled  flights.  Looming 
strikes.  Soaring  ticket  prices.  Disappearing  luggage. 
It's  enough  to  make  you  swear  offflying  for  good. 
Certainly  Mark  E.  Crowson  wished  he  could,  as  he 
stood  helplessly  at  the  gate  at  Atlanta's  Hartsfield  Inter- 
national Airport  last  month,  unable  to  board  a  flight  for 
Omaha  that  was  due  to  take  offat  any  moment.  But  the 
truth  was  the  executive  vice-president  of  iShopSecure,  a  Davie 
(Fla.)  startup  that  makes  software  for  secure  Web  transactions, 
had  to  get  on  that  plane  for  a  critical  negotiation. 
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The  nightmare  began  when  Crowson's  commuter 
flight  from  his  hometown  airport  in  Columbus,  Ga.,  was 
canceled  without  explanation.  Desperate,  Crowson 
jumped  into  his  car  and  drove  two  hours  to  Atlanta  to 
make  his  connecting  flight.  But  a  refund  snafu  and  com- 
puter problems  took  up  an  hour  at  the  Delta  Air  Lines  Inc. 
help  desk.  Still  without  a  boarding  pass  and  with  just  10 
minutes  to  spare,  Crowson  sprinted  all  the  way  to  the  gate. 
"I  let  it  be  known  that  I  was  getting  aggravated,"  he  recalls. 
"I  asked  the  Delta  staff  if  they  were  ready  to  reimburse  my 
company  millions  of  dollars  if  we  didn't  get  the  contract." 

Meanwhile,  Crowson's  boss,  iShopSecure's  CEO, 
Joseph  A.  McDonnell,  was  already  seated  in  the  plane's  35th 
row,  talking  to  Crowson  by  cell  phone.  "I  don't  get  angry.  I  get 
aggressive,"  says  McDonnell,  35.  He  marched  up  to  the 
cockpit — not  a  tactic  we'd  recommend — where  a  flight 
attendant  blocked  his  path.  Fortunately,  the  pilot,  who  heard 
the  ruckus,  listened  to  McDonnell's  plea.  He  then  called  the 
control  tower  to  delay  takeoff  for  five  minutes  so  Delta  could 
issue  Crowson  a  new  ticket.  In  the  end,  Crowson  got  on  the 
plane — and  the  execs  clinched  the  deal. 


o  quick  thinking  and  moxie  can  help. 
But  more  often  business  travelers  are 
at  the  mercy  of  forces  they  can't  con- 
trol, and  there's  likely  to  be  plenty  of 
turbulence  in  the  months  ahead. 
Consider  these  trends: 
■  Last  year,  a  record  number  of  flights 
were  canceled  or  delayed — more  than 
one  in  four,  according  to  Transporta- 
tion Dept.  figures.  This  summer  it  could  get  worse,  particu- 
larly if  unions  at  Northwest,  Delta,  American,  and  United 
stage  sick-outs,  slowdowns,  or  strikes.  "This  will  be  the 
worst  summer  ever  for  air  travel,"  predicts  Christopher  J. 
Elliott,  editor  of  Ticked.com,  a  Web  site  for  travel  gripes. 
B  Airline  mergers  now  pending  could  reduce  choices  and 
exacerbate  the  already  serious  problems  with  luggage 
handling  and  customer  service.  That's  because  it  usually 
takes  at  least  six  months  for  merged  carriers  to  integrate 
their  systems. 

■  Prices  for  2001  could  rise  8%  to  10% — unless  the  eco- 
nomic slowdown  prompts  airlines  to  keep  a  lid  on  fare 
increases.  This  year,  the  National  Business  Travel  Assn. 
(nbia)  predicts  the  average  business  fare  will  reach  $1,070, 
an  8%  increase  from  the  previous  year.  Even  if  prices  stay 
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flat,  they're  no  bargain:  In  2000,  price  hikes  on  r 
advance-purchase  airfares  rose  an  average  of  $330 
flights  of  more  than  1,500  miles. 

What's  a  weary  road  warrior  to  do?  Work  harder" 
reach  your  destination.  To  help,  BusinessWeek  Small  Biz  1 
assembled  the  best  advice  that  veteran  small-biz  travel 
and  experts  have  to  offer — from  tips  about  when  to  fly 
how  to  get  cheap  flights.  Also,  it  pays  to  ask  your  airlii 
what  special  deals,  such  as  bonus  miles,  they  have 
small-business  customers. 

The  cost  of  failing  to  wise  up  can  be  pretty  high. 
NBTA  calculates  that  U.  S.  businesses  lost  $794  millio: 
productive  time  just  from  the  increase  in  delays  betwi 
1998-99.  And  "nobody  gets  hit  as  bad  as  the 
businessperson,"  says  Alexander  Anolik,  a  consumer  tr 
attorney  in  San  Francisco  and  general  counsel  for  the  n 
profit  Consumer  Travel  Rights  Center  in  Lexington, 

Why  small  biz?  You  probably  don't  have  a  big  stafi 
fill  in  when  you  or  your  key  people  are  stuck  on  the  rol 
And  you  don't  have  a  big  corporate  travel  departmen 
rescue  you.  Plus,  if  you're  like  most  entrepreneurs, 
probably  tend  to  do  a  lot  of  pricey,  last-minute  travel 
don't  wield  the  clout  for  corporate  discounts. 

Travel  frustration  leads  some  entrepreneurs  to  t 
drastic  measures.  Thomas  R.  Niesen,  46,  CEO  of  Dal 
Acuity  Training  Systems,  says  unreliable  air  service  for 
him  to  forgo  roughly  $400,000  in  business  last  year  for 
seven-employee  sales  training  firm.  Why?  He  can't  sch 
ule  as  many  seminars  because  he  and  his  trainers  have 
build  in  more  travel  time.  Despite  his  best  efforts,  Nie 
has  had  to  refund  checks  to  clients  for  missed  seminar 
for  as  much  as  $10,000  a  pop.  "It's  so  frustrating  I  d 


Getting  there:  Tif  fe 


ITake  nonstop  flights. 
If  you  can't  avoid  a 
connection,  leave  at 
least  an  hour  between 
arrival  and  departure. 

2  Fly  as  early  as  possi- 
ble, preferably 
before  9  a.m.  Late- 
night  flights  often  are  can- 
celed, and  delays  are  worst 
between  5  p.m.  and  8  p.m. 


Avoid  the  last  we<  * ; 


3  of  the  month.  Cre 
have  monthly  sen 
ice  limits,  so  cancellatior  n 
are  more  likely. 

4  Check  on-time 
records.  Before  y 
choose  your  fligh 
get  information  on  spec  L 
flights  and  airports  at 
www.bts.gov/ntda/oai. 
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tactics  to  save  you  money  and  time 


1  Avoid  airlines  with 
^  labor  problems. 

&  They  may  face  slow- 
ms  even  if  a  strike  has 
been  called. 

}V  Get  a  paper  ticket, 
fc  not  an  e-ticket. 

W  It  makes  transfering 
nother  airline  much 
:ker  in  the  event  your 
tit  is  canceled. 


7  Look  for  heavily 
discounted  and 
last-minute  fares 

at  Web  sites  such  as 
www.bestfares.com.  Find 
super  bargains  there  called 
"Snooze  You  Lose."  Signup 
for  e-mail  alerts  of  sale 
fares  at  travel  Web  sites, 
such  as  www.trip.com,  and 
at  the  airlines'  Web  sites. 


8  Use  Saturday-night 
stay-over  fares.  You 
book  two  round-trip 
tickets  with  Saturday- 
night  requirements  on  two 
different  airlines  and  use 
each  ticket  only  one-way 
on  a  weekday. 

9  Fly  discount  air- 
lines. Consider 
booking  on  Frontier, 


Southwest,  AirTran,  Sun 
Country,  American  Trans 
Air,  JetBlue,  and  National, 
^fl  ^^^  Use  alternative 

■  I    I  airports. 

B  ^^  They're  often 
cheaper.  Try  San  Jose 
instead  of  San  Francisco, 
Providence  instead  of 
Boston,  or  Chicago's 
Midway  instead  of  O'Hare. 


J 


want  to  fly,"  he  says.  The  solution:  Niesen  is  refocusing  his 
business  to  concentrate  on  Texas  and  the  Southwest. 

But  what  happens  when  face  time  is  essential  and  it's 
too  far  to  drive  or  take  the  train?  Mostly,  you  grumble  and 
go.  So  put  your  seats  in  the  upright  position  and  fasten  your 
seat  belts.  Here's  how  to  make  the  best  of  a  bad  situation: 
EFFICIENCY  RULES:  To  be  a  true  road  warrior,  become, 
above  all,  a  master  at  scheduling.  Take  Niesen.  When  he 
travels,  he  schedules  plenty  of  buffer  time.  He  also  checks 
airline  schedules  for  alternatives — before  he  leaves  for  the 
airport.  If  he  needs  to  rebook  a  flight,  he  avoids  the  crush  at 
the  ticket  counter.  Instead,  he  uses  the  airline  reservation 
numbers  programmed  into  his  cell  phone. 
THINK  CHEAP:  One  favorite  strategy  of  small-biz  travelers 
is  using  cheaper,  alternative  airports.  For  example,  John  V. 
Britti,  41,  the  chief  operating  officer  for  15-employee 
TenX  Venture  Partners,  a  Conshohocken  (Pa.)  company 
that  invests  in  startups  and  turnarounds,  routinely  flies  out 
of  Baltimore,  where  he  can  get  a  last-minute  round-trip 
flight  on  Southwest  Airlines  to  Houston  for  $260.  From 
Washington  he  might  have  to  pay  $1,200  for  the  same  trip. 
Darlene  K.  Pearson,  37,  CEO  of  the  Avenue  Group  Inc.,  a 
40-employee  software  training  and  e-learning  company  in 
Charlotte,  N.C.,  expects  to  double  her  company's  business 
travel  this  year.  "You  have  to  be  out  there  to  sell,"  says  Pear- 
son, who  travels  up  to  three  weeks  a  month.  To  reduce 
costs,  Pearson  employs  a  part-time  travel  coordinator  on 
staff  who  cruises  the  Net  for  the  best  fares,  frequently 
booking  on  smaller,  lower-cost  airlines. 
KEEP  YOUR  BALANCE:  Sometimes,  getting  a  cheaper, 
less  convenient  flight  can  wind  up  costing  you  more  in  the 
long  run.  You're  more  likely  to  hit  cancellations  and  delays 
with  multiple  connections,  and  your  drive  to  an  alternate  air- 
port might  be  longer.  You  also  might  have  a  hard  time  trans- 
ferring your  ticket  to  another  airline.  (Reciprocal  ticketing 
policies  vary.)  "It's  always  a  balance  of  time  vs.  money  for  the 
small-business  traveler,"  says  Joe  A.  Brancatelli,  a  consultant 
for  Biztravel.com.  Pearson  found  that  out  the  hard  way 
when  she  drove  more  than  two  hours  from  Charlotte  to 
Raleigh,  N.C.,  to  get  a  $329  round-trip  flight  to  Denver  on 


Flight 
Or  Fight 

Travel  troubles 
aren't  going  away 
anytime  soon. 
These  programs 
and  services 
could  help 
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faster  check-ins  Check  in 
over  the  web  from  your  own 
computer  and  print  a  boarding 
pass  for  a  Northwest  Airlines 
Corp.  flight  at  nwa.com.  Coming 
later  this  year:  American  Airlines 
inc.'s  Roving  Agent,  a  wireless 
check-in  system.  Roving  service 
staff  will  find  you  in  the  terminal, 
check  you  in,  and  give  you  a 
boarding  pass,  all  via  a  wireless 
device.  Already  available  at  the 
San  Jose  airport. 

BOOKINGS  UNPLUGGED  Travel 

Web  sites  TRlP.com  and 


Midway  Airlines,  instead 
of  paying  about  $1,400  to 
fly  on  US  Airways  from 
Charlotte.  Pearson's  9:30 
a.m.  return  flight  was  can- 
celed because  of  mechani- 
cal problems,  and  no  other 
airline  flew  directly  back  to 
Raleigh.  So,  she  had  to 
wait  nine  hours  until  the 
next  Midway  flight.  "I  am 
not  sure  I  would  do  it  again 
and  lose  a  whole  day," 
she  says. 

JOIN  THE  CLUB:  When 
the  going  gets  tough,  head 
for  an  airport  lounge. 
"Anybody  who  is  not 
investing  in  an  airport  club 
is  a  fool,"  says  Biztravel's 
Brancatelli.  Fees  range 
from  $200  to  $400— "pid- 
dling, if  you  value  your 
time."  Club  amenities  usu- 
ally include  comfy  chairs,  a 
bar,  telephones,  Internet 
access,  and  a  less  frenetic 
ticketing  desk. 
PLUG  IN:  Keep  abreast  of 
union  problems,  merger 
hassles,  chronically  late 
flights,  and  congested  air- 
ports by  talking  to  your 

travel  agent  or  checking  news  updates  at  wwwmytrav 
rights.com  or  expedia.com.  Also,  you  can  sign  up  for  e-m 
alerts  and  phone-paging  systems  offered  by  some  airlit 
and  travel  Web  sites.  For  example,  go  to  American  Airlii 
Inc.'s  Web  site  (www.aa.com)  to  get  voice-message  ale 
sent  to  your  cell  or  home  phone. 
WATCH  YOUR  BAG:  By  all  means,  carry  on  your  suitca 


Houn 

Boarding  delaye 
for  an  hour 

Pull  out  your  VIP  club 
card  and  head  to  the 
lounge  for  a  drink.  Tell 
your  client  you'll  be  latel 
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1234567 


DECEMBER 


AmericnnAitlines 


Biztravel.com  have  wireless 
applications  to  book  or  change 
flights  from  your  cell  phone 
or  PDA. 

TRAVEL  ARRANGER 

Expedia.com's  new  service  lets 
designated  staffers  in  your 
office  set  up  travel  for  you  over 
the  Web.  You  can  still  access 
and  change  reservations  your- 
self from  the  road. 

EASY  refunds  Biztravel.com 
customers  can  receive  $25- 
$100  refunds  for  delayed  flights 


and  $100  on  canceled  flights 
three  domestic  carriers- 
American,  Continental  Airline 
and  US  Airways. 


« 


H 


MORE  SPACE  American,  Delt 
Air  Lines,  and  Continental  are 
doubling  overhead  bin  space     % 
many  planes.  That  means  moi 
carry-ons— and  a  faster  exit 


BUSINESS  CENTERS  Laptop 

Lane  has  26  locations  at  18  ai 
ports.  Pay  $40.75  an  hour  for 
cubicle  with  multiline  phones 
and  high-speed  Net  access 
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BusinessWeek 


1ime  Before  It  Kills  You 


What  To  Do  on  a  Bad  Air  Day 


lour  2 


h-oh.  Flight's 
inceled 

inch  the  airlines'  1-800 
mbers  that  you've 
>red  in  your  cell  phone, 
ok  a  new  flight. 


Hour  3 


Settle  in,  wait  for 
your  new  flight 

Get  some  work  done.  Log 
on  the  Net  wirelessly  via 
airport  networks  like 
Wayport  or  MobileStar. 


Hour  4       Hour  5 


■ra 


You're  No.  245  in 
line  for  takeoff... 

and  you're  hungry.  Pull 
out  your  freeze-dried 
cheesecake ($4.39; 
rei.com).  Just  add  water. 


.,  ..'.;   ',.'*.*;    . 


Bad  weather, 
flight  diverted 

Take  control  and  fly  plane 
with  Microsoft  Flight 
Simulator  2000  ($24.95). 
You're  virtually  there. 


t  not  vital  business  samples  or  documents.  Ship  them 
ead,  because  airlines  often  keep  luggage  out  of  the  cabin 
planes  are  crowded.  Case  in  point:  In  June,  1999,  car- 
Dnist  Vivian  Greene  was  en  route  to  a  licensing  show  in 
rw  York.  She  says  American  Airlines  made  her  check  a 
rry-on-size  box  of  100  original  greeting  card  designs  at 
;  gate — and  lost  it.  Without  samples,  Greene  only 
jmmed  up  two  sales  leads  at  the  show,  compared  to  her 
aal  40  to  60.  American  didn't  respond  to  BusinessWeek 
tall  Biz  s  repeated  requests  for  comment.  Generally,  air- 
es don't  cover  the  loss  of  business  samples,  records,  and 
uipment,  says  travel  attorney  Anolik. 
WE  YOUR  RIGHTS:  If  your  flight  is  canceled  or  delayed 
d  it's  the  airline's  fault,  consult  its  Rule  240  filing.  (It's 
ulable  at  www.mytravelrights.com). That's  the  document 
carriers  must  submit  to  the  Transportation  Dept.  detail- 
jwhat  they  will  provide  for  late  or  stranded  passengers, 
.hiding  substitute  bookings,  hotels,  and  refunds.  If  you 
/e  a  problem,  wave  the  document  in  front  of  the  ticket 
*.nts.  "It's  like  a  cross  to  the  werewolves,"  Anolik  says. 
RVICE,  PLEASE:  Join  the  frequent-flier  program  of 


every  airline  you  use  regularly.  "The  airlines  will  treat  you 
just  a  modicum  better,"  says  Dean  E.  Headley,  co-author  of 
Airline  Quality  Rating,  an  annual  report  ranking  the  10 
major  U.  S.  airlines.  If  you're  a  very  frequent  flier,  you  may 
qualify  for  elite  memberships  that  carry  extra  benefits  for 
travelers  that  meet  set  limits.  The  royal  treatment  often 
includes  first  dibs  on  standby  seats  and  no  change  fees.  For 
example,  Jeffrey  Eyestone,  36,  a  vice-president  at  Merallis 
Co.,  an  81-employee  information-systems  company  in 
Rocky  Hill,  Conn.,  belongs  to  United  Airlines  Inc.'s  Pre- 
mier Executive  IK  program  for  those  who  log  100,000 
miles  or  more  a  year.  And  he  usually  changes  tickets  at 
United's  Red  Carpet  Club,  where  lines  are  shorter.  If  some- 
thing goes  wrong,  United  often  makes  it  up  to  Eyestone 
with  extra  frequent-flier  points. 

Those  miles  do  come  in  handy:  Eyestone  and  his  wife 
used  theirs  for  a  free  trip  to  Australia.  "I  have  every  perk  I 
can  get,"  he  says.  Seems  that's  one  way  to  stay  out  of  the  fre- 
quently frustrated  fliers'  club. 


I  For  more  on  reducing  your  travel  costs  and  taking  advantage 
of  discount  fares,  click  Online  Extras  at  smallbiz.businessweek.com 
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MORRISON: 

"Entrepreneurs  are 
like  bodybuilders  who 
build  up  their  upper 
bodies  but  have 
skinny  little  chicken 
legs  that  can't 
support  their  weight" 
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Being  an 
isolation,  st 


danger 


entrepreneur  has  its  i  iark  side: 
ess,  depression.  What 


are  the 
sig|ns,  and  what  shoulcjl  you  do? 
By  Wes  Smith 


m  the  ground  up 


The  company  he  had  built  frc 
was  the  largest  in  its  field  ;md  still  growing 
rapidly  by  the  time  the  entrepreneur  reached 
his  mid-30s.  Admiring  associates  described 
him  as  "a  tiger"— until  he  si  ddenly  began  to 
imagine  cages  around  him 
first  attack  of  severe  claustrophobia  hit  while 
he  sat  on  an  airplan  i.  Waves  of  panic  swept  over  hi  n.  Before  long  he 
couldn't  tolerate  ev;n  an  elevator  ride.  His  fears  o 
His  drive  and  leadership  powers  diminished.  His  business  suffered. 
Finah\he  sought  help. 

Therapy  unlocked  memories  of  early  childhood  psychologic^  abuse, 
repressed  asWrt  of  a  posttraumatic-stress  response.  Dr.  David  Morri- 
son, an  occupational  psychiatrist  who  consulted  on  the/case,  says  that 
with  treatment  the\ntrepreneur  returned  to  a  successful  career— and  a 
far  more  balanced  lifes^le.  Ironically,  while  these  wfcmories  had  turned 
into  demons,  at  an  earlieKstage  the  repressioivnad  a  different  effect:  It 
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Entrepreneurs  ofi 
support  systems 


- 


fueled  the  entrepreneur's  drive  to  build  a  business. 

Are  entrepreneurial  "tigers"  typically  impelled  to  suc- 
cess by  mental  health  problems?  Of  course  not,  say  those 
who  counsel  and  treat  entrepreneurs.  Most  business  own- 
ers draw  their  ambition  from  positive  wells  of  strength  and 
self-confidence. 

Still,  it's  no  secret  that  entrepreneurs  can  be  harrow- 
ingly  intense.  Indeed,  a  certain  form  of  madness  may  be  a 
prerequisite  for  starting  a  company,  with  all  the  risks  and 
burdens  that  it  entails.  So,  alongside  the 
laserlike  focus  entrepreneurs  bring  to  their 
work  there  often  lies  a  dark  side  of  the 
entrepreneurial         mind — psychological 
problems  that  range  from  "sudden  wealth 
syndrome"  to   depression   over  business 
failures    to    troubled    relationships   with 
loved  ones.  And,  of  course,  there's  stress, 
which  to  one  degree  or  another  afflicts 
most  business  owners. 

Increasingly,  it  seems,  entrepreneurs 
are  recognizing  their  problems.  Witness 
the  growing  ranks  of  "personal  coaches," 
psychiatrists,  and  therapists  who  specialize 
in  counseling  entrepreneurs  and  business 
leaders.  Or  check  out  the  rising  member- 
ship in  support  networks  and  forums 
offered  by  groups  such  as  the  Young  Entre- 
preneurs Organization  and  the  Young 
Presidents'  Organization. 
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Interest  in  entrepreneurial  angst 
growing  among  outsiders,  too:  Schola 
academics,  and  foundations  that  ha 
focused  on  the  business  end  of  enti 
preneurship  now  are  beginning  to  co 
sider  the  personal  toll  of  running 
company.  "We  have  to  recognize 
real  drawbacks,"  says  Michael  Can 
director  of  research  at  the  Kauffm 
Center  for  Entrepreneurial  Leaders! 
in  Kansas  City.  "We  have  to  be  respo 
sible  and  tell  the  whole  story." 

Statistically  speaking,  it's  a  tou 
story  to  tell.  Mental  health  profession 
who  work  with  entrepreneurs  belie 
their  emotional  problems  are  wic 
spread.  Still,  there's  not  much  hard  d 
on  the  subject,  which  is  why  the  Kau 
man  Center  has  undertaken  a  lor 

term  study  of  several  thousand  entrepreneurs — an  exp 

ration  that  focuses  largely  on  stress. 

Scott  Corlett,  founder  of  Internet  retailer  NexG 

could  serve  as  Exhibit  A  for  the  research.  Corlett  was 

years  old  when  he  launched  the  first  of  his  three  startups. 


brandt:  The  entre- 
preneur found  help 
at  Let's  Talk  Business 
Network  forums 


Recognize 
Yourself? 

See  what 
psychographics 
says  about  you 


You  know  you're  perfectly  sane. 
But  that  doesn't  mean  you  can't  be 
pigeonholed  by  your  attitudes, 
foibles,  and  neuroses,  it's  a 
pseudo-science  known  as  psycho- 
graphics,  and  people  who  study 
small  biz  say  it  brings  a  sense  of 
order  to  a  diverse  group.  One  prob- 
lem: Psychographic  definitions  can 
get  pretty  diverse,  too,  depending 
on  the  focus.  Some  samples: 
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Mountain 
Climbers 

(10%  of  entre- 
preneurs) 
insatiable 
appetite  for 
achieve- 
ment. Live 
for  fast 
growth.  Win 
awards  and 
media 
coverage. 
Demand 
excellence. 


Freedom 
Fighters 

(30%) 

Value  inde- 
pendence 
above  all. 
Started  own 
company  to 
"call  the 
shots."  Want 
to  build  a 
successful 
business 
and  still 
have  a  life. 
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of  them 
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re  overdeveloped  work  habits  and  underdeveloped  emotional 
lieh  means  stress,  especially  from  failure,  can  send  them  reeling 


ite  of  his  youth,  the  stress  of  running  a  new  business  with 

employees  and  a  stop-and-go  cash  flow  got  to  him. 

nee,  the  San  Diego  gift  manufacturer  landed  in  the  hos- 

:al  with  severe  chest  pains.  They  turned  out  to  be  anxiety 

acks  caused  by  the  triple  whammy  of  long  hours,  little 

ep,  and  the  unrelenting  pressures  of  running  the  compa- 

Corlett  says  he  can't  put  his  finger  on  any  specific  trigger. 

le  pressure  just  built  up.  In  his  first  four  years  in  business 

had  six  of  these  episodes,  one  so  severe  that  paramedics 

d  to  cart  him  out  of  his  office  on  a  stretcher.  Each  time, 

:  diagnosis  was  the  same:  stress.  "I  love  the  startup  period 

ten  you  are  running  a  company  and  doing  the  undoable, 

t  my  body  couldn't  handle  the  stress  back  then,"  he 

alls.  "I'm  now  36  with  three  children,  so  I've  settled 

ivn.  I'm  still  an  entrepreneur,  and  I  still  drive  myself  and 

•  company  hard.  Now,  though,  I  have  people  that  I  com- 

inicate  with  to  relieve  a  lot  of  that  stress." 

That's  just  what  a  lot  of  gung-ho  entrepreneurs  lack. 

i  ey  often  have  overdeveloped  work  habits  and  underde- 

i  oped  emotional  support  systems — which  means  stress, 

1  particularly  the  stress  of  failure,  can  send  them  reeling. 

hey  are  like  bodybuilders  who  build  up  their  upper 

lies  but  have  little  skinny  chicken  legs  that,  after  a 

i  ile,  can't  support  their  weight,"  says  Morrison,  a  subur- 


ban Chicago  psychiatrist  who  specializes  in  work-related 
mental  health  issues. 


DIGGING  DEEPER 

as  destructive  as  stress  can  be,  it's  the  common 
cold  of  entrepreneurial  mental  problems.  Dr.  Philip  Liu  has 
spent  17  years  studying  and  treating  more  serious  conditions 
at  their  current  Ground  Zero — Silicon  Valley.  His  specialty: 
the  subgroup  whose  drive  to  succeed  is  rooted  in  the  really 
dark  side  of  the  entrepreneurial  psyche.  What's  his  analysis? 
"They  seem  to  be  self-assured,  charismatic  people  who 
intuitively  know  what  others  want.  They  are  often  leaders, 
but  they  really  are  pretty  disturbed.  They  hide  their  feelings 
of  inadequacy  well,  but  they  can  fall  apart  easily  under 
stress.  In  varying  degrees,  they  can  be  vulnerable  to  depres- 
sion, drug  or  alcohol  abuse,  and  discord  in  their  relation- 
ships," says  Liu,  a  member  of  the  Academy  of  Occupation- 
al and  Organizational  Psychiatry.  They  ignore  their 
personal  lives,  believing  that  success  in  business  will  ulti- 
mately bring  them  the  respect,  appreciation,  and  love  they 
desire,  says  Dr.  Liu.  "Many  tend  not  to  have  outside  inter- 
ests," adds  Dan  Sullivan,  whose  Toronto-based  company, 
The  Strategic  Coach,  conducts  workshops  every  year  for 


WORK  HABITS 
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BY  OBJECTIVE 
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<work- 
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Optimizers 

(21%) 

Enjoy  their 
work.  Seek 
efficiency. 
Savvy  on 
finance  and 
tech.  Focus 
on  profits, 
not  size. 
Confident, 
happy  with 
work-life 
balance. 


Hard 
Workers 

(20%) 
Growth, 
growth, 
growth- 
whatever  it 
takes.  Want 
a  bigger 
company 
with  growth 
in  revenue, 
staff.  They 
sweat  all  the 
details. 


Jugglers 

(20%) 

Worriers  and 
control 
freaks. 
Pressed  for 
time.  Proud 
of  ability  to 
juggle.  Want 
to  grow  to 
"promised 
land"  where 
worries  are 
over. 


Sustainers 

(15%) 

Just  trying  to 
make  a  liv- 
ing. Wants 
comfort,  sta- 
bility and  to 
keep  things 
the  way  they 
are.  Good 
work-home 
balance. 
Not  into 
technology. 


Success 

(20%) 

Optimists 
who  want  to 
win.  They 
value  quick 
growth, 
money  and 
material 
possessions. 
They  want 
control  and 
status. 


Big  Idea 

(16%) 

Risk  taking 
mavericks 
who  seek 
social  valida- 
tion and  cre- 
ative fulfill- 
ment. 
Informal, 
intuitive, 
value  self- 
satisfaction. 


People 

(23%) 

Want  to  cre- 
ate a  good 
place  to 
work  and  do 
business. 
Integrate 
work,  home, 
community, 
value  emo- 
tional sup- 
port, loyalty, 
respect. 


Security 

(10%) 

The  Goal: 
Less  stress, 
more  leisure 
time,  value 
integrity. 
Cautious  but 
optimistic. 
Survival 
(31%) 

Pessimists. 
Feel  put 
upon,  just 
want  to  stay 
in  business. 
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more  than  3,000  high-income  entrepreneurs  in  12  coun- 
tries. "Having  free  time  is  a  negative  to  them. They  can  feel 
lost  or  insecure  without  work  to  do  because,  to  some  extent, 
their  work  is  an  addiction." 

It's  a  malaise  Liu  calls  Sudden  Wealth  Syndrome. 
Their  goals  achieved,  these  entrepreneurs  blame  spouses  and 
close  associates  for  their  depression  and  dissatisfaction. 
Their  emotional  logic  holds  that  if  they're  successful  mate- 
rially but  not  happy,  there  must  be  something  wrong  with 
the  people  around  them.  "Often  entrepreneurs  set  the  bar 
very  high,  and  when  they  get  over  it  they  don't  know  what  to 
do  with  themselves,"  says  Dr.  Jeffrey  P.  Kahn,  president  of 
WorkPsych  Associates,  a  corporate  and  executive  mental 
health  consulting  firm  in  New  York.  "Sometimes  they  will 
set  the  bar  higher  still  but  eventually  they  may  come  to  a 
point  where  they  say,  'I  don't  have  to  push  myself  anymore, 
why  do  I  feel  so  bad?'" 

One  answer  that  Kahn  hears  frequently  is  that  mis- 
ery is  part  of  the  job  description.  But,  he  observes,  "I've 
worked  with  many  successful  entrepreneurs.  I  can't  think 
of  one  who  has  been  less  successful  as  a  result  of  becom- 
ing happier." 

MISERY  NEEDS  COMPANY 

EVEN    MORE    NORMAL    TYPE    A    PERSONALITIES   Can 

find  the  top  of  a  business  a  lonely,  frightening  place  if 
they've  neglected  relationships  along  the  way.  Entrepre- 
neurs do  best  when  they  have  strong  and  supportive  net- 
works, says  James  M.  Hunt,  assistant  professor  of  manage- 
ment at  Babson  College.  A  network,  in  fact,  is  what  saved 
Carol  Frank,  the  owner  of  Avian  Adventures,  from  emo- 
tional and  business  collapse. 

In  1999,  a  competitor  stole  her  company's  sole  suppli- 
er of  the  ornate  birdcages  she  sells.  It  was  a  devastating  loss. 


DID  YOU  SAY  "HELP"? 

If  you  feel  like  you're  losing  it,  don't  try  to  go  it  alone. 
Here  are  a  few  places  to  look  for  help  and  support: 


WWW.aoop.org  The  Academy  of  Organizational  and 
Occupational  Psychiatry  can  steer  you  to  mental-health 
professionals  in  your  area  who  specialize  in  serving  entrepreneurs. 
WWW.yeO.org  The  Young  Entrepreneurs  Organization  has 
support  groups  for  business  owners  under  40  with  $1  million  in 
sales.  For  the  older  set:  The  Young  Presidents,  www.ypo.org. 
WWW.ltbn.com  Let's  Talk  Business  Network,  open  to  all,  aims  to 
break  the  isolation  of  running  a  business.  Groups  of  like-minded 
entrepreneurs  meet  solely  for  support,  advice,  and  community. 
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Are  You  Losing  It? 
Here's  How  to  Tell 

"Hard  work  and  emotional  distress  are  not  the  same,"  says 
New  York  psychiatrist  Jeffrey  P.  Kahn,  who  designed  this 
simple  quiz  to  see  if  you've  crossed  the  line. 

Got  Attitude? 

1.  Do  people  say  you  are  pushing  too  hard? 

2.  Can  you  relax  on  holidays  or  vacations? 

3.  Does  work  feel  like  drudgery? 

4.  Is  it  hard  to  get  excited  about  growing  your  business?  I 
Can't  Relate? 

1.  Do  people  say  you  seem  confrontational  or  remote? 

2.  Have  your  feelings  toward  family  or  friends  changed?! 

3.  Do  people  seem  increasingly  incompetent? 

4.  Do  relationships  take  more  effort? 
Moody  Blues? 

1.  Do  people  say  you  seem  sad  or  irritable? 

2.  Do  you  feel  suddenly  anxious  or  angry? 

3.  Has  your  appetite  changed? 

4.  Do  you  have  trouble  sleeping? 

5.  Are  you  using  more  alcohol  or  drugs? 

THE  SCORE 

YES  to  one  or  two:  Stress  maybe  getting  out  of  hand. 

YES  to  four,  or  two  in  two  categories :  Talk  to  a  friend  or 

family  member. 

YES  to  more  (or  if  symptoms  persist):  See  a  professional 


She  had  no  product  and  the  rival  put  her  out  of  business  I 
months  until  she  could  find  another  one.  Frank,  41,  she ! 
became  so  stressed  that  she  sank  into  an  isolated  funk  ; 
didn't  date  for  an  entire  year.  "I  just  felt  like  I  had  nothind 
give  anybody,"  she  recalls.  Fortunately,  she  didn't  shun 
fellow  members  of  Group  One,  a  confidential  forum  ■ 
in  the  Dallas  chapter  of  the  Young  Entreprene 
Organization.  "When  you  run  a  business, 
don't  want  to  admit  to  your  employees — or| 
anyone — that  things  aren't  going  well,  so  be 
able  to  bounce  things  off  other  entrepreneurs < 
have  gone  through  the  same  things  is  invaluabl 
she  says.  "With  the  help  of  friends  in  YEO,  I  evl 
tually  found  another  manufacturer,  too." 

A  CPA  with  an  MBA,  Frank  had  two  ot 
successful  companies  before  becoming  one  of 
founders  of  the  YEO  Dallas  chapter  that 
grown  to  more  than  100  members  since  it  be 
in  1994.  Members,  whose  companies  must  hav 
least  $1  million  in  sales,  say  the  forum  groups 


the  best  part  of  the  organization.  The  groi 


Tiprised  of  8  to  12  members,  meet  each  month  for  confi- 
itial  discussions  about  business  or  personal  concerns, 
hose  relationships  allow  you  to  get  perspective  and  to  find 
n  approaches,"  says  Hunt.  People  under  stress  tend  to 
lply  repeat  behaviors  they're  accustomed  to,  even  when 
1  >se  patterns  are  the  source  of  the  problem.  "Having  other 
i  >ple  around  you  in  stressful  times  is  very  helpful  in  mov- 
;  forward,"  says  Hunt. 

Serial  entrepreneur  Jon  Brandt  of  Fairfield,  N.J., 
ind  that  to  be  true,  particularly  after  enduring  his  sec- 
i  business  bankruptcy,  second  car  repossession,  and 
ond  bout  with  depression.  Brandt  says  the  trip  wire  was 
tiled  attempt  to  sell  his  business  to  a  major  corporate 
'er.  He  had  exhausted  his  resources  on  the  deal,  when 
I  buyer  backed  out,  he  says,  leaving  him  unable  to  keep 
business  going.  It  felt  like  a  death  sentence.  At  his  psy- 
atrist's  urging,  Brandt  joined  the  Let's  Talk  Business 
twork,  which  was  created  in  1994  by  former  tennis  pro 
tch  Schlimer,  who  had  experienced  "entrepreneurial 
'Or"  in  the  creation  of  four  businesses  of  his  own.  The 
it   )  members  of  the  LTBN  New  York  City  chapter — there 


are  also  branches  in  Philadelphia,  frank:  Group  One 
Washington,  Vancouver,  and  New  Jer-  SSffSSL 
sey — meet  each  month  in  small  business  was  rocky 
groups  for  Mastermind  Forums  in 
which  they  share  experiences,  commiserate  over  setbacks, 
and  celebrate  successes.  This  entrepreneur  network  also 
conducts  leadership  and  motivational  seminars  and  hosts 
regular  "de-stressing"  events  such  as  softball  games,  bowl- 
ing parties,  and  golf  outings.  Brandt  now  has  a  thriving 
business  that  offers  training  and  certification  courses  for 
hospital  technicians.  With  annual  sales  of  about  $3  mil- 
lion. And  (note  to  repo  man)  his  two  Mercedes  are  paid 
for  in  full.  The  forums  still  serve  as  welcome  therapy.  "It's 
just  very,  very  valuable  to  sit  down  with  peers  who  have 
had  the  same  headaches  and  to  know  that  they've  sur- 
vived," he  says.  That  might  not  be  enough  to  free  the  tiger 
from  his  cage,  but  for  most  entrepreneurs,  it's  just  the 
release  they  need. 

IfflMT1  Want  help  dealing  with  stress?  Get  some  expert  advice 
Click  Online  Extras  at  smallbiz.businessweek.com 
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AT  A  GLANCE  ,  ♦     , . 

NAME:  Manoj  Puranik  (right)  ' 

and  Jose  Sanchez 

age:  Puranik,  27;  Sanchez,  26     ** 

company:  Atlantic.Net, 

Gainesville,  Fla. 

enues:  $10  million 
'LOYEES:  95  ,     , 

concept:  internet  access •' 

for  remote  areas;  Net  y  - 

services  for  businesses    \ 


■i  • 


r  Roll-Your- 
-■  Own  internet 

You  could  almost  call  Atlantic.Net  the  anti-dot-com.  It 
turned  a  profit  almost  immediately,  was  completely  self- 
financed  for  its  first  five  years,  and  last  year  brought  in 
revenues  of  more  than  $10  million.  With  its  own  network, 
little  debt,  and  50,000  subscribers,  it's  well-insulated  from 
the  problems  plaguing  other  Internet  service  providers.  But 
co-founders  Manoj  "Marty"  Puranik,  27,  and  Jose  Sanchez, 
26,  didn't  start  their  Gainesville  (Fla.)  ISP  to  be  an  overnight 
success.  Back  in  1994,  the  duo  simply  wanted  to  get  online 
themselves,  but  the  University  of  Florida  didn't  allow  all 
students  Web  access. 

A  computer  repair  shop  run  out  of  Puranik  s  dorm  room 
paid  for  their  first  Net  hookup.  Within  a  year,  they  had  eight 
employees  and  2,000  customers  in  the  Gainesville  area.     . 
Atlantic.Net  focused  on  overlooked  second-tier  markets, 
while  venture -financed  competitors  "did  irrational  things, 
like  spending  $600  to  get  a  $20-a-month  customer,"  says 
Puranik. 

Now  the  company  is  ramping  up  in  big  cities  and  selling 
business  services.  It  seems  like  a  good  way  to  stay  online. 

— KIMBERLYWEISUL 
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www.businessweek.com/investing 

Bullish.  Bearish.  The  road  is  getting  bumpy.  It's  time  to 
prepare  yourself  for  the  ride.  And  tap  into  a  great,  new 
investing  resource  powered  by  two  of  the  most  trusted 
names  on  Wall  Street. 

The  place  to  start?  The  investing  channel  at 
www.businessweek.com/investing.  BusinessWeek 
Online  and  Standard  &  Poor's  have  partnered  to  bring 
you  the  best  financial  planning  advice  available.  Here 
you'll  find  S&P  Picks  and  Pans,  STARS"'  Rankings,  Stock 
Reports,  a  portfolio  tracker,  plus  BusinessWeek  Online's 
award-winning  content  and  tools  featuring  a  mutual  fund 
scoreboard,  Inside  Wall  Street  columns,  and  more. 

Now  is  the  perfect  time  to  map  out  a  successful  financial 
future.  Put  the  combined  power  of  BusinessWeek  Online 
and  Standard  &  Poor's  to  work  for  you  today. 
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On  the  surface,  low-cost  home  DSL  looks  like  a  great  idea  for  business.  But  you  get  what 
you  pay  for.  After  all,  home  DSL  is  asymmetric.  So  it  only  moves  at  a  high  rate  of  speed  when 
downloading,  or  receiving  information  from  the  Internet.  Its  upload  speed  is 
limited.  That  means  slower  service  when  you're  e-mailing  clients,  sending  out 


ON 


ON;:: 


ALWAYS  ON. 
No  busy  signals.  No 
dropped  connections. 
Covad  symmetric  DSL 
is  always  connected 
to  the  Internet. 


large  files  or  trading  stocks  online.  All  of  which  can  be  incredibly  time  sensitive.  Fortunately, 
Covad  has  a  solution:  symmetric  DSL.  It  provides  your  business  with  a  consistent  high- 
speed connection  to  and  from  the  Internet.  And  it's  one  of  the  ways  Covad  gives  you  the 
edge  you  need  to  succeed.  Find  out  more  at  1  -877-329-1729.  Or  visit  covad.com/sdsl1 5. 
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COMMENTARY 


By  Paul  Raeburn 


GLOBAL  WARMING:  LOOK  WHO  DISAGREES  WITH  BUSH 


When  President  Bush  discarded 
the  Kyoto  Protocol — an  inter- 
national agreement  to  cut 
emissions  of  carbon  dioxide  and  oth- 
er global-warming  gases — he  blamed 
the  decision  on  a  slowing  U.S.  econo- 
my and  an  energy  crisis.  "The  idea 
»f  placing  caps  on  CO.,  does  not  make 
sconomic  sense  for  America,"  Bush 
hid  on  Mar.  29. 

Some  of  the  world's  largest  compa- 
nies disagree.  DuPont,  for  example, 
las  already  made  substantial  cuts  in 
to  greenhouse-gas  emissions  and 
lays  it  will  continue  to  do  so  despite 
;he  Administration's  reluctance. 

"The  announcements  around 
\yoto  don't  change  our  re- 
idve,"  says  Paul  Tebo,  cor 
jorate  vice-president  for 
lafety,  health,  and  envi- 
•onment  at  DuPont. 
iVhy?  Because  the  com 
>any's  environmental 
)rogram  pays  off  in 
snhanced  shareholder 
ralue,  says  Tebo.  "You 
:an't  measure  this  to 
■he  penny,  but  it  is 
'ery  real.  Corporate 
■eputation  is  a  very 
'aluable  part  of  our 
ompany." 

SOOD  SENSE.  Dupont  is  not 
done.  On  Apr.  4,  the  Busi- 
less  Roundtable  proposed  var 
3us  solutions  to  the  global-warm 
tig  problem  in  a  report  titled, 
Unleashing  Innovation:  The  Right 
Approach  to  Global  Climate  Change." 
Earnest  W.  Deavenport,  chairman  and 
hief  executive  of  Eastman  Chemical 
to.,  who  chaired  the  Business  Round- 
able's  environment  task  force,  said 
he  report  "represents  the  business 
ommunity's  interest  in  being  part  of 
he  solution  to  concerns  about  global 
limate  change." 

Increasingly,  corporations  are  de- 
iding  to  join  efforts  to  curb  global 
/arming  because  the  strategy  makes 
ood  business  sense.  Others  include 
P  Amoco,  Royal  Dutch/Shell,  Ford, 
nd  General  Motors — all  companies 
hat  would  be  expected  to  fight  lim- 
.s  on  greenhouse-gas  emissions.  Un- 
il  recently,  these  four  companies 
'•'ere  members  of  the  Global  Climate 


Coalition,  a  group  formed  to  oppose 
mandatory  limits  on  greenhouse 
emissions.  All  have  pulled  out. 

bp  and  Shell  aren't  stopping  with 
that  gesture.  They  have  joined  two 
dozen  other  companies — including  Al- 
coa, Enron,  Georgia-Pacific,  and  Toy- 
ota— in  a  new  group  called  the  Pew 
Center  on  Global  Climate  Change. 
The  center  brings  companies  togeth- 
er to  search  for  solutions  to  the  glob- 
al-warming problem.  "I  think  they 
are  convinced  that  at  one  time  or  an- 


Bush  says  Kyoto  "does 

not  make  economic 

sense."  Big  corporate 

names  disagree 

other  there  will  be  regulation  of 
greenhouse  gases  because  this  is  a 
real  problem,"  says  Pew  Center 
President  Eileen  Claussen. 

It's  difficult  to  know  whether  the 
companies  will  keep  their  resolve 
when  the  time  comes  to  act  on  their 
pledges  to  cut  emissions.  Some  of 
them,  however,  have  already  begun  to 


act.  BP  and  Shell,  for  example,  have 
each  established  internal  emissions- 
trading  schemes.  The  idea  is  to  re- 
duce emissions  more  than  necessary 
where  it  is  economical  to  do  so,  creat- 
ing emissions  "permits"  to  be  sold  to 
other  units  within  the  company.  If 
emissions  trading  among  companies 
becomes  a  reality,  BP  and  Shell,  unlike 
their  competitors,  will  already  know 
how  to  use  it  to  advantage. 

The  Big  Three  auto  makers  have 
likewise  jumped  ahead  of  regulators 
with  a  game  of  one-upsmanship  to 
boost  vehicle  mileage.  Ford  Motor  Co. 
took  the  lead  in  2000  when  it  pub- 
promised  to  improve  the 
fuel  economy  of  all  its  suvs  by 
25%  over  five  years.  General 
Motors  Corp.  promised  to 
beat  Ford's  improve- 
ments. And  Daimler- 
Chrysler  has  just 
joined  the  game,  say- 
ing it  will  meet  or 
beat  any  Ford  suv 
fuel-economy  gains. 

These  moves  repre- 
sent a  significant 
change  in  corporate 
behavior.  So  far,  it  has 
been  mostly  promises. 
But  if  those  promises 
aren't  kept,  environmental 
groups,  which  are  watching 
very  closely,  will  do  their  best 
to  stage  a  public  flogging. 
The  Bush  Administration,  with 
its  narrow  view  of  the  world's  energy 
problems,  sees  boosts  in  oil  explo- 
ration and  production  as  nonnego- 
tiable  goals.  Cheap  energy  is  good  for 
the  economy,  and  boosting  supply  is 
one  way  to  help  bring  down  prices. 
But  the  Administration  has  given  no 
hint  that  it  perceives  global  warming 
as  a  serious  problem.  And  such  a 
stance  carries  a  risk:  While  some  un- 
certainty remains  about  the  conse- 
quences of  global  warming,  the  over- 
whelming evidence  suggests  that  the 
phenomenon  is  real.  The  probusiness 
Bush  Administration  should  listen  a 
little  more  closely  to  what  some  busi- 
nesses are  actually  saying. 

Raeburn  covers  science  and  the  en- 
vironment from  New  York. 
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KNOW  HO) 


developments  to  Watch 


HTED  BY  CATHERINE  ARNST 


tACING 
IE  CAUSE  OF 
SHIZOPHRENIA 

:entists  have  long  been 
are  that  schizophrenia  can 
1  in  families.  But  they  do 
;  know  what  triggers  this 
/astating  neurological  dis- 
ler.  Epidemiological  stud- 
have  pointed  to  prenatal 
ections,  household  crowd- 
•,  and  urban  upbringing  as 
jsible  co-factors.  Now,  a 
k  study  reveals  that  an 
idogenous,"  noncommuni- 
)le  retrovirus  similar  to 
:  that  causes  multiple  scle- 
is  could  be  the  culprit  in 
ne  30%  of  cases. 
Retroviruses  integrate  into 
host's  dna,  making  them 
:eedingly  hard  to  destroy. 
»S  is  caused  by  a  retro- 
us,  and  some  cancers  may 
triggered  by  them.  But 
human  genome  also  con- 
is  endogenous  retroviruses 
t  wormed  their  way  into 
genetic  makeup  millions 
rears  ago.  Although  usual- 
benign,  endogenous  retro- 
ases  can  be  activated  by 
enetic  trigger  or  environ- 
ltal  factors,  and  have  been 
xriated  with  several  chron- 
liseases. 

.Tie  research  team,  led  by 
Robert  H.  Yolken,  exam- 
i  the  postmortem  brain 
ue  of  35  patients  with 
izophrenia,  22  with  other 
rological  disorders,  and  30 
h  no  neurological  or  psy- 
itric  diseases.  They  found 
lence  of  the  herv-w  fami- 
>f  retroviruses  in  10  schiz- 
renics,  but  none  in  pa- 
its  without  the  disease. 
Tie  scientists  are  intrigued 
the  retrovirus'  similarity 
ne  associated  with  MS.  Al- 
igh  the  two  diseases  are 
y  different,  Yolken  notes 
.  both  usually  start  in  ear- 
idulthood,  and  there  are 
JS  of  patients  that  have 
eloped  both.  He  suggests 
I  the  retrovirus  may  cause 
■;rent  diseases  in  different 
viduals,  depending  on  the 
etic  trigger.  □ 


WHO'S  TO  BLAME  FOR 
WARMER  OCEANS 


THE  EVIDENCE  IS  MOUNTING  THAT  HUMAN  ACTIVITY— AND 
not  some  fluke  of  the  global  weather  cycle — is  causing  the 
earth's  oceans  to  heat  up.  Two  studies  in  the  Apr.  13  issue 
of  Science  report  that  greenhouse  gas  emissions  have 
caused  the  oceans  to  warm  over  the  past  50  years,  baseil 
on  correlations  between  actual  water  temperatures  and 
computerized  climate  models. 

Scientists  know  that  the  Atlantic,  Pacific,  and  Indian 
oceans  have  warmed  significantly  since  1955,  but  there  is 
some  debate  as  to  what  might  be  causing  the  rise.  Re- 
searchers at  the  University  of  California  at  San  Diego  took 
data  for  the  past  50  years  from  an  Energy  Dept.  climate 
model  developed  to  help  determine  the  impact  of  green- 
house gases  on  ocean  temperatures  and  correlated  the 
data  with  direct  measurements  of  heat  changes  in  oceans 
over  the  same  period.  The  temperature  rises  predicted  by 
the  model  were  remarkably  similar  to  actual  ocean  tem- 
peratures. A  separate  team  from  the  National  Oceanic 
&  Atmospheric  Administration  (noaa),  using  a  different 
model,  got  the  same  results.  □ 


A  FAT  SOURCE 
OF  BRAND-NEW 
TISSUE 

LIPOSUCTION  may  soon  yield 
something  besides  slim  bodies 
for  patients  and  fat  fees  for 
surgeons.  In  the  April  issue 
of  the  journal  Tissue  Engi- 
neering, doctors  at  the  Uni- 
versity of  California  at  Los 
Angeles  and  the  University 
of  Pittsburgh  reported  that 
they  had  harvested  versatile 
stem  cells  from  fat  obtained 
during  liposuction. 

Because  stem  cells  have  the 
ability  to  develop  into  muscle, 
bone,  cartilege,  and  other  types 
of  cells,  they  are  the  building 
blocks  of  new  medical  proce- 
dures to  repair  tissue  or  con- 
struct artificial  organs.  Today, 
such  cells  are  collected  with  dif- 


ficulty from  bone  marrow — or, 
controversially,  from  fetuses.  Un- 
wanted fat  deposits  could  pro- 
vide a  bountiful  and  uncontro- 
versial  source. 

Other  labs  are  making 
strides  in  the  burgeoning  field 
of  tissue  engineering.  At  the 
State  University  of  New 
York  at  Buffalo  and  Shriners 
Burns  Hospital-Boston,  sci- 
entists have  developed  an  ar- 
tificial skin — based  on  real 
skin  cells — that  will  release 
chemical  compounds  to  pro- 
mote wound  healing,  and 
could  save  the  lives  of  burn 
victims.  And  researchers  at 
Pacific  Northwest  National 
Laboratory  are  working  on  a 
polymer  gel  that  holds  live 
cells.  Such  gels  may  be 
injected  into  patients  to  de- 
liver new  cells  or  therapeutic 
proteins.  Neil  Gross 


FOR  RADIOACTIVE 
METALS,  A  WAY 
TO  KEEP  COOL 

SCIENTISTS    AT    LOS    ALAMOS 

National  Laboratory  may 
have  a  safer  way  to  se- 
quester the  40-plus  tons  of 
surplus  plutonium  now  sit- 
ting in  U.S.  storehouses. 
This  radioactive  metal  is  no- 
toriously hazardous:  Plutoni- 
um powder,  for  example,  ig- 
nites on  contact  with  air  and 
dissolves  in  water.  Combin- 
ing plutonium  with  boron 
produces  a  substance  that  is 
more  stable  and  less  fission- 
able, but  it  requires  melting 
them  together  at  3,000C, 
grinding  them  into  powder, 
and  then  repeating  the 
process  again  and  again.  This 
is  far  too  inefficient  to  deal 
with  plutonium  by  the  ton. 

Chemists  Kent  D.  Abney 
and  Anthony  J.  Lupinetti  have 
created  a  boride  compound 
from  radioactive  materials 
without  the  arduous  grinding 
and  at  a  relatively  cool  400C 
to  800C.  Their  secret:  Before 
blending  the  boron  and  ura- 
nium, which  is  safer  to  han- 
dle but  behaves  like  plutoni- 
um, they  produced  compounds 
that  combine  readily.  For  ex- 
ample, uranium  tetrachloride 
and  magnesium  diboride  yield 
uranium  boride  plus  magne- 
sium chloride,  which  washes 
away  easily.  The  chemists  are 
now  testing  the  process  with 
plutonium.  Mitch  Nelin 


NEW  COMPOUND:  Making 

uranium  safer  to  handle 


BusinessWeek  /  April  23,  2001  69 


Management 


EXECUTIVE  SUITE 


FOR  FEMALE  CEOs, 
IT'S  STINGY  AT  THE  TOP 

They  took  home  far  less  than  male  chiefs — not  to  mention  other  women  executives 


Asked  to  name  the  nation's  highest- 
paid  female  executives,  most  com- 
pensation experts  will  go  with  the 
obvious  choices.  Hewlett-Packard 
Co.  Chief  Executive  Carleton  S.  Fiorina 
and  Avon  Products  Inc.  CEO  Andrea 
Jung  come  immediately  to  mind.  But 
guess  again.  Neither  woman  is  any- 
where near  the  top — Jung  ranks  14th 
and  Fiorina  26th.  In  fact,  in  a  list  com- 
piled by  BusinessWeek,  only  three  of 
the  30  highest-paid  female  executives 
of  2000  occupied  the  corner  office. 

What  gives?  Usually,  rank  goes  hand 
in  hand  with  rewards.  That's  certainly 
the  case  with  BusinessWeek's  overall 
ranking  of  highest-paid  execs.  In  2000, 
of  the  20  highest  paid  men,  14  were 


chiefs.  Executive  women,  however,  are 
another  story.  Jung,  who  hauled  in  $7.7 
million  last  year,  was  outpaced  by  a 
small  battalion  of  lower  ranked  execu- 
tives making  two,  three,  even  four  times 
what  she  earned.  And  even  the  best- 
paid  women  trailed  far  behind  their 
male  counterparts. 

In  part,  the  explanation  lies  in  a 
quirk  of  compensation:  Some  of  the 
best-known  women  CEOs  cashed  in  few- 


er stock  options  than  lower-ranking  ex- 
ecs. Jung  realized  a  gain  of  $278,750, 
compared  with  first-ranked  Heather 
Killen,  a  senior  vice-president  at  Yahoo! 
Inc.  ($32.5  million)  and  second-ranked 
Dawn  G.  Lepore,  vice-chair,  executive 
vice-president,  and  chief  information  of- 
ficer at  Charles  Schwab  Corp.  ($20.2 
million).  Other  execs  benefited  from 
large  bonuses.  Among  them:  Deborah 
C.  Hopkins,  Lucent's  chief  financial  offi- 
cer, who  received  a  $4  million  signing 
bonus,  and  Leslie  C.  Tortora,  chief  in- 
formation officer  at  Goldman  Sachs 
Group  Inc.,  who  took  home  a  perfor- 
mance bonus  of  nearly  $7  million. 

But  female  ceos  also  fared  relatively 
poorly  last  year  because  many  of  their 


PAY  PUZZLE 

CEOs  Jung  of  Avon  (left) 
and  Fiorina  of  HP(right) 
lagged  behind  Lepore 
(below),  vice-chair  at 
Schwab,  and  Yahoo!  SVP 
Killen  (far  right) 


six  of  the  seven  female  ceos  work 
Old  Economy  companies,  which  dc 
better  job  than  tech  companies  at  p 
moting  women  but  pay  less.  Says  Ms 
C.  Mattis,  senior  research  fellow  at  C 
alyst,  a  women's  business  think  tai 
"Generally  speaking,  the  new  industr 
are  not  level  playing  fields  for  wome 
SUBTLE  BARRIERS.  Perhaps  the  most  i 
portant  reason  few  female  CEOs  rise 
the  top  in  pay  is  that  there  are  so  f 
around.  Indeed,  while  women  accoi 
for  171— or  3.9%— of  the  4,341  high* 
paid  executives  at  the  825  companies 
analyzed,  female  ceos  are  running  fe\ 
than  1%  of  the  companies.  Experts  t 
the  barriers  to  women  reaching  the  p 
nacle  of  corporate  power  range  from  1; 
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companies  had  less  than  stellar  years. 
Four  of  the  seven  women-led  compa- 
nies in  BusinessWeek's  overall  sample  of 
825  large-,  medium-,  and  small-cap  com- 
panies saw  their  stock  prices  plummet 
or  flatten  in  2000,  and  several  female 
executives  paid  the  price.  Among  them: 
Lillian  Vernon  Corp.  founder  Lillian 
Vernon,  who  took  a  voluntary  10%  pay- 
cut  after  the  direct-mail  company  lost 
37%  of  its  value  last  year.  What's  more, 


operational 
positions  to  exclusion 
from  male-dominated 
social  networks.  Says 
Debra     Meyerson,     a 
visiting    professor    at 
Stanford      University 
who  studies  gender  is- 
sues: "The  more  senior 


i— 

tr  get,  the  more  subtle  the  barriers 
J  ime,  and  the  more  profoundly  they 
■ate." 

■rhere  is  inequity  at  the  top  more 
irent  than  in  pay.  For  the  20  high- 
aaid  male  executives,  total  compen- 
m  averaged  $138.5  million,  while  the 
fct-paid  females  barely  eked  out 
I  million  apiece.  With  the  best-paid 
ren  holding  lower-level  positions  at 
iler  or  stodgier  companies,  it's  no 
der  that  pay  lags. 

rogress  is  slow.  But  more  women 
now  going  higher  on  the  corporate 
er,  where  the  rewards  are  signifi- 
ly  richer— and  a  shot  at  the  top 
Jtter.  According  to  Catalyst,  7.3% 
fie  jobs  held  by  corporate  officers 
30  large  companies  were  held  by 
en  in  2000,  up  from  5.3%  in  1996. 
ict,  there  are  more  female  chief 
.cial  officers,  chief  operations  offi- 
and  chief  information  officers  than 
before.  In  2000,  15  of  the  top  50 
est-paid   executive  women  held 
positions— traditional  steps  to  be- 
ng  a  ceo— up  from  11  in  1994. 
ate-Palmolive,  Goldman  Sachs,  and 
:k  all  have  women  in  those  top 
ions,  and  that  doesn't  include  for- 
Lucent    executive    Patricia    F. 
ft  who  was  named  president  and 
operating  officer  at  Eastman  Ko- 
Co.  on  April  11.  They're  not  ex- 
storming  the  barricades— but  it's 
rt. 

lOuis  Lavelle 
\Jew  York 


THE  HIGHEST-PAID  WOMEN  IN  AMERICA 


RANK/EXECUTIVE  NAME/TITLE/COMPANY  NAME 


ANNUAL 
C0MP. 


LONG-TERM 
C0MP. 


2000 
C0MP. 


1     HEATHER  KILLEN  Senior  Vice-President,  Yahoo!  4q  3 

l'WI,-l;:.LEP0RE  Vlce-Chmn->  Exec  VP  &  CIO,  Charles  Schwab     2,1 


MILLIONS 

$32.5  $32.7 


3     ■•  Z,T*  CM*  Executive  Vice-President,  JDS  Uniphase  0.4 

B  BESM•"|-.IEILL,U,■,,  Executlve  Vice-President,  Genentech   Q.9~ 


5  TERRI  A.  DIAL1  Group  Executive  Vice-President,  Wells  Fargo 

6  JANICE  M  ROBERTS2  Senior  Vice-President,  3Com 

7  LOIS  I.  JULIBER  COO,  Colgate-Palmolive 


2.0 

61 

1.6 


8  IMM  s-  BII"fS  Executive  Vice-President  &  CF0,  Adaptive  Broadband  0.5 

9  .,?.,^l,.c-  Mnn*3  Executive  VP  &  CFO,  Lucent  Technologies 5.2 

10  LESLIE  C.  T0RT0RA  CIO,  Goldman  Sachs  Group 75' 

1 1  GINGER  L.  GRAHAM  Group  Chmn.,  Guidant (JIT 

12  L**1K  "•  *lMk  Executive  Vice-President,  Safeway  \Q 


20.2  22.3 

18.3  18.7 
15.2  16.1 
10.7  12.8 
11.7  12.2 
10.6  12.2 


10.0 
43 
1.9 


10.4 
9.5 
9.4 


13  imntl  F- IE,LY  V'ce-Chmn.  &  Executive  VP,  Charles  Schwab 

14  ANDREA  JUNG4    Pres.  &  CEO,  Avon  Products 


15  KAREN  L  KATEN  Senior  VP,  Pres.-Sub.,  Pfizer 

16  KATNT LEVINS0N*  Pres.  &  C00,  E*Trade  Group 


2.1 

2.0 


8.6 
6.9 
5.6 


9.1 
7.9 
7.8 


17  MERCEDES  JOHNSON  Vice-President  &  CFO,  Lam  Research 

18  JEANNINE  M.  RIVET Executive  VP  &  CEO-Sub.,  UnitedHealth  Group 
19..JliYC:LEWE,IT  Executive  Vice-President  &  CFO,  Merck 

20  SIS*,,L  "■"KM  Senior  Vice-President,  InFocus 


1.4 
1.1 
0.3 


5.7  7.7 

5.8  7.2 
5.6      6.7 


1.0 
1.1 


5.7 
4.1 
3.8 


6.1 
5.T 
5.0 


2 }.  J,L,E  J;  RIBERTS0"  Vice-President,  Noble  Drilling 

22.PI™C,**;.I9SEI['  Vice-President,  Efficient  Networks 
.??...™Ti?.T"  E:  F*LBEHfi  Senior  Vice-President  &  CFO,  Amgen 

24--ll*,,,0i.  •:.S*II,LER.  Chmn-  &  CEO.  Golden  West  Financial 

25..riYIJ:iS  *Ece*7  Executive  Vice-President,  Compuware 

26CMIETWS.  FIORINA  Chmn.,  Pres."^ CEO,"  Hewlett-Packard 


0.5 
0.4 


0.2 
0.9 


4.4      4.8 

4.3  4.7 

4.4  4.7 


1.2 
0.5 


3.3  4.3 
2.8  40 
3.5      3.9 


27..DEI,SE.*:.,C,,0BBL0C,C  Executive  Vice-President  Compuware 

2?  "^lLMeD0WELL  Senior  Vice-President,  Compaq  Computer 
.29...JIB.^1,.!^:..S.P■.,ES.ER,  Executive  Vice-President  &  CFO,  Sara  Lee 
30  ELIZABETH  A.  NELSON  CFO^  Macromedia 


3.0 
0.4 


1.2 
1.1 
0.4 


0.7  3.7 
3.1 3.5 
2.0      3.2 


1.8 
2.4 


HOW  THE  CEOs  RANKED 


RANK/EXECUTIVE  NAME/TITLE/COMPANY  NAME 


ANNUAL 
COMP. 


LONG-TERM 
COMP. 


2.9 
2.9 


2000 

COMP. 


MILLIONS 


14  MHEIJjm*  Pres.  &  CEO,  Avon  Products  $2.0      $5  7     $77 

g4-""""  «■ «■"■  Chmn.  &  CEO,  Golden  West  Financial L2 2.8      4.0 

?lJ*!y!5!!*d?!!!^  3.0      0.7      3.7 

31    BERYL  B.  RAFF  Chmn.  &  CEO,  Zale  "~J5 "|"g        on 

75  tmaWE  BL  HUM  Pnss.  &  CEO.  Brafr ~~ jjj       0.0        10 

.^.-L.,L.L,*,,.VIER,•0',  Chmn.  &  CEO.  Lillian  Vernon  0.9 ~0S 0*9 

110  Mm.  USUI*  Pres.  &  CEO,  AGL  Resources  0.6        0  0        06 

7-Lef.  company  Apr,.,  2000  8-Left  company  Jul,  200C L  I I  Became cloTJi  2000  *  ^'^  "'  '"  *G  AprN'  2°01 
Data:  Execucomp.  prov,ded  by  Standard  &  Poors  Institutional  Market  Services,  a  division  of  The  McGraw-Hill  Companies 
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People 


MEDIA  MOGULS 


CHARLIE  ERGEN:  ODD  MAN  OUT 
IN  THE  SATELLITE  GAME? 

EchoStar's  CEO  must  survive  the  consolidation  squeeze 


His  employees  sometimes  call  him 
Elvis,  though  not  to  his  face.  And 
like  the  King,  Charles  W.  Ergen, 
the  Tennessee  born  chairman  of  satel- 
lite-TV service  EchoStar  Communications 
Corp.,  can  play  to  the  crowd.  Every  oth- 
er month,  he  stars  in  his  own  show, 
Charlie  Chat,  part  infommercial,  part 
call-in  show  that's  beamed  to  the  nearly 
5.3  million  subscribers  to  EchoStar's  dish 
Network.  During  one  recent  show,  Ergen 
gave  a  smooth-talking  pitch  for  pay-per- 
view  movies  one  moment,  a  free  trip  to 
Ireland  the  next;  one  viewer  received 
free  installation  for  equipment  upgrades, 
another  got  Ergen's  interpretation  of 
Byzantine  Washington  legislation.  Then 
the  boyish-looking  Ergen  turned  serious 
as  he  described  his  feud  with  the  owner 
of  a  small  chain  of  TV  stations  whose 
tough  negotiating  position  had  forced  Er- 
gen to  take  two  of  its  stations  off  his 
system.  "They  said  to  us:  'Your  cus- 
tomers don't  count,'"  Ergen  intoned 
darkly,  urging  viewers  to  call  the  sta- 
tion owner. 

By  turns  populist  and  iron-fisted  busi- 
nessman, Charlie  Ergen  has  spent  much 
of  the  past  two  decades  facing  down 
threats  to  his  company  from  bigger,  rich- 
er rivals.  The  former  professional  black- 
jack player  is  nothing  if  not  shrewd;  he 
built  the  nation's  second-largest  satellite 
TV  service  with  junk  bonds,  cut-rate 
prices,  and  audacious  decisions.  Along 
the  way,  he  has  managed  to  swipe  cus- 
tomers from  cable  titan  John  Malone  and 
beat  News  Corp.'s  Rupert  Murdoch  in  a 
high-stakes  legal  battle  after  a  deal  col- 
lapsed. Now,  Ergen,  48,  is  suddenly  a 
key  player  in  the  drama  that  may  dra- 
matically alter  the  landscape  of  the  satel- 
lite business.  He  could  link  up  with  Mur- 
doch if  News  Corp.'s  shaky  deal  with 
General  Motors  Hughes'  DirecTV  unit 
falls  through.  Or  he  could  find  himself 
on  the  outside  as  those  two  link  up 
against  him. 

"MUSICAL  CHAIRS."  The  satellite  TV  busi- 
ness, which  has  been  gaining  in  sub- 
scribers for  five  years,  will  probably  un- 
dergo a  massive  consolidation  soon. 
Murdoch  wants  to  merge  his  far-flung 
satellite  holdings  in  Europe,  Asia,  and 
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elsewhere  with  DirecTV,  but  talks  have 
dragged  on  for  months.  If  GM  Hughes 
decides  instead  to  spin  off  DirecTV,  then 
EchoStar  could  become  a  hot  commodity. 
The  spun-off  unit  then  might  consider  a 
merger  with  EchoStar,  if  they  can  work 
out  anti-trust  concerns.  Murdoch  might 
also  seek  an  EchoStar  deal  as  a  backup 
plan.  Each  could  use  EchoStar's  sub- 
scribers, but  there's  one  big  hitch:  Er- 


gen. "I  don't  think  Charlie  is  a  sell* 
says  News  Corp.  President  Pt  tl 
Chernin.  "He's  having  too  much  fun.'  I 

Ergen  earned  his  place  in  the  com  ft 
dation  game  with  the  91%  staked 
EchoStar's  voting  shares  he  controls,  en 
company  had  revenues  last  year  of  I  i 
billion,  but  it  also  lost  $621  million  aD 
paid  for  new  satellites  and  service  cen  d 
and  piled  up  $4  billion  in  debt  to  e«t 
out  DirecTV  in  adding  subscribers.     Bf 

But  Ergen,  who  gave  up  his  bfc  s 
jack  career  in  the  late  '70s  after  he  ft 
booted  from  a  Vegas  casino  for  coun '  6 
cards,  seems  addicted  to  taking  rier 
The  big  one  now:  If  Murdoch  and  % 
recTV  find  a  way  to  merge,  can  he  if 
tinue  to  take  on  a  global  media  g  b 
with  his  cut-rate  service  and  heavy  ( i 
load?  Ergen  isn't  talking  about  it.  S) 
he  has  been  in  discussions  with  potei  i 
equity  partners,  say  Wall  Street  ir  eu 


BORN  Mar.  1,  1953, 
Oak  Ridge,  Tenn. 


EDUCATION  B.A.,  University  of 
Tennessee  at  Knoxville; 
MBA,  Wake  Forest  University. 


PREVIOUS  JOBS  Financial 
analyst  for  Frito-Lay; 
professional  blackjack       a 
player  in  Las  Vegas. 


CURRENT  JOB 

Chairman  and  CEO, 
satellite 
operator 
EchoStar 


-BIGGEST  RISK  "Retired"  at  age 
to  invest  in  the  stock  market  and 
then  go  into  business  for  himself 
Two  years  later,  in  1980,  he,  his 
wife  Candy,  and  his  poker  partner 
pooled  savings  of  $60,000  to 
launch  the  predecessor  to  EchoSt 


BIGGEST  COUP  In  1998,  he  ton 
News  Corp.  to  turn  over  satellite 
assets  after  alleging  that  CEO 
Rupert  Murdoch  reneged  on  a 
planned  merger. 


: 


AFTER  HOURS  Mountain  climbir 
poker,  and  pickup  basketball. 


FAMILY  Lives  with  Candy  and  fivd, 
children  in  Littleton,  Colo. — 


just  in  case.  And  if  GM  Hughes  de- 
I  to  spum  Murdoch  and  spin  off  from 
■arent  company,  cm,  Ergen  might  do 
jutrageous  and  bid  for  DirecTV  him- 
they  say.  "Ergen  has  always  wanted 
3  the  guy  that  the  big  guys  have  to 
through,"  says  Stephen  Keating, 
se  1999  book  Cutthroat  chronicled 
empire  building  of  Murdoch,  Malone, 
others. 

3  ROAD.  That  kind  of  dealmaking 
;d  absurd  back  in  1980  when  Ergen, 
rife  Candy,  and  poker-playing  buddy 
js  DeFranco  started  selling  large 
satellite  systems  door-to-door  in  Col- 
o,  Utah,  and  Wyoming.  They  lost 

first  dish  when  it  toppled  off  then- 
ar on  the  highway.  A  decade  later, 
$200  million  in  sales,  Ergen  jumped 
ie  big  time,  raising  $335  million  in 

bonds  to  join  a  federal  auction  for 
al  slots;  that  let  him  sell  smaller 

systems  to  aggressively  compete 
ist  cable  TV  operators.  After  going 
z  in  1995,  EchoStar  took  on  industry 
r  cm  Hughes  by  cutting  the  price  of 
h  and  set-top  receiver  to  $199  from 

Soon  he  was  giving  them  away  to 
•rners  who  signed  up  for  a  year's 
i  of  service.  By  1997,  he  had  1  mil- 
ubscribers,  according  to  the  industry 
letter  DBS  Investor.  "He  turned  the 
>mics  of  the  business  on  its  ear," 
Jimmy  Schaeffler,  president  of  the 
il-media  research  company  Carmel 

P; 

lined  as  a  CPA,  Ergen  has  always 
the  cheapest  exec  in  TV.  His  head- 
ers was  once  a  shopping  mall  in 
ton,  Colo.,  that  he  bought  in  a  bank- 
y  proceeding.  Employees  fly  red- 
for  cheaper  rates,  and  Ergen  makes 
double  up  in  hotel  rooms.  He  has 
no  less  rough  on  rivals:  In  1996, 
:ample,  he  offered  everyone  in  Boul- 
'olo.,  a  free  dish  just  days  after  the 
<Toted  to  deny  Malone's  Tele-Com- 
•ations  Inc.  a  franchise  there.  Ergen 
:eeps  lots  of  lawyers  around  to  sue 
he  thinks  have  wronged  him.  In 
ost  infamous  battle,  he  settled  a  $5 
i  suit  with  Murdoch  following  their 
'97  merger  attempt,  receiving  two 
tes  and  an  uplink  center  in  return 
ordoch's  8.5%  stake  in  the  company, 
tie  wonder  then  that  Ergen  isn't 

ito  join  up  with  Murdoch  again. 
*  the  terms  were  right — namely,  if 
l  retains  control  of  EchoStar — he 
ij  change  his  mind.  And  he  may 
I  l  his  own  takeover,  especially  if 
H  3S  succeeds  in  spinning  off.  To  help 
cl  Itar  through  the  almost-certain  anti- 
D  review,  Ergen  has  hired  hotshot 
W  ist  lawyer  David  Boies.  Audacious? 
N  >et.  But  it  would  be  a  show  that 
El  ;eep  even  Elvis  from  leaving  the 
D  lg. 
I  By  Ronald  Grover  in  Los  Angeles 
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Your  business  is  highly  successful.  Your  goals 
are  even  higher.  Do  your  communications  providers 
measure  up... or  are  there  limits  to  their  reliability 
and  responsiveness? 

For  communications-critical  companies,  limits 
mean  lost  time,  lost  dollars... lost  customers.  That's 
why  so  many  business  leaders  are  choosing  to  exceed 
the  limits.  With  Focal. 

Extremely  robust  voice,  data  and  Internet 
infrastucture  services.  Refreshingly  creative  thinking. 
Remarkably  responsive  customer  care.  To  improve 
the  way  you  do  business,  call  Focal.  Then  fasten 
your  seat  belt. 


FOCAL 


Exceed  The  Limits: 

Call  877.98. FOCAL 
www.  f  ocalexceed .  com 
Nasdaq:  FCOM 


Atlanta,  Boston,  Chicago,  Cleveland,  Dallas,  Detroit,  Fort  Worth,  Houston,  Los  Angeles, 
Minneapolis/St.  Paul,  New  York,  Northern  New  Jersey,  Oakland,  Orange  County, 
Philadelphia,  San  Francisco,  San  Jose,  Seattle,  Washington  DC,  Northern  Virginia. 


QWEST  COMMUNICATIONS*  recently  merged  with  US  West,  Inc.,  resulting  in  a 
company  with  60,000  employees  and  29  million  customers.  Unfortunately,  they  also 
had  two  different  technology  systems.  Thanks  to  enterprise  software  from  Microsoft, 
they  were  able  to  quickly  and  easily  bring  everyone-  and  everything- together  as  one. 


©  2001  Microsoft  Corporation.  All  rights  reserved.  Microsoft  Is  a  registered  trademark  of  Microsoft  Corporation  In  WW  U d  ' 

herein  may  be  the  trademarks  of  their  respective  owners. 


ites  and/or  other  countries.  The  names  of  actual  companies  end  products  mentioned 


Two  com  petite 
Working  together  will  be 
struggle  for  some.  But  their 
software  will  get  along  jus 


The  software 
"  ys  well  with  others 


Enterprise  software  from  Microsoft  helps  different 
systems  work  as  one.  One  company.  Now  running  many 
different  systems.  Sounds  tike  a  recipe  for  disaster.  Unless,  of 
course,  you're  running  flexible  business  software  like  the 
Microsoft*  .NET  Enterprise  Server  family.  This  software  makes 
cross-platform  sharing  a  reality.  It  also  makes  it  easier  for 
people  to  quickly  collaborate  across  organizational  boundaries, 
so  your  company  can  respond  to  changes  and  opportunities 
faster.  Now  if  we  can  just  figure  out  a  way  to  make  employees 
grudge-free,  we  might  really  be  onto  something.  To  find  out  how 
Microsoft  software  can  help  your  company  work  as  one,  visit 
microsoft.com/business  Software  for  the  Agile  Business. 


Microsoft 


If  he  runs  for  mayor  of  New  York, 
what  happens  to  his  empire? 


ichael  Rubens  Bloomberg  is 
floating  on  his  back  in  the  Dead 
Sea.  It's  early  April,  and  the  59-year-old  billion- 
aire businessman  is  on  his  first  trip  ever  to  the 
Middle  East,  a  sojourn  that  has  included  meet- 
ings with  the  King  of  Jordan,  the  Prime  Minister 
of  Israel,  and  the  mayor  of  Jerusalem.  On  this 
afternoon,  the  sky  is  clear,  the  beach  is  full  of  young  sun- 
bathers,  and  Bloomberg  is  feeling  pretty  good  about  life.  That's 
when  his  traveling  companion,  Bloomberg  executive  Kevin 
Sheekey,  needles  him,  saying:  "Tell  me  again  why  you'd  rather 
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By  Tom  Lowry 


be  in  Gravesend  or  Bensonhurst  than  he; 
Those  gritty  Brooklyn  neighborhoods  a  w 
away  will  be  the  testing  ground  for  Bloomberg's  newest 
bitions.  Within  the  next  two  months,  it's  almost  certain  tha 
will  declare  himself  a  Republican  candidate  for  New  York 
mayor,  leaving  the  helm  of  Bloomberg  LP,  the  privately 
media  and  financial-data  empire  he  has  built  in  the  past 
decades.  Back  in  1981,  Bloomberg  was  a  recently  fired,  i 
cocky  Salomon  Brothers  partner  who  came  up  with  ;i  m 
idea  for  providing  market  information — and  whose  $10 
lion  buyout  got  him  started.  Today  his  name  is  synonyn 


I 


\ 
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f. 
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financial  news.  The  Federal  Reserve  leases  "Bloombergs." 

oes  the  Vatican.  "A  Bloomberg  on  your  desk  is  more  than 

a  piece  of  equipment,"  says  Kenneth  B.  Marlin  of  media 

:hant  bank  Veronis  Suhler  &  Associates.  "It's  a  status 

3ol.  It  shows  you're  serious  about  making  money." 

3WN  MAN.  Bloomberg  pretty  much  created  the  business 

3  own  image.  Some  7,200  employees  around  the  world  toil 

demanding,  frenetic  environment  where  loyalty  is  prized 

lever  rehires  employees),  titles  are  nonexistent  (not  to 

Jon  offices),  and  bravado  is  encouraged.  The  company  de- 

s  business  information  in  100  countries,  puts  out  maga- 

,i,  and  runs  newswire,  radio,  and  television  operations— 

;?ing  in  annual  revenues  estimated  at  $2.5  billion.  Of 

we,  owning  nearly  three-quarters  of  the  company  has  its 

i  ntages.  Bloomberg  is  very  much  his  own  man:  He  pilots 

lilicopter  and,  with  no  shareholders  to  cross  him,  says 

■  much  what  he  pleases.  He  counts  among  his  recent 


dates  singer  Diana  Ross  and  Broadway  dancer  Ann  Reinking. 

Which  makes  it  all  the  harder  to  imagine  Bloomberg  as  a 
public  servant.  Unless,  that  is,  you  subscribe  to  the  theory  that 
Bloomberg  is  having  a  post-midlife  crisis  of  sorts.  "An  oversized 
ego  got  him  into  this  business,  and  an  oversized  ego  is  luring 
him  out  of  it,"  says  one  money  manager.  Bloomberg,  of  course 
explains  his  motivation  a  little  differently.  "Mae  West  once 
said  too  much  of  a  good  thing  is  a  good  thing,"  he  says.  "I  don't 
buy  it."  Even  if  he  loses  the  mayor's  race  in  November,  which 
wouldn't  be  surprising  in  a  city  that  usually  votes  Democratic 
Bloomberg  is  ready  for  a  second  act.  The  man  who  unabashedly 
used  to  call  himself  a  mogul  now  wants  to  be  known  as  a 
man  of  the  people. 

It's  not  an  overnight  conversion:  Bloomberg,  the  son  of  an  ac- 
countant and  a  secretary  in  Medford,  Mass.,  is  a  longtime  con- 
tributor to  education  programs  and  museums.  Said  to  be  worth 
$4  billion,  he  has  given  away  $300  million  in  four  years,  about 
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A  Bloomberg  on  your  desk  is... a  status  symbol 


Cover  Story 


half  of  it  to  his  alma  maters  Johns  Hopkins  and  Harvard. 
Bloomberg  isn't  one  of  those  quiet  do-gooders,  though.  "I'd  love 
to  run  a  public-health  organization,  or  the  World  Bank,"  he  de- 
clares. "Wouldn't  it  be  great  to  say  you  saved  more  lives  than 
anybody  in  the  history  of  the  world?" 

But  his  plans  raise  a  big  question:  What  happens  to 
Bloomberg  the  company  without  Bloomberg  the  man?  He  is 
stepping  down  at  a  pivotal  time.  The  economic  downturn  could 
force  big  Wall  Street  customers  (and  potential  overseas  clients) 

to  cut  back  on  their 
data  budgets.  And 
Bloomberg's  main  rival, 
British  news  and  data 
giant  Reuters  Group  PLC,  is  planning  a  major  new  Internet 
strategy  that  it's  convinced  will  help  cut  costs  and  win  market 
share.  Then  there's  the  question  of  a  successor.  Near  as  most 
people  can  tell,  there  isn't  one. 

FLAT  FEE.  In  one  way,  the  Bloomberg  business  is  about  as 
straightforward  as  they  come.  The  terminal  is  supposed  to  be 
the  only  piece  of  equipment  a  finance  professional  needs  to 
trade.  Think  of  it  as  one-stop  shopping  for  financial  informa- 
tion— only  in  this  case,  no  matter  how  much  you  buy,  the 
price  is  the  same:  $1,285  a  month  per  terminal  if  you  lease  more 
than  one.  "It's  an  all-or-nothing  prospect.  And  most  people 
pay,"  says  Larry  Tabb,  vice-president  of  the  securities  and  in- 
vestment practice  at  research  firm  TowerGroup.  "That's  the 
beauty  of  their  business  model." 


The  company  provides  what  is  regularly  regarded  as 
most  comprehensive  financial  data  available,  ranging  from  b 
yields  to  Securities  &  Exchange  Commission  filings  to  CE( 
ographies  to  analysts'  recommendations.  Wire-service  rep< 
are  there  for  the  reading.  There  actually  used  to  be  Bloom! 
"boxes."  Now,  customers  aren't  required  to  buy  the  h? 
ware — the  "terminal"  Bloomberg  execs  talk  about  is  re 
just  a  wire  through  which  Bloomberg  data  flow  into  any  old 
These  days,  "terminals"  also  allow  clients  to  execute  trades, 
soon  the  company  will  provide  software  to  speed  up  the 
tlement  time.  Executives  say  the  business  will  continu* 
grow  by  adding  on  these  kinds  of  innovative  products  anc 
winning  new  clients  in  Europe  and  Asia.  But  as  the  global  e 
omy  slows,  that  may  be  a  harder  sell. 

Bloomberg  has  faced  down  threats  before.  Web  sites  offe 
free  financial  data  were  supposed  to  lead  to  the  company's  e 
demise.  But  no  Net  startup  could  match  Bloomberg's  master 
information-gathering  and  number-crunching.  And  after  the  re 
dot-bomb  explosions,  Bloomberg  looks  more  credible  than  € 
Now,  though,  it  has  to  contend  with  a  rival  that  has  a  ma< 
name  for  itself  in  Europe  and  is  growing  fast  in  the  I 
Bloomberg  has  captured  36%  of  the  $7  billion  global  markel 
real-time  data.  But  since  1998,  when  Reuters  developed  a  new 
uities-data  tool  just  for  the  U.  S.,  it  has  added  more  than  25 
users  in  the  States.  And  Reuters  has  a  new  Net-sawy  Amer 
chief  executive,  Tom  Glocer,  who's  spending  $725  million  in 
next  four  years  on  technology,  in  part  to  shift  to  an  open  sys 


WHAT  MAKES  MIKE  RUN 

A  short  history  of  the  man  and  his  company 


1942  Born  on  Valentine's 
Day  in  Medford,  Mass. 

1964  Graduates  from 
Johns  Hopkins  University 
with  an  engineering  degree. 

1966  Earns  his  MBA  from 
Harvard  University;  goes  to 
work  for  Salomon  Brothers  in  low-level 
job  counting  securities  by  hand.  Over 
the  next  15  years,  rises  to  partner  and 
head  of  block  trading  operations. 


1981  Fired  from  Salomon  in  Au- 
gust amid  political  in-fighting. 
Using  his  $10  million  partner- 
ship payout,  he  starts  his  own 
company  providing  financial 
data,  Innovative  Market  Sys- 
tems (predecessor  to 
Bloomberg  LP). 

1982  Twenty  data  terminals 
installed  at  Merrill  Lynch,  which  also 
gives  him  $30  million  for  a  30% 

stake  in  the  company. 
Bloomberg  eventually 
buys  back  one-third  of 
that  stake  for  $200 
million. 

1989  Opens  sales 
office  in  Sydney,  its 
second  in  the  Asia- 
Pacific  region. 

1990  Starts  a  wire 
service,  Bloomberg 
Business 
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SERIOUS  about  makin; 


s  will  be  a  clear  test  of  Wall  Street's  preferences:  Bloomberg's 
ed  system  or  Reuters'  Web  offerings. 
^s  Bloomberg  adjusts  to  this  changing  environment,  a  new, 
easoned  executive  will  take  charge.  Whenever  a  founder 
res  a  company,  the  successor  needs  time  to  make  the  office 
own.  Bloomberg's  replacement  may  need  more  than  most, 
it's  not  just  because  of  Bloomberg's  outsize  personality, 
siderable  as  that  is.  It's  also  because  no  one  has  been 
omed  to  take  over.  "This  was  always  going  to  be  a  critical 
Diem  when  Mike  decided  to  leave,"  says  John  H.  Gutfreund, 
ner  managing  partner  of  Salomon  Brothers,  who  fired 
Dmberg  but  whom  Bloomberg  still  considers  a  mentor.  "I 
ss  he  just  didn't  have  his  succession  in  mind." 
SHOES.  But  lately,  Bloomberg  has  been  pondering  his  de- 
:ure  more  seriously.  In  March,  he  appointed  a  longtime 
nd,  investment  banker  Peter  T.  Grauer,  to  replace  him  as 
rman,  though  he  remains  ceo.  He  also  invited  former  SEC 
irman  Arthur  Levitt,  Alliance  Capital  Management  Hold- 
CEO  Frank  Savage,  personal-finance  writer  Jane  Bryant 
nn,  and  co-founder  Tom  Secunda  to  join  the  board.  And 
ier  this  year,  he  gave  nine  top  managers  a  glimpse  of 
t  it  might  like  to  be  ceo,  shuffling  them  through  each  de- 
ment for  two-week  stints.  "The  bad  news  is,  he's  not 
aceable,"  says  Bloomberg  friend  Steven  Rattner,  a  man- 
ig  director  of  Quadrangle  Group,  a  media  and  communi- 
ons investment  firm.  "The  good  news  is  that  after  20 
•s  of  building  up  his  business,  he  might  not  have  to  be  re- 


placed. A  mere  mortal  might  be  able  to  run  this  company." 
Indeed,  Bloomberg  will  be  leaving  his  successor  a  well-oiled 
machine.  Bloomberg  is  a  limited  partnership:  Merrill  Lynch  & 
Co.  has  a  20%  stake,  six  longtime  employees  hold  8%,  and 
Bloomberg  owns  the  rest.  The  company  doesn't  report  earnings, 
but  profit  margins  are  estimated  to  be  20%,  and  revenues 
have  grown  at  25%  a  year.  But  Bloomberg  says  this  year 
may  be  a  little  soft.  Certainly,  though,  the  company  has  had  the 
luxury  of  coming  of  age  in  the  longest  bull  market  in  history. 
Fueled  by  the  rush  of  new  money  into  stocks,  Wall  Street 
firms  fattened  their  data  budgets  and  pushed  investment  prod- 
ucts (such  as  derivatives  and  options)  that  required  new  ana- 
lytics. Bloomberg  could  churn  them  out  faster  than  any  rival. 
Credit  goes  to  Secunda,  46,  a  PhD  mathematician  and  head  of 
research  and  development  who  met  Bloomberg  at  Salomon.  Se- 
cunda and  his  team  created  sophisticated  data  models  that 
enabled  clients  to  slice  and  dice  detailed  information  before  de- 
ciding which  stocks  and  bonds  to  buy  or  sell.  "We  figured  out 
early  on  that  the  computer  can  be  used  as  more  than  just  a 
clerical  back-office  tool,"  says  Secunda.  Today,  even  though 
Bloomberg  has  a  huge  media  presence,  fully  95%  of  revenues 
still  come  from  its  terminals. 

What's  more,  Bloomberg's  service  has  rarely  been  faulted; 
clients  can  call  a  24-hour  help  line — or  e-mail  Bloomberg  di- 
rectly. Tech  and  salespeople  regularly  visit,  and  products  are 
frequently  upgraded.  "One  of  his  people  is  on  our  trading 
floor  at  least  once  a  month  asking  us  what  we  need,"  says 


missed,  the  other  withdrawn. 
I,  publishes  his  autobiogra- 
nberg  by  Bloomberg.  Best 
t's  money  talking.  It's  what 
publicity — made  Bloomberg, 
Jusehold  name,  at  least  a 
or  success— and  ensures  that 
I'll  have  a  long  obituary  in 
fork  Times." 
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tronomy  opened 
in  1990. 

Utters  now- 
famous  quote 
about  his  hob- 
bies: "Theater, 
dining,  and 
chasing  women. 
Let  me  put  it 
this  way:  I'm  a 
single,  straight 
billionaire  in 
Manhattan. 
What  do  you 
think?" 

2000  Arranges 
for  Bloomberg 
TV  anchors  to 
record  an- 
nouncements 
for  the  Metro- 
politan Transit 
Authority's  new 
subway  cars. 

2001  156,000  terminals  installed, 
nearly  triple  the  number  six  years 
earlier,  in  some  100  countries. 
More  than  7,000  employees  work  in 
9  sales  offices,  2  data  centers, 

and  79  news  bureaus  around  the 
world. 

Hires  heavyweight  political  consul- 


tant David  Garth  in  February  to  help 
him  prepare  to  run  for  New  York  City 
mayor.  In  March,  steps  down  as  chair- 
man of  the  board  of  Bloomberg  LP  and 
adds  four  new  board  members,  includ- 
ing former  SEC  Chairman  Arthur  Levitt. 

Data:  Bloomberg  by  Bloomberg,  BusinessWeek 
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Reuters  has  added  25,000  U.S.  users  since  '9 


GLOCEROF 
REUTERS: 

He's  spending 
$725  million  over 
four  years  to  stream- 
line technology 


Michael  W.  Clark,  head  of  global 
equity  trading  at  Credit  Suisse 
First  Boston.  "They  are  constantly 
building  and  expanding."  In  the 
past  six  years,  Bloomberg  has 
tripled  the  number  of  terminals  it 
leases,  to  more  than  156,000. 
That  kind  of  growth  has  proba- 
bly gone  the  way  of  the  bull  market,  $10,000  dinners,  and  casual 
Fridays.  Bloomberg  himself  likes  to  say  that  "the  information 
business  is  exactly  the  opposite  of  sex — when  it  is  good,  it  is 
still  lousy."  But  consider  that  false  modesty.  Bloomberg  execs, 
brash  even  in  troubled  times,  don't  see  any  reason  why  the 
company  can't  keep  enticing  new  customers  with  more  services 
and  products.  After  all,  the  market  won't  become  less  compli- 
cated just  because  it's  more  volatile. 

One  growing  business  is  providing  "order  management" 
software.  It  is  designed  to  help  big  money-management  firms 
track  and  speed  up  transactions.  The  software  is,  of  course, 
available  through  the  Bloomberg  wire.  Execs  expect  the  service 
to  be  in  great  demand  as  SEC  regulators  push  firms  to  shorten 
the  time  it  takes  to  settle  a  trade  from  about  four  days  to  one. 

Bloomberg  also  devel- 
oped an  electronic-trad- 
ing-platform, Trade- 
book,  which  allows 
clients  to  trade  globally  and  remain  linked  to  the  Bloomberg 
wire.  "You've  got  to  get  your  product  to  your  customer  on  any 
medium  and  on  any  hardware  they  want,"  says  Lou  Eccleston, 
head  of  transactional  products. 

Growth  could  also  come  from  overseas,  where  Bloomberg 
terminals  are  not  yet  commonplace  and  Reuters  screens  are 
ubiquitous — in  Europe,  anyway.  Less  than  40%  of  Bloomberg's 
leases  are  in  Europe,  and  only  13%  are  in  Asia.  Lex  Fenwick, 
based  in  London,  heads  the  800-person  sales  force  for  Europe 
and  the  U.S.  He  figures  there's  room  to  grow  in  Europe, 
though  less  since  the  downturn.  "My  biggest  worry  is  motivat- 
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ing  a  sales  force  that  has  had  it  relatively  easy  i 
ing  Bloombergs,"  he  says.  In  Asia,  the  sales  p 
could  be  even  harder  to  make.  Financial  institut 
haven't  completely  recovered  from  the  crisis 
1997.  Now  they  have  to  contend  with  the  coi 
quences  of  a  U.  S.  slowdown,  too.  "The  first  156 
terminals  were  easy.  It  will  be  the  next  156 
that  will  be  the  challenge,"  says  John  A. 
Conville,  editor  of  newsletter  Inside  Market  D 
Indeed,  more  austere  times  could  work  aga 
Bloomberg.  It's  not  hard  to  imagine  the  day  w 
some  U.S.  money  managers  and  traders  can 
longer  afford  more  than  one  financial-data  ser 
on  their  desk.  And  some  analysts  say  it  couk 
the  Bloomberg  box  that  gets  nixed.  That's  in 
because  its  competitors — Reuters,  Bridge  In 
mation  Systems,  and  Thomson's  ilx  Systen 
all  offer  more  flexible  pricing.  And  cost  c< 
trump  quality.  "His  one-size-fits-all  makes 
vulnerable  at  that  high  price,"  says  Bernie  "W 
stein,  ceo  of  ilx  Systems,  which  has  about  160 
users,  some  of  whom  pay  just  $50  a  month  f< 
basic  service. 

PULL  THE  PLUG?  Rival  Reuters  charges  $20 
$1,100  a  month,  depending  on  the  data  delive 
Reuter's  data  can  be  intermingled  with  a  elk- 
own  data  and  programs.  Analysts  say  that  to 
entangle  it  would  be  more  expensive  than  to 
give  up  the  Bloomberg.  Plus,  Reuters  offers 
counted  rates  for  bulk  orders,  so  there's  incentive  not  to  cut 
number  of  screens.  But  Bloomberg  won't  budge  on  pricing 
has  worked  for  20  years,"  he  says. 

More  important,  though,  Reuters  is  challenging  the 
technological  premise  of  the  Bloomberg  box.  The  London 
pany  is  betting  that  the  Internet  is  the  best  and  chea] 
way  to  deliver  data  to  customers.  Under  41-year-old  Gloc< 
former  lawyer  who  can  write  software  code,  Reuters  is  mo 
from  a  proprietary  system  similar  to  Bloomberg's  toward  an 
Internet  model.  That  will  allow  clients  access  to  all  of  Reul 
services  anywhere  they  can  get  on  the  Net;  Bloomberg  u 
will  still  need  that  wire  hookup.  Glocer  predicts  the  switch 
save  $150  million  a  year  starting  in  2003  and  will  give  the 
pany  even  more  flexibility  in  pricing,  thus  allowing  Reutei 
reach  more  customers. 

By  contrast,  Bloomberg  still  insists  that  the  Net  is  too 

DATA  WARS 

Bloomberg  holds  on  to  a  slim  lead-for  now 


PROVIDER 

REVENUE  ESTIMATES*  i                   SCREENS 
IN  2000  BILLIONS     |                    LEASED 

BLOOMBERG 

$2.4        156,00 

REUTERS 

2.3        285,00 

I 

BRIDGE  INFORMATION 
SYSTEMS 

1.6    |    185,00 

ILX  SYSTEMS** 

0.29        60,00 

*From  leased  screens  only                                                           "Owned  by  Ihom 
Data:  Risk  Waters  Group 
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Want  to  know  more  about  Chris's  favorite  technology? 

Don  t  worry.  It's  not  a  secret.  Just  visit  us  at  www.worldcom.com 
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Pivotal  probl 

LONDON 
OFFICE: 

Inroads  in  Europe 
have  been  tough, 
and  in  Asia,  even 
tougher 


reliable"  a  way  to  deliver  his  prod- 
uct. Servers  go  down,  security  is 
dicey,  and  he  has  faith  in  a  closed 
system.  There's  a  Bloomberg  Web 
site  with  data  and  news  for  free. 
But  the  ceo  was  an  early  skeptic 
of  the  Internet  gold  rush,  and 
these  days  he  figures  that  he  has 
been  proved  more  right  than  wrong. 

Reuters  also  may  have  the  edge  in  taking  customers  from 
troubled  Bridge  Information  Systems  Inc.,  the  equity-data 
provider  with  185,000  screens.  Bridge  filed  for  bankruptcy  in 
mid-February  and  is  looking  for  a  buyer.  Reuters  may  be  in- 
terested in  a  piece  of  Bridge,  but  Bloomberg  isn't  likely  to  bid 
for  any  of  it.  Bridge's  customers  are  not  typically  the  big  in- 
vestment banks  that  Bloomberg  goes  after. 
SECRET  SUCCESSOR.  Even  as  Reuters  gains  momentum  and 
the  markets  dip  to  new  lows,  Bloomberg  is  uncannily  calm; 
there's  no  doubt  that  he  is  backing  away  from  the  business.  In 
most  companies,  this  would  be  the  time  for  the  heir  apparent  to 
begin  easing  into  the  job.  At  Bloomberg,  there  is  no  such 
transition  going  on.  "That's  not  unusual  for  an  entrepreneurial 
company,"  says  Charles  M.  Elson,  director  of  the  Center  for 

Corporate  Governance 
at  the  University  of 
Delaware.  "But  for  a 
multibillion-dollar  com- 
pany, it's  highly  unusual.  If  I  were  an  outside  director  on  his 
board,  I'd  be  very  concerned." 

Bloomberg  simply  says  he  has  taken  care  of  things.  Years 
ago,  he  named  a  successor  in  his  will  and  instructed  that  per- 
son— whose  identity  is  secret — to  sell  the  company  within  two 
years  of  his  death.  And  if  he  decides  to  run  for  mayor,  he'll  ap- 
point one  of  his  top  executives  to  fill  in  until  the  November 
election.  When  he  might  do  that  is  anyone's  guess.  Levitt,  for 
one,  isn't  worried  about  the  talent  pool.  "This  is  a  company  with 
a  soul,"  he  says.  "I've  never  seen  a  more  focused  manage- 
ment." But  executives  at  Merrill  Lynch  would  like  Bloomberg 
to  include  outsiders  in  his  search.  Says  Jerome  P.  Kenney, 
Merrill's  senior  vice-president  for  research  and  strategy:  "He's 
determined  his  group  of  executives  can  succeed.  We're  going  to 
find  out  soon." 

Whatever  happens,  Bloomberg's  replacement  probably  won't 
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be  as  overbearing  as  he  is 
it's  unlikely  he'll  have  the  hig 
cial  profile  Bloomberg  does,  e 
Bloomberg,  who  divorced  ! 
Brown  seven  years  ago,  is  a 
lar  at  the  Metropolitan  Must 
annual  ball;  he  invites  New 
glitterati  to  dinner  parties  a 
townhouse  on  Manhattan's  X. 
East  Side  and  has  dined  wil 
personality  Barbara  Walters 
also  owns  two  properties  in 
York's  Westchester  County, 
of  the  city,  and  is  building  a 
tion  house  in  Bermuda.  Bloom 
it  turns  out,  likes  to  compare 
self  to  the  famed  fast-food 
preneur    Colonel    Sanders 
Colonel  Sanders,  I  mean  bein 
big  personality.  [My  employees 
going  to  miss  that,"  he  says 

Bloomberg  takes  pride  ii 
candor — in  being  something 
maverick.  From  the  start,  he  rejected  corporate  prol 
such  as  titles  and  offices,  in  hopes  of  creating  a  freer 
ronment.  He  calls  the  maze  of  cubicles  in  the  cramped 
pany  headquarters  on  Park  Avenue  in  Manhattan  an 
plant."  Others  say  it's  more  like  a  trading  floor,  right 
to  the  machismo.  "The  expectations  were  ridiculous,"  s 
former  Bloomberg  reporter.  "Ten-hour  days  without  a 
were  routine.  A  journalistic  sweatshop  could  be  an  ace 
description." 

The  company's  aggressive  culture  has  tainted  Blooml 


BLOOMBERG:  THE  EMPIR 

DATA  TERMINALS  156,000  leased  in  100  countri 
priced  at  $1,285  a  month  per  terminal. 


WIRE  SERVICE  1,000  reporters  in  79  bureaus  worl 
wide;  4,000  stories  filed  a  day.  Bloomberg  articles 
pear  daily  in  The  New  York  Times,  The  Washington 
Post,  and  Le  Monde. 


RADIO  Anchored  by  New  York  AM  station  WBBR 
1130,  it  provides  syndicated  reports  to  more  than  2 
stations. 


TELEVISION  The  24-hour  satellite  operation  broad 
casts  in  seven  languages  reaching  178  million  hous 
holds  worldwide. 


MAGAZINES  Publishes  four,  including  Bloomberg  I 
sonal  Finance  and  Bloomberg  Markets. 


INTERNET  Bloomberg.com  provides  news  and  finar 
cial  information.  Gets  about  180  million  hits  a  mon 


BOOKS  Bloomberg  Press  publishes  finance  books;  4C 
ties  in  print,  including  Mutual  Funds  by  Mary  Rowlanc 


ECN  Bloomberg  Tradebook  enables  investors  to  trad 
stocks  through  the  Bloomberg  terminal.  Average  dai 
trading  volume  is  about  90  million  shares,  vs.  265 
million  shares  on  Reuters'  Instinet. 
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ROBJN  NOTICED  THE  PROBLEM 
ALMOST   IMMEDIATELY 

While  some  solutions  are  readily  apparent,  others  require  deeper  insight. 
With  capital  markets  experience  across  all  industries,  First  Union  Securities 
has  guided  hundreds  of  growing  companies  through  complex  strategic 
decisions  with  unmatched  private  equity  investing,  advisory  services  and 
capital-raising  solutions.  Our  ideas  can  help  you  achieve  your  goals. 


SECURITIES 

A  powerful  ally. 

Jnion  Securities  is  the  trade  name  under  which  First  Union  Corporation  conducts  its  investment  banking,  securities  and  capital  marl-  through  its  bank  and 

ink  subsidiaries,  including  FIRST  UNION  SECURITIES,  INC.  ("FUS1"),  member  NASD,  NYSE  and  SIPC,  and  ihe  institutional  finance  divisions  ol  1  irsi  I  nion  National  Bank 
>*").  M&A  advisory,  equity  and  debt  underwriting  are  provided  by  FUSI.  Principal  investing  is  provided  by  First  Union  Corporation  ("FTU'V  ©2001  First  Union  Corp. 


Harassment  CHARGES  could  haunt  his  b 


personal  reputation.  In  the  late  1990s,  he  was  accused  of 
sexually  harassing  female  employees.  One  lawsuit  was  dis- 
missed, another  was  withdrawn,  and  a  third  was  settled 

in  2000  for  an  undis- 
closed amount.  Bloom- 
berg, who  denies  it 
all,  says:  "When  your 
name  is  on  the  door,  you're  a  target  of  this  kind  of  stuff." 
The  claims  have  come  up  again  with  his  foray  into  politics. 
Hoping  to  finally  shake  them,  Bloomberg  took  a  lie-detector 
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test,  which  he  says  proves  his  innocence — but  which 
hasn't  released. 

Sipping  coffee  one  afternoon,  Bloomberg,  tanned  ft 
his  trip  to  the  Middle  East,  sits  in  a  cubicle  watching 
whirl  of  his  newsroom.  For  all  intents  and  purposes, 
has  already  let  go.  "Will  it  be  painful  for  me  to  leave 
company?  Sure  it  will.  But  if  you  want  go  out  on 
you've  got  to  go  out  when  it's  painful."  Minutes  later, 
picks  up  his  briefcase  and  heads  out  into  the  city  th 
likely  to  be  his  toughest  sell  yet. 


HIZZONER,  MAYOR  BLOOMBERG? 


So  what  makes  a  billionaire  media 
executive  who  runs  a  company 
with  7,200  employees  think  he 
can  manage  the  Big  Apple  and  its 
8  million  citizens?  Truth  is,  Michael 
R.  Bloomberg  thinks  he  can  do  pret- 
ty much  anything.  Especially  when 
everyone  else  thinks  he  can't.  Once 
he  officially  announces  his  candidacy 
in  two  months  or  so,  Bloomberg  will 
sell  himself  to  the  voters  as  a  politi- 
cal outsider  with  vision  and  manage- 
rial expertise.  "I  won't  be  beholden 
to  anybody,"  he  vows. 
To  better  his  odds  of 
making  it  past  the  pri- 
maries, Bloomberg,  a 
lifelong  Democrat, 
changed  his  registration 
last  year  to  Republican. 
That  way,   Bloomberg 
will  likely  face  only  one 
or  two  foes;  as  a  Demo- 
crat he  probably  would 
oppose  four,  all  public 
officials.  "I'm  more  of  a 
Democrat  than  any  of 
these  guys,"  Bloomberg 
quips  of  his  possible  ri- 
vals, including  City 
Comptroller  Alan  G. 
Hevesi,  the  only  candi- 
date to  declare  so  far.  Bloomberg  is 
against  the  death  penalty,  and  on  most 
other  issues,  such  as  reproductive 
rights,  he's  a  traditional  Democrat. 
DEEP  POCKETS.  It  doesn't  hurt  that 
Bloomberg  can  afford  to  spend  tens  of 
millions  of  dollars  on  a  run.  As  one 
analyst  who  follows  his  company  said: 
"He  can  Corzine  this  election,  no 
problem."  That's  a  reference  to  anoth- 
er rich  guy,  former  Goldman  Sachs 
ceo  Jon  Corzine,  who  spent  $63  mil- 
lion to  win  a  New  Jersey  U.  S.  Senate 
seat  in  November.  Bloomberg  says  he 
won't  take  a  dime  from  the  public  un- 
til he  has  a  record  to  run  on.  "Maybe 
the  next  time  around,"  he  says  in  all 
seriousness. 

sWeek  /  April  23,  2001 


Can  a  member  of  the  board  of  the 
Metropolitan  Museum  of  Art,  who 
lives  on  the  tony  Upper  East  Side 
and  flies  his  own  helicopter  connect 
with  the  construction  worker  in  Ca- 
narsie  or  the  McDonald's  burger-flip- 
per on  Staten  Island?  "This  is  the 
American  Dream  they  are  looking  at. 
I  started  as  poor  as  anybody  and 
worked  my  way  up,"  insists 
Bloomberg.  Well,  he  started  out  mid- 
dle-class anyway. 

To  get  ready  for  a  tough  race,  he 


has  hired  top-flight  ad- 
visers. The  team  in- 
cludes: media  strategist 
David  Garth,  71,  who 
has  worked  on  155  cam- 
paigns, most  notably 
that  of  Mayor  Rudolph 
W.  Giuliani;  Barnard  College  profes- 
sor Ester  R  Fuchs;  and  City  Univer- 
sity of  New  York  education  professor 
Alan  Gartner.  His  pick  for  police 
chief?  He'd  bring  back  Raymond  Kel- 
ly, most  recently  head  of  U.  S.  Cus- 
toms Service.  "Mike  has  all  the  cre- 
dentials," says  Garth.  "You  don't  run 
a  business  like  his  without  being 
smart  on  your  feet." 

Indeed,  Bloomberg  says  he'll  mar- 


BIG  SWITCH 

Bloomberg  changed 
parties  to  avoid 
facing  a  brutal 
primary  campaign 


ket  himself  as  the  ceo  mayor.  "I  can 
manage.  That's  the  blocking  and 
tackling  on  financials.  I  can  lead,  hav 
ing  the  convictions  to  follow  through 
on  my  ideas,"  he  says.  "I  listen.  I 
built  a  business  listening  to  my  cus- 
tomers. I'm  accountable.  I've  been  sc 
to  Wall  Street,  to  my  employees,  to 
my  board." 

Another  New  York  businessman 
who  knows  a  thing  or  two  about 
branding  himself  likes  what  he  sees 
so  far.  "He's  got  a  great  reputation 
here  in  New  York," 
says  Donald  Trump. 

O.  K.,  so  there's  one 
vote.  It  would  probabl; 
take  anywhere  from 
$15  million  to  $25  mil 
lion  for  Bloomberg  to 
win  the  race,  estimates 
Garth.  No  matter  how 
much  he  spends,  some 
believe  he  will  remain 
long  shot  in  a  Democn 
tic  city.  "And  business- 
men have  not  had  a 
very  successful  record 
winning  mayoral  races, 
says  political  consultan 
Norman  Adler. 

But  Bloomberg  is 
trying  to  do  what  it 
takes,  even  struggling 
with  Spanish  lessons  t< 
woo  the  city's  Latinos 
"What  can  I  say?  I'm  j 
gringo,"  he  says  with  i 
shrug.  And  he's  out  an 
about  more  than  ever.  "He's  like 
horsesh-  at  a  rodeo.  He's  every- 
where," says  his  friend,  gossip 
columnist  Liz  Smith.  "I  want  him  to 
win  for  selfish  reasons.  I'd  love  to 
cover  a  bachelor  mayor."  And 
Bloomberg,  no  doubt,  would  love  to 
have  Smith  write  about  him  as  lliz- 
zoner,  the  bachelor. 

By  Tom  Lowi 
in  New  )o) 
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Social  Issues 


EDUCATION 


SPENDING  YOUR  KIDS 
INTO  COLLEGE 

Upromise's  savings  plan  works  like  a  frequent-flier  account 


Saving  money  to  send  their  chil- 
dren to  college  is  a  big  worry  for 
most  American  families.  And  for 
good  reason.  While  the  tab  for 
four  years  of  college  has  ballooned  to 
$50,000,  on  average,  for  public  universi- 
ties— and  $110,000  for  private  ones — 
half  of  the  nation's  parents  say  they 
have  salted  away  $1,000  or  less.  With 
college  costs  outpacing  inflation,  within  a 
few  years,  "40%  of  the  kids  who  want 
to  go  to  college  won't  be  able  to,  simply 
because  of  lack  of  money,"  warns  former 
New  Jersey  Governor  Thomas  H.  Kean, 
now  president  of  Drew  University. 

Now  a  new  company  wants  to  help 
parents  save  more.  On  Apr.  24,  U- 
promise  Inc.,  a  Brookline  (Mass.)  startup, 
will  launch  an  ambitious  nationwide 
scheme  that's  a  twist  on  the  ubiquitous 
airline  frequent-flier  program.  In  this 
case,  parents  who  buy  from  Upromise's 
network  of  companies — from  General 
Motors  Corp.  to  local  restaurants — will 


tions.  Parents  will  be  able  to  track  the 
account  on  Upromise's  Web  site. 

The  company,  which  is  privately  held, 
will  profit  by  collecting  administrative 
fees  from  participating  companies  on 
each  transaction.  Upromise  will  also  re- 
ceive payments  from  the 
financial  firms  that  will 
manage  the  savings  ac- 
counts, including  Fidelity 
and  Salomon  Smith  Bar- 
ney. "It's  the  most  innov- 
ative idea  I've  ever  seen," 
says  former  Senator  Bill 
Bradley  (D-N.J.)  who  has 
joined  Upromise's  board, 
along  with  Kean,  Harvard 
University  Business 
School  Dean  Kim  Clark, 
and  David  Rockefeller  Jr. 

What  gives  Upromise 
instant  credibility  is  its 
blue-chip  roster  of  partici- 
pants. In  addition  to  gm, 


has  slowed  to  a  trickle,  Upromise 
raised  $90  million  from  venture 
"It's  a  unique  idea  that  will  att 
many  millions  of  customers,"  says 
Ford,  general  partner  at  investor 
eral  Atlantic  Partners,  which  he 
fund  E-trade  and  Priceline.com,  and 
a  lead  investor  in  Upromise. 
JUST  PEANUTS?  It's  no  sure  thin 
course.  Parents  may  become  disillusi 
if  the  promise  doesn't  live  up  to 
hype.  A  family  earning  $60,000  a  y 
the  median  income  for  households 
children — would  accumulate  just  ! 
over  15  years  by  spending  with  pa: 

pating  merchants,  ac-  

cording  to  Upromise's  OBSESSED: 
calculations.  The  com-  CEO  Bronnt 
pany  argues  that  now  42,  had 
savings    could    reach   drop  out  of  I 


FROM  PLASTIC  TO  SHEEPSKIN 

Starting  on  Apr.  24,  Upromise  will  offer  parents  a  chance  to  save  for 

children's  college  costs  each  time  they  spend  money  at  companies  in  its 

network — such  as  AT&T,  Citibank,  and  GM.  Here's  how  the  program  operates: 


_^jt  Each  company 
^W  sends  a  portion  of 
the  funds  you  spend  to 
your  Upromise  account. 
For  example,  AT&T  has 
agreed  to  pay  4%  of  any 
outlays,  so  if  you  spend 
$50  a  month,  say,  on 
long-distance  service, 
your  Upromise  account 
will  get  $24  a  year. 


_^jt  Once  every  quarter, 
^W  Upromise  deposits 
the  money  into  your 
child's  so-called  529 
account,  part  of  a  new 
tax-deferred  college-sav- 
ing system  that  most 
states  have  set  up.  The 
accounts  are  managed  by 
firms  such  as  Fidelity  and 
Salomon  Smith  Barney. 


^^  Friends  and  relatives 
^^can  sign  up,  too, 
so  that  their  spending 
benefits  your  child's 
college-tuition  fund.  You 
can  also  add  directly  to 
the  funds  in  your 
account — in  much  the 
same  way  you  would  to  a 
regular  savings  account. 

Data:  Upromise  Inc. 


get  rebates  ranging  from  less  than  1%  to 
10%  of  their  purchases.  The  money  will 
be  deposited  directly  into  a  tax-deferred 
college  savings  account  set  up  for  the 
buyer's  child.  What's  more,  anyone  can 
sign  up  for  a  child's  account,  so  parents 
can  recruit  grandparents  or  friends  to 
help  turn  their  purchases  into  contribu- 

Rn-.infi^Wftt'k  /  Anril  ?3    ^001 


the  company  has  signed  up  AT&T,  CVS, 
and  Citibank,  plus  more  than  a  dozen 
others  to  be  unveiled  on  launch  day. 
They  have  been  joined  by  many  smaller 
companies,  from  Brooks  Brothers  and 
landsend.com  to  some  7,000  restaurants. 
The  idea  has  also  captivated  Wall 
Street:  At  a  time  when  venture  capital 


$24,000— but  only  if  the  famil} 
bought  a  house  through  real  e 
agents  affiliated  with  Upromis 
got  family  members  to  chip  in 
In  addition,  parents  may 
more  bang  for  their  buck  fron 
quent-flier  programs.  Most  c 
promise's  rebates  are  less  thai 
5%  to  9%  fliers  receive  when 
use  an  airline  frequent-flier 
card.  As  a  result,  "I  don't  thi 
will  be  an  overwhelming  succ 
warns  Randy  Petersen,  edit 
InsideFlyer  magazine,  which  I 
the  frequent-flier  industry. 
Still,  if  it  works,  Upromise 
become  the  biggest  innovation  in 
ty  marketing  since  American  Ah 
Inc.  invented  frequent  llier  miles  in 
Upromise  is  trying  to  make  a  prd 
of  what  amounts  to  a  grand  socfl 
periment.  Its  purchase  plan  is  ink 
In  lure  parents  into  doing  what  e 
mists   have   been   recommending 
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years — saving  more.  Paying  with  an  air- 
miles  credit  card  may  add  up  to  a  bet- 
ter deal,  but  Upromise  wants  to  win 
parents  over  to  the  idea  that  a  little 
less  short-term  gratification  is  worth 
swapping  for  their  child's  education. 

Upromise  is  the  brainchild  of  Michael 
Bronner,  a  whiz-kid  who  built  a  com- 
pany called  Digitas  into  a  leader  in  loy- 
alty marketing  by  coming  up  with  inno- 
vative programs  for  clients  such  as 
AT&T.  In  1999,  after  selling  most  of  his 
stake  to  private  investors  for  more  than 
$100  million,  Bronner,  now  42,  began 
looking  for  a  way  to  help  kids  pay  for 
college.  The  issue  had  been  an  obsession 
ever  since  he  was  forced  to  drop  out 
of  Boston  University  when  his  money 
dried  up.  After  coming  up  with  the 
Upromise  concept,  Bronner  used  his 
gold-plated  Rolodex  to  take  it  directly  to 
Citigroup  Chairman  Sanford  I  Weill, 
AT&T  Chairman  C.  Michael  Armstrong, 
and  GM  Vice-Chairman  Harry  Pearce, 
among  others. 

"MIRACLE."  Bronner  persuaded  them 
that  Upromise  could  promote  a  socially 
worthy  cause  while  building  customer 
loyalty.  For  example,  once  customers 
see  4%  of  their  AT&T  long-distance 
spending  going  into  their  college  ac- 
counts, "they  won't  change  their  carrier 
just  to  save  a  few  pennies,"  enthuses 
Howard  McNally,  co-president  of  AT&T 
Consumer,  which  will  be  the  only  long- 
distance carrier  to  offer  Upromise.  If 
parents  can  stay  hooked  for  10  or  15 
years,  until  their  kids  graduate  from 
college,  adds  Richard  G.  Barlow,  ceo  of 
Frequency  Marketing  Inc.,  a  consulting 
firm,  "it  will  be  a  marketing  miracle." 

The  key  target  for  Upromise  will  be 
the  37  million  families  with  children  un- 
der 18.  Lance  and  Kelly  Walker  of  Po- 
tomac Falls,  Va.,  have  a  1-year-old 
daughter  named  Anna.  Lance,  26,  earns 
$65,000  as  a  business  analyst,  while  Kel- 
ly stays  home  with  Anna.  Because 
there's  not  much  discretionary  income 
left  after  they  pay  the  bills,  the  couple 
leapt  at  the  chance  to  try  out  a  pilot 
program  Upromise  started  last  winter. 
"This  is  a  pretty  slick  way  to  start  sav- 
ing for  college,"  says  Lance,  who  says 
they  plan  to  switch  to  AT&T  and  to  a 
Citibank  credit  card.  Citi  will  pay  a  1% 
rebate  on  everything  the  Walker's 
charge,  in  addition  to  any  rebates  from 
participating  companies. 

Of  course,  making  college  affordable 
to  average  Americans  will  require 
greater  efforts  to  restrain  the  growth  in 
college  costs,  as  well  as  more  scholar- 
ship money,  argues  Kean.  Still,  in  a 
country  in  which  the  average  family 
with  children  has  just  $12,900  in  finan- 
cial assets,  Upromise  just  might  help 
make  saving  look  as  easy  as  spending. 
By  William  C.  Symonds  in  Boston 


Legal  Affairs 


THE  JUDICIARY 


NEW  ORDER 
IN  THE  COURT 


Despite  his  centrist  talk, 
the  President  is  racing 
to  fill  the  federal  bench 
with  conservatives 

One  day  in  early  January,  well  be- 
fore he  was  sworn  in,  George  W 
Bush  sat  down  with  Alberto  R. 
Gonzales,  his  soon-to-be-named 
White  House  Counsel.  The  incoming 
President's  instructions:  Start  inter- 
viewing candidates  immediately  for  fed- 
eral judicial  vacancies.  "He  [said]  that 
we  needed  to  move  as 
quickly  as  we  could,"  re- 
calls Gonzales,  a  former 
Texas  State  Supreme 
Court  justice.  "It  is  im- 
portant to  the  President,  which  makes 
it  important  to  me." 

Nominating  judges  isn't  something 
Bush  talked  about  a  lot  during  the  cam- 
paign. And  he  still  doesn't  give  the  issue 
much  airtime.  But  it's  critically  impor- 
tant to  many  conservatives  who  rallied 
behind  Bush  when  he  was  fighting  for 
the  GOP  nomination.  And  now  it's  pay- 
back time.  "This  was  the  most  impor- 
tant issue  of  the  last  election,"  insists 
Clint  Bolick,  co-founder  of  the  conserv- 
ative Institute  for  Justice.  "We  were 
electing  a  judiciary,  not  a  President." 
RACING  AHEAD.  So,  with  a  determina- 
tion unseen  since  the  Reagan  years, 
Bush  has  been  racing  ahead  with  a 
bold  effort  to  put  his  stamp  on  the  fed- 
eral judiciary.  In  March,  he  decided  to 
eliminate  the  American  Bar  Assn.'s  tra- 
ditional role  in  screening  nominees.  In 
recent  days,  his  15-member  selection 


THE  BUSH 
BENCH 


committee  has  interviewed  more 
70  potential  candidates.  The  first  rt 
inees  should  be  announced  in  the  we 
after  the  Senate's  Easter  recess 
pace  well  ahead  of  the  Clinton  and 
Bush  administrations.  Indeed,  the  j 
cial  push  is  likely  to  delay  the  day 
President's  own  team  is  fully  staf 
because  the  Senate  and  the  FBI,  w. 
check  the  background  of  judicial  nt 
nees,  are  already  bogged  down 
sub-cabinet  nominees  and  will  pr< 
bly  have  to  hold  off  on  some  of  ther 
vet  judges. 

Despite  the  centrist  tenor  of  Bu 


The  right-wing  Federalist 


candidacy,  the  ideology  of  many  of 
nominees  is  expected  to  be  well  to 
right  of  most  Americans.  Indeed, 
President's  judicial  selection  commi 
is  dominated  by  committed  conse: 
tives,  including  Attorney  General  J 
Ashcroft,  as  well  as  three  young  ve 
ans  of  the  impeachment  wars:  Time 
Flanigan,  Brett  Kavanaugh,  and  B: 
ford  Berenson,  all  of  whom  worked 
former  Independent  Counsel  Keni 
W  Starr  or  cheered  him  on. 

Many  others  belong  to  the  conse 
tive  Federalist  Society.  When  it  come 
judicial  selection,  the  Federalists 
one  mantra:  "no  more  Souters."  Tha 
reference  to  U.  S.  Supreme  Court  Jul 
David  H.  Souter,  who  was  appointe< 
Bush  senior  but  has  bitterly  disappoi 
conservatives  because  of  his  refuss 
overturn  Roe  vs.  Wade,  as  well  as  foi 
moderate  stance  on  other  cases. 

ClaSS  Actions  Bush's 

nominees  will  make  it  har 
plaintiffs'  attorneys  to  get 
actions  started.  They'll  a 
skeptical  of  expert  testirrn 
defense  lawyers  attack  as 
science."  This  could  be  a 
high-tech,  health-care,  an 
industries  prone  to  class 
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ing  one  mantra:  "no  more  Souters" 


h  an  evenly  split  Senate,  judicial 
s  could  be  the  next  blood  sport, 
enate  must  confirm  all  nominees, 
emocrats  are  already  gearing  up 
.sty  confirmation  battles.  Many 
t  about  to  let  a  President  elected 
it  a  popular  mandate  make  long- 
;  changes  to  the  federal  bench. 
i  are  two  ways  President  Bush 
pproach  the  judicial  selection 
ss,"  says  Senator  Charles  E. 
ter  (D-N.Y.).  "He  can  work  with 
emocrats ...  and  get  things  done 
ely  smoothly.  Or  he  can  try  to 
around  us,  which  is  a  surefire 
for  conflict." 

h  is  well  aware  of  the  likely  op- 
n.  And  he  knows  that  his  win- 
'  opportunity  to  shape  the  feder- 
:h  may  be  limited.  Given  the  frail 
of  98-year-old  Senator  Strom 
lond  (R-S.C),  the  tied  Senate 


could  tilt  in  favor  of  the  Democrats 
at  any  time.  The  2002  midterm  elec- 
tions could  also  be  a  problem,  since 
more  Republicans  than  Democrats  face 
reelection. 

There  are  97  vacancies  out  of  859 
federal  judicial  positions.  Bush's  top 
priority  will  be  filling  several  trial  court 
vacancies  along  the  U.  S.-Mexico  border, 
which  has  seen  a  huge  upsurge  in  traf- 
ficking and  immigration  cases.  But  he's 
also  got  his  eyes  on  the  bigger  prize — 
openings  on  powerful  appellate  benches. 
The  biggest  plum  may  be  the  three 
vacancies  on  the  D.  C.  Circuit  Court  of 
Appeals,  a  key  forum  for  battles  be- 
tween business  and  regulators. 

None  of  the  nominees  has  yet  been 
named  publicly.  But  sources  say  those 
under  consideration  for  key  appellate 
posts  in  the  West  include  Congress- 
man Christopher  Cox  of  Orange  Coun- 


ty, Calif.,  California  Supreme 
Court  Justice  Janice  Rogers 
Brown,  an  African  American  who 
has  become  a  darling  of  the 
right,  and  conservative  law  pro- 
fessor Michael  W.  McConnell  of 
the  University  of  Utah.  Topping 
the  list  for  the  D.C.  Circuit  are 
big-time  law  firm  partners  Mau- 
reen E.  Mahoney  of  Latham  & 
Watkins,  and  John  G.  Roberts 
Jr.  of  Hogan  &  Hartson  LLP. 
HOSTILE.  Most  of  Bush's  nomi- 
nees are  expected  to  be  conserv- 
ative on  social  issues  such  as 
abortion  and  school  vouchers. 
They  are  also  likely  to  be  hostile 
to  regulation,  skeptical  of  antitrust 
enforcement,  apt  to  find  consti- 
tutional objections  to  environ- 
mental and  land-use  laws — and 
generally  more  pro-business  than 
Clinton's  nominees  (table).  For 
example,  many  Bush  appoint- 
ments may  be  willing  to  rule 
that  restrictions  on  development 
unconstitutionally  infringe  on 
property  owners'  rights.  His 
picks  are  also  likely  to  scrutinize 
rules  promulgated  by  state  and 
federal  agencies.  "I  think  they'll 
"  review  these  regulations  much 
more  closely,"  says  University  of  Vir- 
ginia law  professor  A.E.  Dick  Howard. 
"They  will  be  much  less  deferential  to 
agency  expertise." 

Because  the  Republican-controlled 
Senate  slowed  the  confirmation  process 
to  a  trickle  during  the  Clinton  Admin- 
istration, Bush  faces  more  judicial  va- 
cancies than  normal.  What's  more,  he 
could  get  as  many  as  three  picks  for 
the  Supreme  Court,  given  the  possible 
retirement  of  Justices  William  H.  Rehn- 
quist,  Sandra  Day  O'Connor,  and  John 
Paul  Stevens.  "Looking  at  this  past 
election,"  Gonzales  says  with  a  smile, 
"people  realize  it  really  is  important 
who  sits  on  the  federal  bench."  And  if 
Bush  gets  his  way,  his  marginal  victory 
could  change  American  jurisprudence 
for  decades. 

By  Dan  Carney  and  Alexandra 
Starr  in  Washington 


Tient  The  President's 
are  likely  to  be  less 
tic  to  workers'  rights 
ton's.  Discrimination 
.sment  suits  will  be 
bring  in  their 
is,  while  mandatory 
i  clauses  will  be  more 
i  honored. 


Property  Rights  There  win  be 

an  increase  in  the  number  of  judges 
supportive  of  arguments  that 
environmental  laws  and  zoning 
ordinances  constitute  unlawful 
property  "takings"  under  the  Fifth 
Amendment.  This  could  help 
the  real  estate  industry  and 
natural  resources  companies. 


Red  T3pe  Look  for  judges  who 
will  be  less  deferential  to  state  and 
federal  agencies  and  more  willing 
to  hear  the  complaints  of  regulated 
industries.  It  will  probably  be 
easier  for  companies  to  attack 
regulations  by  arguing  that  costs 
exceed  the  benefits. 
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STOCKS 


WELL  HAVE  YOU  BACK 
ON  NASDAO  IN  NO  TIME! 
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Stock  promoters  target 
companies  in  danger 
of  delisting  with  offers 
of  questionable  services 

It  could  have  been  a  scene  from  a  B 
version  of  the  movie  Wall  Street.  In 
a  conference  room  at  j2  Global  Com- 
munications Inc. — fittingly  in  the 
heart  of  Hollywood — a  man  who  de- 
scribed himself  both  as  an  "investor-re- 
lations professional"  and  a  "turnaround 
specialist"  made  a  well-choreographed 
presentation.  Dressed  in  a  black  turtle- 
neck  and  a  maroon  suede  jacket,  with 
slicked-back,  Grecian-Formula  hair  and 
multiple  facial  tucks,  he  resembled  "a 
male  Joan  Rivers,"  recalls  Laura  Hinson, 
j2's  head  of  public  relations.  Fervently, 
he  preached  to  the  assembled  team  from 
j2,  a  provider  of  Internet  messaging  and 
communications  services,  that  its  stock 
was  "hugely  undervalued."  He  played 
on  the  sheer  terror  companies  like  j2 
have  of  being  delisted  from  Nasdaq, 
dwelling  on  the  warning  it  received  late 
last  year  after  its  share  price  fell  be- 
low $1  for  30  consecutive  days. 

How  far  and  fast  the  tech  darlings 
have  fallen.  Their  sudden  reversal  of  for- 
tune makes  them  easy  prey  for  small-cap 
stock  wheeler-dealers  who  see  dollar 
signs  in  their  desperation.  Conversely, 
the  blue-chip  bankers  who  once  wined 
and  dined  them  now  won't  even  return 
their  phone  calls.  j2  was  brought  public 
in  1999  by  cibc  World  Markets,  Donald- 
son, Lufkin  &  Jenrette,  and  Robertson 
Stephens.  None  of  them  now  covers  it. 

Especially  vulnerable  to 
shady  operators  are  those  in 
danger  of  being  delisted  from 
Nasdaq — companies  frightened 
they'll  be  tossed  into  over-the- 
counter,  bulletin-board  oblivion. 
BusinessWeek  contacted  some 
30  of  them,  and  all  said  they 
were  being  heavily  solicited  by 
stock  promoters.  So  far  this 
year,  291  Nasdaq  stocks  have 
traded  below  $1  for  at  least  30 


days,  according  to  FactSet  Research  Sys- 
tems Inc.,  a  financial  researcher.  Nasdaq 
gives  companies  90  days  to  get  their 
shares  above  $1  for  10  consecutive  days 
to  stay  listed.  "Many  of  these  companies 
are  vulnerable  and  often  are  unaware 
they're  being  used,"  says  Bradley  W. 
Skolnik,  former  president  of  the  North 
American  Securities  Administrators  Assn. 
Promoters  promise  to  boost  a  compa- 
ny's stock  price  enough  to  keep  it  listed, 
as  well  as  help  find  new  avenues  of  fi- 
nancing. But  they  want  big  bucks.  In- 
stead of  demanding  payment  in  stock 
as  they  did  during  the  bull  market,  re- 
lying on  overzealous  investors  and  pump 
schemes  to  make  their  money,  many  are 
asking  for  hefty  up-front  or  monthly 
cash  payments  in  addition  to  stock  war- 
rants. Problem  is,  "these  kinds  of  pro- 
motions never  work.  No  one  buys  the 
stories  coming  from  these  so-called  in- 
vestor-relations firms,"  says  Louis  M. 
Thompson  Jr.,  president  of  the  Na- 
tional Investor  Relations  Institute. 
"outrageous."  In  j2's  case,  the  stock 
promoter,  whom  j2  refused  to  name, 
offered  to  set  up  road  shows  for 
the  company  in  Europe,  where  se- 
curities regulations  are  notoriously 
more  lax.  He  also  offered  to  promi- 
nently place  j2's  company  profile 
on  his  firm's  Web  site — essentially 
a  stock-promotion  vehicle.  All  this 
for  a  tidy  fee  of  $10,000  a  month 
and  $100,000  in  j2's  stock  and  war- 
rants— a  sum  that  niri's 
Thompson  calls  "outra- 
geous." "I  couldn't  get 
out  of  that  meeting  fast 
enough,"  says  R.  Scott 


Turicchi,  j2's  head  of  corporate  d« 
opment  and  a  former  Donaldson,  Li 
&  Jenrette  Inc.  managing  director. 

Turicchi  says  j2  has  been  solicitec 
numerous  stock-promotion  Web  sites 
eluding  Investor-Trading.com  and  A 
HourTrades.com.  Both  Web  sites 
that  they  are  stock  promoters. 

Threatened  with  delisting,  compa 
are  often  panicked  into  promoters' 
arms.  "We're  getting  con- 
tacted aggressively  by 
a  lot   of  Nasdaq 
companies 
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have  fallen  below  the  listing  re- 
ments — it's  a  great  area  for  us," 
Dodi  B.  Handy,  president  of  Madi- 

Wall  Worldwide  Inc.,  a  Longwood 
firm  that  bills  itself  as  a  "leader  in 
I  investor  relations."  Madison  & 
currently  represents  six  Nasdaq 
s,  including  us  International, 
lrrents,  and  eSafetyworld — five  of 

are  trading  under  $1  a  share, 
ry  not  to  be  daunted  by  delisting 
.  We  try  not  to  focus  just  on  the 
'  says  Handy.  She  says  her  firm 
]  II  s,  a  banking  software  manu- 
er  that  received  a  warning  from 
iq  earlier  this  year,  to  ward  off  a 
ng.  "IPS  got  very  aggressive  in 

of  letting  us  communicate  with 
ihareholders,"  she  says.  Firms  like 
on  &  Wall  "blast,"  or  send  nu- 
ts e-mails,  to  potential  investors, 

brokers,  and  existing  shareholders 
ake  sure  they  are  aware  of  the 
;e  and  forward-moving  progres- 
aur   clients    are    making,"   says 


Handy.  IFS's  stock  traded  above  $1  for 
over  10  consecutive  days  in  February 
and  March,  but  is  once  again  under  wa- 
ter, ifs  pays  Madison  &  Wall  $9,000 
monthly  for  its  services,  plus  warrants 
to  purchase  a  total  of  200,000  shares  of 
the  company's  stock  at  various  prices. 

Madison  &  Wall  also  runs  a  Web  site 
called  www.insidewallstreet.com,  where 
it  features  client  profiles  and  claims  to 
feature  its  clients'  latest  press  releases. 
But  by  April  11,  the  Web  site  had  noth- 
ing on  the  bankruptcy  that  its  Nasdaq- 
listed  client,  Ursus  Telecom,  filed  on 
Apr.  6,  nor  any  indication  that  Nasdaq 
had  ordered  a  trading  halt  in  the  stock. 
A  tucked-away  disclosure  on  the  site,  in 
order  to  stay  on  the  right  side  of  the 
law,  says  "its  publication  is  an  adver- 
tisement" on  behalf  of  its  clients  and 
"may  not  be  construed  as  investment 
advice."  But  the  firm,  called  Continental 
Capital  &  Equity  Corp.  before  an  em- 
ployee buyout  culminating  on  Jan.  1, 
has  been  in  hot  water.  John  Manion,  its 
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NEW  REALITY:  When  blue-chip  bankers 
bail,  "investor-relations" 
firms  get  ready  to  pounce 

TURICCHI'S  J2  WAS  FACING  DELISTING 

founder  and   past  owner,  is  now  in 
prison,  convicted  in  1998  of  defraud- 
ing investors.  "The  firm  has  had  no 
association  with  Manion's  personal 
regulatory  issues,"  says  Handy. 
According  to  Kevin  Lichtman, 
a  former  stock  promoter  turned 
investor  advocate  and  author  of 
Stock  Detective  Investor,  some- 
times  a   stock   promoter  will 
knowingly  work  for  a  third  par- 
ty, such  as  a  major  shareholder, 
even  without  the  consent  of  the 
target  company.  "They  claim 
they're  hiring  them  to  maintain 
a  Nasdaq  listing,  but  really  they 
just  want  the  price  to  spike  up 
and  bail  out,"  he  says. 

Other  firms  go  directly  after 

delisted  companies.  Capital  Funds 

Group,  based  in  Berkeley,  Calif., 

features  a  heading  on  its  Web  site 


Dont 

Colll's 

Unless  You  Want  Results 


You  Have  Been 
Delisted  By  Nasdaq 
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that  reads,  "You  Have  Been  Delisted 
by  Nasdaq,"  and  claims:  "cfg  will  help 
your  company  relist  on  Nasdaq  or  apply 
to  the  NYSE.  We  know  the  people  who 
can  make  it  happen."  cfg  promises  it 
"can  arrange  to  list  your  company  on  a 
new  U.  S.  stock  exchange  within  60 
days."  But  when  contacted  by  Busi- 
nessWeek, Eric  Barnes,  president  of  cfg, 
could  not  remember  the  name  of  the 
new  exchange.  "I  just  went  blank  on 
it,  but  it's  the  only  electronic  exchange 
so  far  approved  by  the  sec,"  he  says.  In 
a  later  e-mail  he  said  the  new  exchange 
is  called  Niphix.  But  Niphix  is  hardly  a 
stock  exchange — it  bills  itself  as  a  "full- 
service  brokerage  and  proprietary  trad- 
ing system,"  based  in  Peoria.  Barnes, 
who  claims  he  will  "keep  your  stock 
trading  at  a  high  share  price,"  calls  his 
offerings  for  fledgling  Nasdaq  compa- 
nies a  "Stock  Support  Package."  Price 
tag:  $20,000  in  cash. 
"NO  ONE  CARES."  David  I.  Vickers, 
chief  financial  officer  of  Quotesmith.com 
Inc.,  an  online  insurance  service 
provider  that  received  a  warning  from 
Nasdaq  in  January,  has  seen  it  all. 
"These  guys  want  to  rep  us,  but 
they've  done  no  due  diligence  on  us. 
Their  compensation  is  purely  based  on 
how  much  they  can  get  the  stock  price 
up."  Brought  public  in  1999  by  Ham- 
brecht  &  Quist,  abn  Amro,  and  Charles 
Schwab,  the  stock  has  sunk  to  just 
over  $1,  even  after  a  one-for-three  re- 
verse stock  split  in  March.  "Now  no 
one  is  covering  us  or  cares  about  us 
except  for  the  dregs,"  says  Vickers. 

Some  say  that  many  beaten-down 
companies  are  just  getting  their  due. 
"There  was  irrational  exuberance  sur- 
rounding these  companies — too  many 
went  public  with  negative  cash  flows 
and  unproven  business  models,"  says 
William  L.  Walton,  chairman  and  ceo 
of  Allied  Capital  Corp.,  a  Washington 
private  equity  firm.  Even  so,  especially 
for  former  tech  darlings,  shady  solici- 
tations are  a  rude  awakening  as  well 
as  a  potential  horror  show. 

By  Marcia  Vickers  in  New  York 


WAuStreet 
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JUST  A  CLICK  AWAY:  CFG  promises  to 
get  companies  listed  on  a  new 
"exchange,"  while  Madison  &  Wall's 
site,  which  looks  like  investment 
advice,  is  little  more  than  an  ad 
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Finance 


BANKING 


CAN  JAMIE  DIMON 
WIN  AT  CARDS? 


Buying  Wachovia's  credit- 
card  biz  will  bolster 
beleaguered  Bank  One,  but 
recovery  is  not  complete 

After  a  money-losing  year  of  special 
charges,  vexing  shareholder  law- 
suits, and  a  rising  number  of  bad 
loans,  Bank  One  Corp.  chief  James 
Dimon  at  last  has  something  to  crow 
about.  His  Apr.  9  move  to  buy  Wachovia 
Corp.'s  $8  billion  credit-card  operation 
propels  Bank  One  into  a  nip-and-tuck 
battle  to  be  No.  2  in  that  business.  More 
important,  it's  a  big  step  out  of  the 
bunker  for  the  beleaguered  bank,  which 
lost  $511  million  last  year.  "We  spent 
the  whole  year  hunkering  down,"  Di- 
mon says.  "We've  cut  expenses,  cut  our 
exposures,  and  now  we're  going  to  grow 
in  an  area  that  makes  sense  for  us." 

No  matter  how  bold  the  move  may 
look,  Dimon  and  Bank  One  are  not  out 
of  the  woods.  A  year  after  the  charis- 
matic Citigroup  Inc.  veteran  rode  in  to 
turn  around  the  nation's  fifth-largest 
bank,  with  $269  billion  in  assets,  he's 
doing  battle  on  all  fronts  with  a  lack- 
luster economy,  a  persistent  rise  in  non- 
performing  loans,  internal  computer  sys- 
tem headaches,  and  a  once-stellar 
credit-card  unit — First  usa — that  has 
yet  to  regain  its  mettle. 
"CULT  STOCK."  Not  surprisingly,  skeptics 
abound.  "They  claim  that  [the  Wachovia 
deal]  is  an  indication  that  the  card  busi- 
ness is  back  on  track,"  says  Goldman, 
Sachs  &  Co.  analyst  Lori  B.  Applebaum. 
"I  think  it's  too  early  to  say  that.  We 
see  no  evidence  that  the  business  is 
growing."  CIBC  World  Markets  analyst 
Thomas  D.  McCandless  complains  that 
the  bank  still  lacks  growth  plans.  Under 
Dimon,  he  says,  Bank  One  has  become 
"a  cult  stock  without  the  track  record." 
Indeed,  the  Chicago  bank's  fastest 
growth  area  of  late  is  nonperforming 
loans,  which  more  than  doubled,  to  $1.8 
billion,  last  year.  Too  many  of  the  bank's 
borrowers  are  in  trouble,  from  strug- 
gling Net  consultancy  marchFIRST  to 
newly  bankrupt  Pacific  Gas  &  Electric 
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And  that's  crimping  profits  as  Di- 
retchets  up  reserves  for  bad  debts, 
/lar.  27,  the  bank  said  commercial 
losses  for  "the  next  several  quar- 
will  at  least  double,"  indicating  it 
ake  a  $1.2  billion  charge  this  year, 
ist  year's  $597  million — itself  near- 
Ice  the  1999  level. 
NG  THE  BAR.  Dimon  is  moving  to 
the  headaches  caused  by  strug- 
corporate  borrowers.  He's  even 
itening  to  dump  customers  who 
iw  money  from  the  bank  but  don't 
1  enough  profitable  fee  business  its 
such  as  cash-management  services. 
jstic  corporate  banking  chief  John 
eal  is  combing  through  a  list  of 
y  1,800  such  borrowers  and  warn- 
hose  who  might  be  weeded  out. 
Neal:  "[We've  tried]  to  be  more 
ant  and  direct  about  that  with  our 
nt  customers  than  we  might  have 
in  the  past." 

t  Neal  and  Dimon  need  to  tread 
illy.  Some  corporate  borrowers  are 
nding  to  get-tough  moves  by  Bank 
md  others  by  cutting  the  number 
nks  they  deal  with.  "We  need  to 
alize  our  banks  as  well,"  says  Chip 
land,  finance  director  at  aes  Corp., 
borrower  for  power  project  con- 
:ion.  "We  can't  feed  everybody." 
le  adds,  does  lots  of  fee-based  busi- 
with  Bank  One  and  hasn't  been 
tened  with  a  cutoff, 
fortunately,  Dimon  can't  afford 
leasures.  At  times,  lately,  bad  news 
the  bank  has  eclipsed  his  aggres- 
•ost-cutting  and  other  steps.  Con- 
Bank  One's  back-to-back  disclo- 
on Apr.  5.  First  it  said  it  will  pay 
!  million  fine  to  settle  charges  by 
rational  Association  of  Securities 
rs  Inc.  that  the  bank's  capital-mar- 
jjroup  violated  federal  securities 
because  of  accounting  irregulari- 
Tien  came  a  costlier  humiliation:  an 
to  pay  $45  million  to  settle  a 
holder  class  action  charging  the 
misled  investors  about  the  financial 
i  of  First  USA  in  1999.  Bank  One 
1  wrongdoing  in  both  cases, 
ion  has  moved  fast  to  clean  up 
;ions  at  First  USA.  New  managers 
surged  some  7  million  inactive  ac- 
i,  labored  to  lower  customer-attri- 
ates  to  about  12%  from  19%  in 
399,  and  reduced  delinquencies. 
usa  also  cut  sharply  the  number 


ve're  going  to 
i  an  area  that 
sense  for  us" 


GIVEN  SHAREHOLDERS  HOPE 


•, 


ONE  YEAR  AT  BANK  ONE 

A  scorecard  on  Dimon's  turnaround  plans 


Done 

AGREED  TO  BUY  Wachovia's  $8 

billion  credit-card  operation,  hoist- 
ing First  USA  unit  to  a  tie  for 
second  place  in  the  business. 

REPLACED  9  of  top  13  managers, 
including  the  chief  financial  officer 
and  the  head  of  First  USA. 

ELIMINATED  4,700  jobs,  trimming 
workforce  5.5%,  to  80,778.  Cut 
$500  million  in  costs. 

HALVED  the  dividend 
to  840,  effective  last 
October. 


To-Do 


WEED  OUT  unprofitable  accounts 
among  1,800  corporate  cus- 
tomers. Make  money  consistently, 
even  as  nonperforming  loans  rise. 

EXPAND  high-margin  investment 
management  business,  which  net- 
ted $322  million  last  year.  Turn 
credit-card  business  into  a  consis- 
tent profit  earner  again. 

INTEGRATE  seven  computer  sys- 
tems, the  legacy  of 
several  acquisitions. 


CLEANED  UP  the  bal- 
ance sheet  by  taking 
$4.5  billion  in  pretax 
charges  in  2000  and 
nearly  tripling  loan-loss 
provisions  to  $3.4  billion. 

of  new  accounts  opened. 
While  such  steps  con- 
tributed to  a  23%  slide  in 
revenue  last  year  and  a  net 
loss  of  $1  million,  they're 
expected  to  help  First  USA 
turn  a  consistent  profit  this 
year.  As  recently  as  1999, 
the  unit  chipped  in  $1.1  billion  of  the 
bank's  $3.5  billion  net  income. 

Because  Dimon  believes  that  the 
credit-card  business  could  again  be  a 
growth  engine  for  Bank  One,  he  has 
scoffed  at  speculation  that  he  would  sell 
the  unit.  "We  love  the  credit-card  busi- 
ness," he  tells  BusinessWeek.  "It's  a 
consolidating  business  and  we're  a  real- 
ly big  player  in  it,  and  we  intend  to 
substantially  improve  our  operations." 
Fittingly  for  the  former  Citigroup  pres- 
ident, the  Wachovia  deal  puts  Bank  One 
alongside  MBNA  and  just  behind  Citi- 
group in  the  card  business. 
NIGHTMARE.  But  even  if  Dimon  can 
again  churn  out  big  profits  from  an  en- 
larged First  usa,  he  faces  thorny  prob- 
lems elsewhere.  Since  Bank  One  is  a 
conglomeration  of  merged  banks  from 
across  the  country,  just  knitting  togeth- 
er different  computer  systems  is  a 
nightmare.  As  the  bank  labors  to  meld 
seven  deposit  systems,  for  instance,  it 
could  face  service  problems  that  drive 
away  customers.  Moreover,  the  manu- 
facturing downturn  has  slammed  midsize 
corporate  and  retail  customers  in  such 
Bank  One  strongholds  as  Ohio,  Indiana, 
and  Michigan.  "Jamie  Dimon  is  a  great 
manager,  but  he's  not  Hercules,  able  to 


HQ:  House  in  order? 


BOOST  the  stock 
price.  At  about  $35, 
it's  more  than  $6  up 
from  when  he  joined, 
but  still  below  its 
52-week  high  of 
$41.56. 

achieve  mythical  events," 
warns  Prudential  Securi- 
ties analyst  Michael 
Mayo,  who  rates  the 
stock  a  "sell." 

Meeting  Wall  Street's 
expectations  this  year 
could  be  tough.  Most  ana- 
lysts expect  the  company  to  earn  about 
$3  billion,  a  figure  that  even  Bank  One 
officials  say  takes  a  lot  for  granted. 
"That's  assuming  that  credit-card  de- 
faults don't  get  worse  from  here — or 
consumer  losses  on  the  real  estate  port- 
folio [either] — and  that  commercial  lend- 
ing declines  but  not  to  the  level  it  would 
in  a  full  economic  recession,"  says 
Charles  W  Scharf,  the  Citigroup  vet- 
eran whom  Dimon  recruited  as  chief  fi- 
nancial officer. 

Still,  most  investors  seem  to  be  giv- 
ing Dimon  the  benefit  of  the  doubt.  At 
about  $35  a  share,  the  bank's  stock  is 
well  above  where  it  stood,  at  $28,  just 
before  he  joined  the  company  on  Mar. 
27,  2000.  "They've  started  to  turn 
things  around,"  says  David  N.  Dreman, 
whose  Dreman  Value  Management 
funds  hold  nearly  6.7  million  Bank  One 
shares. 

But  building  a  track  record  takes 
time.  Even  if  bulking  up  in  credit  cards 
pays  off,  it's  only  a  first  step.  And  plen- 
ty of  people  will  be  watching  for  a  lot 
more — especially  those  who  remember 
Bank  One's  glory  days  of  seemingly  un- 
limited potential. 

By  Joseph  Weber  in  Chicago,  with 
Margaret  Popper  in  New  York 
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BusinessWeek     and 


WorldCom     present: 


10MMUN 
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'AMld'LS 


NEW    ECONOMY 


The  2001  BusinessWeek  CIO  Summit 

is  an  exclusive,  invitation-only  event  where 
ClOs  from  leading  global  companies  will 
gather  to  get  insight  into  the  latest 
strategies,  applications,  and  emerging 
technologies  enabling  e-networks  -  both 
internally  and  externally.  In  addition, 
delegates  to  the  Summit  will  examine  the 
management  and  personal  skills  that  ClOs 
must  hone  to  secure  their  place  on  the 
senior  management  team.  Every  plenary 
session  and  each  working  group  session  will 

s 

\   provide    ClOs    with    valuable    insights    to 
bridging  the  technology/strategy  divide. 
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Professor,  MIT  Sloan  School  of  Manac 
and  Co-director  of  the  Center  for  e-B 
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ERIC  K.  CLEMONS 

Professor  of  Information  Strategy,  Sy 
and  Economics,  The  Wharton  School, 
University  of  Pennsylvania 

MARJORIE  M.  CONNELLY 
Executive  Vice  President,  Domestic  Car 
Operations  and  IT,  Capital  One  Finam 
Corporation 
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WILLIAM  D.  FRIEL 

Senior  Vice  President  and  Chief  Information  Officer, 
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THE  STOCK  MARKET 


HOW  THE  DOW 
HIDES  THE  BEAR 

Its  methodology  paints  too  rosy  a  picture 


If  you're  comforted  that  the  Dow 
Jones  industrial  average  didn't  drop 
20%  to  signify  a  bear  market,  think 
again.  You're  looking  at  an  illusion  cre- 
ated by  the  way  the  Dow  is  calculated. 
In  truth,  the  market  value  of  Dow 
companies  fell  nearly  29%  from  its  high 
on  Jan.  14,  2000,  through  its  recent  low 
on  Mar.  22,  not  the  19%  you  probably 
read  about.  The  value  lost  was  about 
the  same  as  the  28%  decline  in  the 
Standard  &  Poor's  500-stock  index,  com- 
piled by  a  unit  of  The  McGraw-Hill 
Companies,  which  owns  BusinessWeek. 
Why  the  discrepancy  between  the  re- 
ported average  and  the  actual  change  in 
value?  Do  the  math:  The  Dow  is  an  av- 
erage of  share  prices  rather  than  an  in- 
dex weighted  by  market  capitalization, 
such  as  the  s&P  500,  the  Nasdaq  Com- 
posite Index,  and  even  the 
modern  indexes  Dow  Jones 
&  Co.  has  created  for  mar- 
kets around  the  world.  Mar- 
ket-cap indexes  are  based  on 
the  market  value  of  compa- 
nies' outstanding  shares.  The 
Dow's  level  is  simply  an 
arithmetic  average  of  the  dol- 
lar prices  of  one  share  of 
each  of  its  30  member  stocks. 
SKEWED.  When  viewed  from 
the  perspective  of  market 
cap,  the  picture  of  the  recent 
Dow  is  as  ugly  as  the  bear 
that  mangled  the  s&P  500.  Of 
the  30  Dow  stocks,  21  lost 
market  value  through  Apr.  9. 
Of  the  nine  that  are  worth 
more,  three  gained  because 
of  mergers  and  takeovers 
rather  than  share  apprecia- 
tion. For  example,  Alcoa's 
market  cap  would  have  sunk 
if  not  for  a  17%  increase  in 
the  number  of  its  shares  to 
make  a  number  of  acquisi- 
tions, including  Reynolds 
Metals  Co.  In  some  cases, 
such  as  AT&T  and  Interna- 
tional Paper  Co.,  not  even 
the  issuance  of  more  shares 
made  up  for  the  stock-price 
decline. 
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The  Dow's  picture  of  the  market  is 
no  prettier  if  you  look  closely  at  the 
prices  of  its  member  stocks.  Through 
Apr.  9,  just  six  issues — Boeing,  Merck, 
3M,  Philip  Morris,  sbc,  and  United  Tech- 
nologies— have  risen  since  the  January, 
2000,  high.  Among  the  losers,  no  catego- 
ry was  spared,  not  even  Old  Economy 
companies.  Procter  &  Gamble  Co.'s  shares 
tumbled  from  $117  to  $60.34  as  the  per- 
sonal-care products  maker  warned  of  a 
squeeze  on  profit  margins.  The  three  fi- 
nancials  in  the  average  all  declined,  as  did 
the  sole  oil  stock,  Exxon  Mobil  Corp.  In 
fact,  the  only  big  winners  were  Boeing 
and  Philip  Morris,  whose  share  prices 
doubled.  And  four  big  tech  stocks — 
Hewlett-Packard,  Intel,  IBM,  and  Mi- 
crosoft— together  contributed  about  1,240 
points  to  the  Dow's  1,900-point  decline. 


A  BIGGER  HIT  THAN  YOU  THOUGHT 

The  Dow,  an  average  of  its  30  component  stocks,  is  down. 
But  weighted  by  market  cap,  its  fall  is  much  sharper. 
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THE  DOW'S  UPS  AND  DOWNS 

POINTS  A0DED  TO 

PRICE             PRICE       OR  SOBTRACTED 

COMPANY                                   1/14/00          4/9/01             FROM  DOW 

PHILIP  MORRIS 

$24.06 

$47.00 

152.93 

BOEING 

44.00 

56.87 

85.80 

UNITED  TECHNOLOGIES    63.81 

74.92 

74.07 

3M 

99.31 

104.58 

35.13 

MERCK 

74.13 

78.00 

25.80 

HEWLETT-PACKARD 

$112.50 

$28.50 

-560.00 

MICROSOFT 

112  25 

57  15 

-367.33 

PROCTER  &  GAMBLE 

117  00 

60.34 

-377.33 

AT&T 

54.69 

20.80 

-225.93 

INTEL 

51.53 

23.20 

-188.87 

dard  &  Pour's  Compusttt 

Dow  Jones  doesn't  lose  too  much 
over  these  oddities.  John  A.  PrestboJ 
itor  of  the  Dow  Jones  Indexes,  says  1 
every  now  and  then  the  Dow  aveij 
and  its  underlying  market  value  gei 
of  line.  "Over  the  long  run,  the  m 
ology  is  not  significant,"  he  says 
point  is  to  tell  you  the  trend." 

When  Charles  H.  Dow  first  pul 
his  average  on  May  26,  1896,  he 
up  the  prices  of  12  stocks  and  divide- 
12  to  get  the  measure  of  the  mai 
Today,  the  methodology  is  the  sami 
cept  that  the  divisor  has  changed 
the  years  to  keep  the  average 
jerking  around  with  every  take 
bankruptcy,  and  stock  split.  No; 
0.15369402,  and  a  $1  change  in  any 
causes  a  6/4-point  change  in  the  ave 
"NOBODY  CARED."  But  by  treating 
dollar  rise  or  fall  the  same  way,  the 
obscures  the  importance  of  market  v 
For  example,  if  Intel  Corp.,  whose  l 
ket  cap  represents  about  5%  of  the  D 
total  value,  were  to  declare  bankru 
and  its  stock  were  to  fall  to  zero, 
effect  would  be  a  151-point  decline — 
a  VA%  slip  in  the  average.  So  why  d 
Charles  Dow  index  the  companie 
market  value?  At  the  time,  there 
only  a  simple  understanding  of  ind( 
says  Yale  University  economist  Robe 
Shiller,  the  author  of  1 
tional  Exuberance:  "Nol 
cared  about  market  caps 
Today,  market  caps  ai 
greater  importance  to  ins 
tional  money  managers 
care  little  about  the  dis< 
ancy  in  the  Dow,  says  Li 
Birinyi,  a  gl 
trading  strate 
at  Deutsche  B 
Indeed,  few  ins 
tions  use  the 
as  part  of  t 
trading  strate 
anymore. 

For  all  its  si 
comings,  the 
remains  an  im 
tant  measure  to  individus 
vestors.  It's  included  inr 
and  newspaper  coverage 
influences  how  investors 
about  the  market.  It's 
the  best-known  ma 
barometer.  But  until  the 
gets  back  in  sync  with  bi 
er  measures,  investors  i 
30  stocks  may  be  suflfi 
bigger  losses  in  their  | 
folios  than  they  sec  in 
average. 

By  Robert  J.  Rosenbm 
Nciv  York 
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Profits  are  vanishing.  COMPANIES  are  going  belly-up.  Am  * 
this  INDUSTRY'S  troubles  just  might  FLATTEN  the  econo  I 


MELTDOW 


ast  year,  Sycamore  Networks 
Inc.  was  white-hot,  with  a 
soaring  stock  price  and  boom- 
ing sales  as  telecom  players 
scooped  up  its  cutting-edge 
communications  equipment. 
But  on  Apr.  5,  ceo  Daniel 
Smith  told  Wall  Street  ana- 
lysts that  his  largest  customer,  Williams 
Communications  Group  Inc.,  and  other 
telephone  companies  were  slashing  their 
spending.  Smith  said  the  company's  sales 
for  the  current  quarter  would  be  only  $50 
million  to  $60  million,  about  $100  million 
less  than  analysts  expected.  "This  is  shap- 
ing up  to  be  a  very  difficult  and  disap- 
pointing 
quarter," 
he   said. 

The  next  day,  the  company's  stock  plum- 
meted 20%,  to  $7.25— a  far  cry  from  its  52- 
week  high  of  $172.50.  Worse,  Sycamore's 
troubles  will  trickle  throughout  its  home- 
town of  Chelmsford,  Mass.,  about  25  miles 


Special  Report 


northwest  of  Boston.  The  company 
lay  off  140  of  its  1,100  employees] 
back  its  spending,  and  delay  constn 
on  a  new  corporate  campus  in  n< 
Tyngsboro. 

Sycamore  is  just  one  example 
the  meltdown  in  the  telecom  indust 
rippling  through  the  economy.  Just 
years  ago,  the  opportunities  for  telej 
companies  looked  limitless  as  der« 
tion  in  the  U.S.  and  Europe  open< 

BY  PETER  ELSTR0M  ™amrpeel 

and  demand  exploded  for  new  Int 
and  wireless  services.  Established  pi 
began  spending  wildly  on  networks) 
would  carry  voice  and  data,  while  up 
emerged,  offering  high-speed  lines 
prices.  Now,  what  once  looked  li 
land  of  promise  is  quickly  turning 
wasteland,  as  profits  vanish,  rev 
slump,  stocks  plummet,  and  compani 
gin  going  belly-up. 
As  it  turns  out,  too  many  players 


L 
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Telecom's  DEBT  problem  could  TURN  OUT  tc 


chasing  too  little 
business.  Brutal 
price  competition 
set  in,  hammering 
profits,  particularly  at 
long-distance  companies  in 
the  U.S.  European  phone  com- 
panies went  so  far  into  hock  for 
new  wireless  licenses  that  they're 
now  scrambling  to  sell  off  assets 
to  pay  for  them.  Seven  Ameri- 
can upstarts  have  filed  for  bank- 
ruptcy, and  dozens  more  are  ex- 
pected. And  the  industry's  debt 
looks  like  a  ticking  time  bomb: 
Telecom  players  in  the  U.S.  and 
Europe  have  nearly  $700  billion  of 
it,  and  some  analysts  estimate 
that  more  than  $100  billion  in 
junk  bonds  will  end  up  in  default 
or  restructured.  Ultimately,  the 
telecom  meltdown  could  be  al- 
most as  costly  as  the  $150  billion 
taxpayer  bailout  of  the  savings 
and  loan  industry  in  the  late 
1980s.  "It  has  been  really  ugly, 
and  it  could  get  a  lot  worse,"  says 
Austan  D.  Goolsbee,  an  associate  professor  of  economics  at  the 
University  of  Chicago. 

The  fallout  will  be  felt  far  beyond  the  borders  of  telecom,  po- 
tentially crippling  the  U.S.  and  European  economies.  The 

telecom  industry  plays 
such  a  big  role  in  eco- 
nomic growth  that  its 
troubles  could  wind  up 
toppling  other  industries  like  dominoes.  Already,  fears  about  the 
health  of  communications-equipment  makers  have  grown  so 
thick  that  bankruptcy  rumors  swirl  around  Lucent  Technologies 
Inc.  and  Motorola  Inc.  Both  companies  deny  them.  And  that's 


JOHN  CHAMBERS 


OUTLOOK  This  year  will  be  rougher  than  any  ii 
recent  memory  for  the  networking  giant.  CEO 
John  Chambers  says  the  economic  weakness  ir 
the  U.S.  is  spreading  to  Asia  and  Europe. 


Special  Report 


just  the  start.  Nearly  every  technology  sector  is  linked 
telecom:  Phone  companies  buy  networking  equipment  to 
Internet  traffic,  computer  servers  to  offer  Web  hosting, 
ware  to  dish  up  services,  and  fiber-optic  gear  to  tran 
bits  of  information.  Last  year,  spending  on  communics 
gear  in  the  U.  S.  totaled  $124  billion,  or  12%  of  business  s] 
ing  on  equipment  and  software,  according  to  the  Comr 
Dept.  Moreover,  it  accounted  for  one-quarter  of  the  rise  in 
ness  spending.  Now,  after  boosting  their  spending  25%  per 
since  1996,  U.  S.  telecom  companies  are  slashing  it. 

The  size  of  the  spending  cuts  will  affect  the  severity 
length  of  the  economic  downturn,  perhaps  even  causing 


"  the 


Why  the  Telecom  Meltdown  Hurts 


Telecom  companies  issued 
stock  and  borrowed  heavily. 


...to  finance  soaring 
investments... 


...driving  down 
profitability... 
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ist  as  costly  as  the  savings  and  loan  BAILOUT 


<n.  Late  last  year,  many  Wall  Street  analysts  were  pro- 
__  that  capital  expenditures  by  U.  S.  players  would  be  flat 
wn  V;  in  2001,  which  would  have  triggered  a  mild, 
lived  setback.  Now,  with  the  bankruptcies  of  some  and 
.  lancial  troubles  of  others,  telecom  companies  are  paring 
more  than  expected.  Spending  is  likely  to  drop  10%  to 
,his  year  and  stay  flat  in  2002.  There's  even  a  chance 
expenditures  will  plunge  as  much  as  25%  this  year. 
is  liow  you  get  recessions,"  says  David  Wyss,  chief 
mist  at  Standard  &  Poor's. 

iO  EFFECT?  Compounding  the  problems,  the  health  of 
financial  institutions  could  be  threatened  as  telecom 
mies  continue  to  default  on 
loans.  At  best,  the  banks, 
nee  companies,  and  mutual 
that  are  owed  that  money 
ee  their  profits  clipped  in 
lonths  ahead.  Bank  One 
warned  on  Mar.  27  that 
nmercial  loan  losses  would 
i,  to  $1.2  billion,  in  part 
te  of  its  telecom  exposure, 
jrst,  widespread  defaults 
wipe  out  financial  institu- 
A-ith  large  exposure,  much 
ay  the  oil  industry's  col- 
li the  1980s  battered  mon- 
lter  banks  and  crushed 
i  of  banks  in  Texas.  In  a 
1  report,  the  Federal  De- 
nsurance  Corp.  wrote  that 
hungry  telecom  firms  may 
Jifficulty  obtaining  financ- 
nd  there  could  be  "a  seri- 
ik  for  banks  with  a  signif- 
exposure  to  telecom 
as."  The  Bank  of  England, 
n's  central  bank,  has 
d  twice  that  the  rising 


debt  of  telecom  companies  worldwide  may  cause  instability  in 
the  financial  markets. 

To  be  sure,  the  telecom  sector  is  just  one  part  of  the  eco- 
nomic picture.  If  spending  by  other  businesses  and  con- 
sumers remains  strong,  the  economy  may  be  able  to  avoid  the 
two  quarters  of  decline  that  define  a  recession.  But  if  the  rest 
of  the  economy  is  weakened  by  other  factors,  telecom's  trou- 
bles could  flatten  it.  Already,  some  parts  of  the  economy 
look  shaky.  Other  industries  are  cutting  back  on  spending,  too. 
And  the  consumers  who  have  kept  the  U.S.  economy  chug- 
ging along  may  start  shelling  out  a  lot  less  because  of  rising 
layoffs  and  steep  losses  in  the  stock  market.  "With  the  stock 


MAR.  14,  2000  AT&T  shareholders 
approve  the  spin-off  of  AT&T  Wire- 
less as  a  tracking  stock 


1 


OCT.  25,  2000 

AT&T  an- 
nounces plan  to 
break  itself  into 
four  companies; 
lowers  2000  fi- 
nancial esti- 
mates again. 


MAY  2,  2000  AT&T 
says  2000  revenue 
growth  will  be  lower 
than  expected 


APR.  9, '01 
$20.80 


DEC.  20,  2000  AT&T  says  fourth- 
quarter  revenue  growth  will  fall 
short  of  lowered  expectations 


OUTLOOK  The  flagship  of  the  U.S.  telecom  in- 
dustry could  be  acquired  in  the  next  few  years. 
Once  the  four-way  split-up  is  completed,  rivals 
may  scoop  up  the  pieces  of  AT&T. 


to  cutbacks 


...that  have  hurt  equipment 
makers'  prospects... 


...and  could  slow  the  rollout 
of  broadband  services 
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market  having  dropped  off, 
they're  going  to  have  to  slow 
their  spending,"  predicts  Peter 
Hooper,  chief  U.  S.  economist  at 
Deutsche  Bank. 

The  sorry  state  of  the  indus- 
try will  have  a  profound  impact 
on  the  landscape  of  telecom  for 
years  to  come.  In  Europe, 
British  Telecom,  France  Tele- 
com, Deutsche  Telekom,  and  KPN 
went  so  far  into  debt  for  new 
wireless  licenses  that  they  may 
need  to  find  merger  partners  to 
be  able  to  afford  the  construction 
costs  of  the  new  networks.  In 
the  U.S.,  AT&T,  WorldCom,  and 
Sprint  are  so  weakened  that 
they  may  soon  become  takeover 
targets.  At  a  Mar.  28  Morgan 
Stanley  &  Co.  conference,  World- 
Com Inc.  ceo  Bernard  J.  Ebbers 
joked  that  the  top  execs  from 
the  Big  Three  long-distance 
companies  and  from  local  carriers 
Verizon,  sbc,  and  BellSouth 
should  meet  in  one  room  and  figure  out  who  should  merge 
with  whom.  "Let  them  pick  partners,"  he  said. 

All  this  has  regulators  a  bit  queasy.  With  more  consolida- 
tion among  the  giants 
and  less  capital  avail- 
able for  newcomers, 
there  will  be  far  less 
competition  in  some  segments  of  the  industry.  Business  cus- 
tomers, for  example,  won't  see  as  many  companies  pounding 
on  their  doors  with  offers  of  cheap  local  telephone  service. 
Several  experts  worry  that  the  Baby  Bells,  especially  sbc 


FEB.  2,  2000:  Reports 

British  Telecom    KtSar- 

falls  18%  in  one  day 


AUG.  18,: 

Wins  a  Ger 
wireless  lit 
with  a  bid 
billion 


AUG.  24,  2000:  Standard  & 
Poor's  cuts  BT's  credit  rating 
four  notches  to  A 


SIR  PETER  BONFIELD 


Special  Report 


OUTLOOK  British  Telecom  may  end  up  as  taked 
bait.  With  a  heavy  debt  load  and  brutal  competij 
in  its  domestic  market,  it  may  be  prey  for  one  of 
healthier  European  rivals. 

Communications  Inc.  and  Verizon  Communications, 
wind  up  controlling  virtually  all  of  the  consumer  marke 
the  vast  majority  of  the  business  market.  "God  knows 
ica  is  not  getting  the  competition  promised  under  the  Tel 
Act,"  says  William  Kennard,  the  former  Federal  Com| 
cations  Commission  chairman. 

Telecom's  troubles  even  threaten  the  spread  of  the  Int| 
Some  upstart  providers  of  broadband  Net  connections  are 
nancially  strapped  that  they  can't  expand  as  quickly  ad 
had  once  hoped.  Covad  Communications  Group,  for  oj 
planning  to  deploy  no  more  than  190,000  new  high-spe| 


WHO  GETS  HURT  BY  TELECOM'S  TROUBLES? 


Bankruptcies  and  cutbacks  among  telecom  companies  are  hurting  other  sectors  of  the  economy 


EQUIPMENT  MAKERS  This  will  be  a 
hard  year  for  Nortel,  Cisco,  Motorola, 
and  Lucent  as  telecom  companies 
slash  capital  spending.  Already,  Cisco 
Systems  has  lowered  its  revenue 
growth  forecast  from  60%  to  40%  this 
year.  Nortel  cut  its  growth  forecast 
from  35%  to  15%  for  2001— and 
then  admitted  it  wouldn't  hit  that. 


WF*         <PM  CONTRACT  MAN- 

B^S   I UFACTURERS 

^^^■3  £r''?M  Companies  that 
^jL/^^^  I  make  equipment 
^ffefc^        1  for  Cisco  and  oth- 
ers will  suffer,  too. 
On  Mar.  19, 
Solectron  said  it 
had  seen  a  "phenomenal  downturn" 
in  demand,  and  revenues  for  the  cur- 
rent quarter  will  fall  as  much  as  24% 
from  the  previous  quarter.  Solectron 
is  cutting  10%  of  its  workforce. 


COMPONENT 
MAKERS  These 
companies  are  brac- 
ing for  trouble.  JDS 
Uniphase  is  cutting 
10%  of  its  workforce  after  lowering 
revenue  expectations  for  the  current 
quarter  to  $925  million,  down  from 
$1.2  billion.  On  Mar.  19,  Corning 
said  its  2001  revenues  would  be 
$8.2  billion  to  $8.5  billion,  instead 
of  its  $9  billion  target. 


BROADBAND  CUSTOMERS  Broad- 
band Internet  connections  may  not 
come  as  quickly  or  as  cheaply  as  ex- 
pected. Because  of  a  capital  crunch, 
Covad  Communications  expects  to  add 
190,000  customers  this  year,  vs.  ear- 
lier estimates  of  380,000.  After  the 
drop  in  competition,  SBC  Communica- 
tions hiked  the  cost  of  its  broadband 
services  25%,  to  $50  a  month. 

Data:  Company  reports,  Lehman  Brothers  Inc.,  BusinessWeek 


CONTENT  COMPANIES  Web  me 

companies  and  others  dependent| 
broadband  are  being  squeezed. 
Soundbreak.com,  which  offered 
line  radio  and  video  entertainmer 
cited  the  lack  of  broadband  servit 
for  consumers  as  one  reason  it  cl^ 
its  doors  in  February. 


LENDERS  Total 
for  telecom  comj 
nies  has  balloon* 
$700  billion  in  tj 
U.S.  and  Europe] 
Several  compani 
have  declared  bal 
ruptcy,  and  more] 
faults  are  coming.  That  could  hur 
banks,  insurance  companies,  and  I 
tual  funds  that  hold  their  debt.  All 
ready,  Bank  One  says  its  loan  lossj 
would  double,  to  $1.2  billion,  par 
because  of  telecom. 
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A  number  of  TELECOMS  relied  on  junk  bonds- 
"high-yield  HEROIN,"  in  the  WORDS  of  one  exe 


ternet  lines  this  year,  compared  with  previous 
plans  for  380,000.  Without  a  mass  audience 
tapped  into  the  Net  at  broadband  speeds,  the  entire 
food  chain  depending  on  the  growth  of  the  Web  could 
be  hurt.  Content  companies  could  backtrack,  software  devel- 
opers flee,  advertisers  return  to  television,  and  individuals 
who  may  have  been  drawn  to  the  Net  with  promises  of  TV-like 
experiences  could  leave  disappointed  and  not  return.  "I  am  re- 
ally concerned,"  says  Alan  Ramadan,  chairman  of  Quokka 
Sports  Inc.,  which  provides  online  coverage  of  everything 
from  mountain  climbing  to  the 
Olympics.  "Anything  that  slows 
down  consumer  adoption  puts  an 
industry  in  formation  at  risk." 
SIMPLE  MATH.  Not  all  of  telecom, 
however,  is  on  the  ropes.  The  lo- 
cal phone  companies — SBC,  Veri- 
zon, BellSouth,  and  Qwest — have 
continued  to  turn  in  steady  fi- 
nancial results,  in  part  because 
they  face  relatively  little  compe- 
tition in  their  core  markets.  At 
the  same  time,  they've  been  able 
to  capitalize  on  some  of  the  fast- 
growing  segments  of  the  indus- 
try, such  as  data  and  wireless 
services.  Verizon  thinks  the  com- 
munications business  is  promising 
enough  that  it's  boosting  its  cap- 
ital spending  to  $18  billion  this 
year  from  $17.6  billion  in  2000. 
"We're  going  through  a  period 
where  the  fittest  and  the  best- 
financed  will  do  well,"  says  co- 
CEO  Ivan  Seidenberg. 

To  understand  how  telecom 
got  into  this  jam,  turn  back  the 
clock  to  1996.  The  U.  S.  passed  the  landmark  Telecom  Reform 
Act  that  year  to  deregulate  the  industry.  And  European 
countries,  led  by  Britain,  were  opening  up  their  markets  to 
competition.  The  stakes  were  huge.  Telecom  revenues  on 
both  continents  totaled  nearly  $300  billion,  and  the  markets 
were  growing  about  10%  each  year. 

The  model  for  how  to  make  a  fortune  in  the  new  world  of 
telecom  was  set  by  one  oft-forgotten  telephone  company: 
MFS  Communications  Co.  Led  by  James  Q.  Crowe,  MFS  laid 
telephone  lines  around  major  cities  that  would  allow  long-dis- 
tance companies  to 
bypass  the  Baby 
Bells.  By  the  time  the 
Reform  Act  passed  in 
1996,  MFS  had  networks  in  most  of  the  big  cities  in  the  U.  S., 
and  WorldCom  agreed  to  buy  the  company  for  a  staggering 
$14  billion,  only  slightly  less  than  what  SBC  had  paid  for 
Baby  Bell  Pacific  Telesis  Group  earlier  that  year.  What  World- 
Com was  paying  for  was  not  an  operating  business  but 
strategic  assets  that  would  save  it  hundreds  of  millions  of  dol- 
lars it  otherwise  would  have  paid  the  Bells  to  deliver  calls. 
The  figure  that  stuck  out  for  every  would-be  telecom  entre- 
preneur was  that  WorldCom  paid  more  than  six  times  the  val- 
ue of  the  assets  MFS  had  put  in  the  ground. 

The  math  was  simple.  You  didn't  need  to  build  a  busi- 
ness. You  just  needed  to  raise  money,  put  telephone  lines  in 


the  ground,  and  you  could  make  a  bundle.  Some  giant  w 
pay  you  a  multiple  of  every  dollar  you  invested.  The 
model  seemed  to  work  for  the  next  couple  of  years.  In 
WorldCom  bought  another  competitive  upstart  called  Br 
Fiber  for  about  $7  billion,  or  nine  times  the  company's  a 
in  the  ground — the  property,  plant,  and  equipment. 

When  Net  mania  hit  in  the  late  1990s  and  data  ti 
started  doubling  every  few  months,  the  telecom  buildouj 

came  a  free-for-all 
panies  such  as  xo  Co: 


FEB.  27,  2001  An 

nounces  3,000  job 
cuts,  or  10%  of  its 
workforce 


MAR.  6,  2001  Lowers  its 
revenue  forecast  for  the  March 
quarter  to  $925  million 


APR.  09, '01 
$15.27 


OUTLOOK  JDS  will  remain  the  powerhouse  in 
fast-growing  optical  components  market.  But 
ter  the  85%  drop  in  its  stock  price,  investors 
won't  get  caught  up  in  the  hype  anytime  soon 


Special  Report 


nications  and  Focal  Communications  sprang  up  to  build 
telephone  networks  throughout  the  U.S.  RSL  Commi 
tions  and  Viatel  Inc.  started  building  telecom  systei 
Europe.  Global  Crossing,  Flag  Telecom,  and  others  st 
stringing  fiber-optic  cables  through  the  world's  ocea 
carry  the  booming  data  and  voice  traffic.  At  the  same 
megacarriers  were  investing  heavily:  WorldCom,  for  exa 
was  building  its  own  metropolitan  phone  networks 
Stockholm  to  Madrid.  All  told,  telecom  players  work 
have  raised  $650  billion  in  debt  and  equity  since  199  njy^ 
cording  to  Thomson  Financial  Securities  Data. 

In  their  rush,  many  execs  built  less-than-steady  ton  ml 
for  their  companies.  Rather  than  sell  stock,  they  foun 
quickest  way  to  get  capital  was  to  issue  junk  bonds.  "I 
high-yield  heroin,"  says  Royce  J.  Holland,  former  presid 
MFS  and  now  ceo  of  Allegiance  Telecom  Inc.,  which  pre 
voice  and  data  services  to  businesses.  "You  didn't  need 
a  road  show  with  investors.  You  just  had  a  conferenc 
and  you  could  get  a  few  hundred  million  bucks."  While  \ 
debt  equal  to  a  company's  equity  value  is  reasonably  h< 
telecom  upstarts  took  on  debt  that  was  5,  10,  or  ev 
times  their  equity.  They  figured  the  more  they  could  i 
the  higher  the  price  a  giant  would  pay  for  their  comps 

Last  year,  the  signs  of  trouble  began.  With  so  man; 
works  being  built  on  both  sides  of  the  Atlantic,  prices 
ed  to  tumble.  Howard  Jonas,  CEO  of  international  phoiU 
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The  closing  of  the  CAPITAL  markets  has  left 
DOZENS  of  half-built  upstarts  GASPING  for  c 


pany  IDT  Corp.,  estimates  that  an  stm-i — a 
phone  line  that  can  carry  576  conversations 
at  once — between  the  U.  S.  and  Britain  costs  $1.8 
million  today,  down  85%  from  $12  million  in  1999. 
"Prices  have  gone  through  the  floor,"  says  Jonas.  Why?  The 
economics  of  telecom  are  very  similar  to  those  for  the  railroad 
industry:  Once  you  sink  the  money  into  the  ground,  it  costs 
almost  nothing  to  provide  the  service.  "If  there's  a  glut,  it's 
going  to  be  brutal,"  says  the  University  of  Chicago's  Goolsbee. 
Telecom  just  didn't  turn  out  to  be  the  fast-growth  business 
executives  had  banked  on.  The  number  of  bits  transmitted 
and  the  number  of  minutes  on  the  phone  are  rising  rapidly, 

but  severe  price  drops 
have  meant  overall 
revenue  growth  is 
modest.  As  U.S.  tele- 
com players  boosted  their  capital  spending  by  some  25%, 
their  revenue  growth  was  stuck  at  about  10%.  That  squashed 
profits.  The  return  on  equity  dropped  from  13.8%  in  1996  to 
5.9%  last  year,  according  to  Lehman  Bros  Inc. 

Company  after  company  has  missed  its  financial  targets, 
stocks  have  plunged,  and  burned  investors  have  slammed 
the  capital  markets  shut.  U.  S.  telecom  players  that  pulled  in 
an  average  of  $2  billion  a  month  in 
initial  public  offerings  over  the  past 
two  years  raised  a  measly  $76  mil- 
lion in  ipos  in  March.  On  Mar.  15,  the 
highly   leveraged    wireless    service 


Special  Report 


MAR.  1 ,  2000  Stock 
hits  $66.25  as  Cov- 
ad rolls  out  digital 
subscriber  line  (DSL) 
equipment 


JUNE  16,  2000  Co- 
vad moves  into  retail 
DSL  business  by  ac- 
quiring Bluestar 
Communications — 
and  investors  ham- 
mer its  stock  by  27% 


FEB.  16,2001  Post- 
pones fourth-quarter 
earnings  news  to  review 
accounting  procedures 


OUTLOOK  Shareholders  fear  a  bankruptcy  filing. 
The  company  may  not  be  able  to  pay  the  interest 
on  its  $1.3  billion  in  debt,  since  it  doesn't  expect 
to  generate  cash  from  operations  until  late  2002. 


ers  Cisco  Systems,  Nortel  Networks,  and  JDS  Uniphq 
missed  their  financial  projections  and  started  laying 
ers.  On  Mar.  19,  Solectron  Corp.  ceo  Koichi  Nishim| 
the  contract  manufacturer  of  telecom  gear  had  seer 
nomenal  downturn"  in  demand.  He  said  revenues  I 
current  quarter  would  fall  sharply  and  that  Solectrc 
cut  8,200  jobs,  or  10%  of  its  workforce. 

It  won't  get  better  anytime  soon.  The  closing  of  tl 
markets  has  left  dozens  of  half-built  upstarts  gasj 
cash.  They  have  huge  debt  loads,  they  can't  get  new 
there's  nobody  to  buy  them  out,  and  their  businesses  I 
erating  less  money  than  expected  because  of  brul 
wars.  Bear  Stearns  &  Co.  analyst  James  H.  Henry 
that  half  of  the  50  publicly  held  upstarts  will  di 
through  bankruptcy  or  merger  over  the  next  few  yj 
WEAKLINGS.  Two  dozen  bankruptcies  in  an  industf 
safe  enough  for  widows  and  orphans  is  no  longer  untJJ 
For  example,  PSINet  Inc.,  one  of  the  leading  pro\ 
Internet  backbone  services,  has  $3.4  billion  in  debt,  ai 
terest  expenses  of  more  than  $300  million,  and  a  busu| 
doesn't  generate  any  cash.  On  Apr.  3,  the  company 
it  will  probably  have  to  file  for  bankruptcy  protectj 
remember  Alex  Mandl,  the  onetime  heir  apparent  at , 
1997,  he  left  AT&T  to  become  ceo  of  Teligent  Incj 
planned  to  provide  local  telecom  services  using  ir 
wireless  technology.  With  revenues  growing  morl 
than  expected  and  financing  drying  up,  Teligent  coull 
in  bankruptcy  court.  It  has  $1  billion  in  debt,  ml 
$100  million  in  annual  [ 
expense,  and  wideninl 
from  operations.  Ii 
est  Securities  & 
Commission  filing, 
auditors  said  the 
may  not  be  able  tc 
Michael  Kraft,  ser 
president  at  the 
says  Teligent  hasl 
last  through  Junf 
trying  to  raise  moi 
The  telecom  giaJ 
in  such  dire  straitsj 
terday's  powerhouses 
lings  today.  Many  expe 
AT&T,  WorldCom,  or  Sp^ 
be  acquired  in  the 
years.  "The  only  thing  I 
in  the  way  are  the  rejj 
says  one  telecom  exec, 
rier   may    not   last    1 
Chairman  Michael  K.  Pi 
said  he  favors  less  goi 
interference  in  marked 
Europe's  goliaths  cl 
too.  Shareholders  are 


NOV.  1 ,  2000  CEO 

Robert  E.  Knowling 
resigns  and  founder 
Charles  McMinn  re- 
turns as  chairman 


NOV.  27,  2000 

Announces  plans 
to  cut  400  jobs,  or 
13%  of  workforce 


%^^#"SP 


APR.  9, '01 
$0.95 


provider  Nextel  Communications  Inc.  had  to  yank  the  IPO  of 
its  international  arm.  France  Telecom  had  such  a  disap- 
pointing stock  offering  for  its  Orange  wireless  unit  in  Feb- 
ruary that  it  raised  half  of  the  $13  billion  it  had  expected. 

The  troubles  in  telecom  are  being  felt  on  both  sides  of  the 
Atlantic.  Wireless  giant  Motorola  is  cutting  22,000  jobs,  and 
Sweden's  phone  maker  Ericsson  says  it  may  lose  as  much  as 
$500  million  in  the  current  quarter.  Telecom-equipment  mak- 


for  the  resignations  of  the  heads  of  the  three  biggl 
ers — British  Telecom,  France  Telecom,  and  Deutschef 
bt  is  the  most  likely  takeover  candidate  among 
players.  With  intense  competition  in  its  domestic  ml 
heavy  debt  from  wireless  auctions,  BT's  market! 
dropped  by  more  than  60%  since  the  beginning  of 
about  $50  billion.  Its  credit  rating  has  been  cut. 
British  government  is  less  likely  to  stand  in  the  way 
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tside  HRBlock-com  you'll  now  find 
Microsoft  and  intel  e-commerce  solution- 


ttause  H&R  Block  knew  if  their  online  service 
In't  ready  by  tax  time-,  millions  of  tax-season 
(jld  find  a  service  that  was- 


•customers  count  on  you  to  meet  deadlines,  your  e-commerce 
lion  needs  to  be  up  and  running  in  time-  So  after  looking 
per  competitive  solutions-,  H&R  Block  turned  to  the  flicrosoft 
solution  platform  and  Intel  -based  servers-  It  was  more 
table-,  scalable-,  and  affordable-  And  it  let  them  quickly 
Mnent  Professional  Tax  Service,  an  innovative  product  with 
online  professionals-  All  of  this,  on  time  and  on  schedule 


icrosoft  and  Intel  is  a  ailaol 
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quiflition  by  a  foreign  buyer  than,  say,  the  French  government. 

For  the  next  year  or  two,  bankruptcies  and  mergers  will 

sweep  the  industry.  The  assets  of  bankrupt  companies  will  be 

sold  off  for  as  little  as 
25<2  on  the  dollar  to 
the  few  remaining 
strong  players,  includ- 
ing Verizon  and  sbc.  Capital  spending  will  fall,  hurting  the 
other  tech  companies  that  have  grown  dependent  on  steady 
increases  in  expenditures.  The  financial  institutions  holding 
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telecom  debt  could  face  a  crisis.  And  the  economy  could  slij 
into  its  first  telecom-driven  recession. 

Relief  could  come  in  2002  or  2003,  when  the  industry  has 
shot  at  becoming  a  profitable,  growing  business  for  the  re 
maining  players.  "We're  weeding  out  the  weak,"  says  Rick  El 
lenberger,  chief  executive  of  Broadwing  Inc.,  which  provides 
local  phone  service  in  Cincinnati  and  data  services  nationwide 
"At  the  end  of  the  day,  this  can  be  a  good  business."  The  en( 
of  the  dark  days  of  telecom,  however,  are  still  a  long  way  off 
With  Heather  Timmons  in  New  Yorl 


FEELING  THE  TELECOMS'  PAIN:  INSURERS  AND  BANKS 


Investors  in  telecom  have  lost  bil- 
lions as  these  soaring  stocks 
crashed  to  earth.  But  that's  just 
the  beginning  of  the  damage  from 
the  meltdown.  Next  in  the  line  are 
investment  and  commercial  banks, 
insurance  companies,  and  asset  man- 
agers that  lent  money  to  telecom 
companies  or  bought  their  bonds. 

It's  hard  to  say  how  big  the  bill 
will  be.  But  the  total  cost  could  be 
in  the  same  league  as  the  $150  bil- 
lion taxpayer  bailout  of  bankrupt 
savings  and  loans  in  the  late  1980s. 
And  it  might  even  drive  a  few  banks 
to  the  wall. 

This  time,  taxpayers  won't  have  to 
dip  directly  into  their  pockets.  That's 
because  the  banking  system  is  in 
better  shape  now:  It's  better  capital- 
ized, with  bigger  re- 
serves and  a  wider  di- 
versification of  risks. 
Nevertheless,  share- 
holders will  see  profits 
dwindle  as  loans  and 
bonds  are  written  off, 
while  investors  in 
some  junk-bond  mutu- 
al funds  will  be  hit 
with  losses. 

That's  going  to  be 
painful.  Banks  issued 
more  than  $320  billion 
in  syndicated  loans — 
in  which  several 
banks  band  together 
to  lend  to  one  compa- 
ny— to  the  telecom 
industry  since  1999, 
says  Thomson  Finan- 
cial Securities  Data.  Telecoms  issued 
more  than  $160  billion  in  bonds, 
says  Capital  Access  International, 
held  by  insurers,  pension  funds,  and 
money  managers. 
PIDDLING.  Worse  yet,  the  amounts 
recovered  from  busted  bonds  or 
failed  companies  could  be  pitifully 
small.  NorthPoint  Communications 
Group  Inc.,  for  example,  filed  for 
bankruptcy  on  Jan.  17,  owing  more 


than  $850  million  in  five  syndicated 
loans  led  by  cibc  Oppenheimer  and 
Goldman,  Sachs  &  Co.  NorthPoint 
loan  debt  trades  at  less  than  25#  on 
the  dollar,  according  to  lsta-LPC 
Market  to  Market  Pricing.  Winstar 
Communications  and  rcn  Corp.  have 
both  reported  widening  losses  and 
staff  cuts,  while  their  stock  has  fallen 
far.  rcn  has  $3  billion  in  loans  and 
more  than  $800  million  in  outstand- 
ing bonds.  Winstar  has  over  $1  bil- 
lion in  bonds  alone.  If  either  compa- 
ny is  forced  to  close  its  doors, 
investors'  losses  will  be  severe. 

The  problem  is  that  the  assets  of 
bankrupt  telecoms,  mainly  customer 
lists  and  hardware,  have  little  value. 
If  they're  forced  to  file,  "bondholders 
won't  get  anything,  while  the  banks 


dodged  the  bullet.  J.  P.  Morgan 
Chase,  Goldman  Sachs,  and  Bank  of 
America  were  the  top  three  syndi- 
cated lenders  to  the  sector,  but  they 
say  they've  sold  off  most  of  the 
loans.  Bank  of  America,  for  example, 
said  the  bank  holds  $6.8  billion,  or 
3%  of  its  overall  loan  portfolio,  in 
telecom  loans  out  of  the  $31  billion  it 
issued  since  1999.  Now  insurance 
companies  and  pension  funds  hold  al- 
most half  of  the  outstanding  telecom 
loans,  estimates  Standard  &  Poor's — 
like  BusinessWeek,  a  unit  of  The  Mc- 
Graw-Hill Companies.  Leading  tele- 
com bondholders  include  Prudential 
Asset  Management,  Metropolitan 
Life,  and  Fidelity  Investments.  None 
of  the  three  companies  would  com- 
ment on  their  exposure. 


HOLDING  THE  BAG? 


Insurers  and  asset  managers  bought  up 
the  bulk  of  telecom  bonds... 

TOP  US  HOLDERS 


...while  banks  have  extended  billions 
in  syndicated  telecom  loans 

TOP  ISSUERS  SINCE  1999 


1.  PRUDENTIAL  GLOBAL  ASSET  MANAGEMENT 

$4.7  BILLION 

2.  METROPOLITAN  LIFE  INSURANCE 

3.9 

3.  FIDELITY  MANAGEMENT  RESEARCH 

3.8 

4.  CALIFORNIA  PUBLIC  EMPLOYEES  RETIREMENT 

3.8 

5.  AMERICAN  GENERAL  INVESTMENT 

2.7 

6.  STATE  FARM  INSURANCE 

2.4 

7.  NEW  YORK  LIFE  INSURANCE 

2.5 

8.  ZURICH  SCUDDER  INVESTMENTS 

2.5 

9.  WELLINGTON  MANAGEMENT  CO. 

2.1 

10.  NORTHWESTERN  INVESTMENT  MANAGEMENT 

2.0 

1.  J.P.MORGAN  CHASE 

$66.0  BILLION 

2.  BANK  OF  AMERICA  SECURITIES 

38.8 

3.  GOLDMAN  SACHS 

20.3 

4.  SALOMON  SMITH  BARNEY 

20.1 

5.  CREDIT  SUISSE  FIRST  BOSTON 

10.5 

6.  TO  SECURITIES  INC. 

8.7 

7.  FIRST  UNION  CORP. 

3.6 

8.  BANK  OF  NEW  YORK 

3.5 

9.  LEHMAN  BROTHERS 

3.1 

10.  MERRILL  LYNCH  &  CO. 

3.0 

Data:  Capital  Access 


Data:  Thomson  Financial  Securities  Data 


will  take  a  significant  haircut,"  pre- 
dicts one  banker. 

So  banks  and  insurers  will  be 
forced  to  take  write-downs  and  shore 
up  reserves  as  loan  values  drop.  It's 
starting  already.  On  Mar.  27,  Bank 
One  Corp.  said  this  year's  commer- 
cial loan  losses  could  double,  to  about 
$1.2  billion,  in  part  because  of  expo- 
sure to  the  telecom  industry. 
Some  bankers,  however,  have 


Even  the  bankers  now  admit  they 
went  overboard.  In  hindsight,  "any- 
one active  in  the  business  wrote  one 
or  two  deals  too  many  a  year  ago," 
says  one  telecom  banker  who  didn't 
want  to  be  named.  As  the  telecom 
meltdown  runs  its  course,  that  could 
prove  to  be  the  understatement  of 
the  decade. 

By  Hcatl/cr  Timmoru 
in  New  York 
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ue  HnwenT  just 

acquired  a  compnnv. 

ujeve  created 

a  powerhouse. 

Now  that  we've  completed  the  acquisition  of  Litton  Industries, 
we'd  like  to  introduce  you  to  our  new  company.  One  that  starts  out  with 
15  billion  dollars  in  annual  revenue,  80,000  employees,  and  over  60 
years  of  experience.  One  that  single-handedly  redefines  the  top  tier  of 
defense  and  commercial  electronics,  information  technology,  systems 
integration,  and  shipbuilding.  Introducing  the  new  Northrop  Grumman. 

The  addition  of  Litton  to  Northrop  Grumman  gives  us  a  blueprint 
for  our  future.  It  strengthens  our  capabilities  in  existing  businesses, 
and  makes  us  a  global  electronics  powerhouse,  the  largest  builder  of 
non-nuclear  ships  for  the  US  Navy,  and  one  of  the  largest  IT  suppliers 
for  the  Federal  government.  It  enhances  everything  from  operations  to 
efficiency  to  financial  strength— making  us  bigger,  stronger,  and  perfectly 
positioned  for  the  challenges  and  rewards  the  future  will  bring.  The 
new  Northrop  Grumman.  We  haven't  just  acquired  a  company.  We've 
created  a  powerhouse. 

Technology's  Edge.  NORTHROP  GRUMMAN 


www  northropgrumman.com 

©2001  Northrop  Grumman  Corporation 


SOME  NOVEL 

WAYS  TO  GET 

YOUR  EXERCISE 

THIS  SPRING 
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Take  a  Ride 

On  the  Comfy  Side 

Bikemakers  offer  wheels  for  those  not  seeking  speed  or  thrill 


BY  KATE  MURPHY 

Ask  many  bike  owners  why  their  bicycle  is 
gathering  dust  in  the  garage,  and  they'll 
tell  you  it's  too  uncomfortable  to  ride. 
Who  wouldn't  get  turned  off  by  a  con- 
traption that  routinely  bruises  your  seat 
bone,  causes  carpal  tunnel  syndrome  in 
the  wrist,  compresses  your  disks,  and 
leads  to  neck  and  back  pain?  "Crouching  over  at 
an  acute  angle  like  that  can  cause  a  lot  of 
problems,"  says  Dr.  Karen  Schneider,  a  sports 
medicine  specialist  at  Lenox  Hill  Hospital  in 
New  York. 

But  joy  riders  can  take  heart.  Manufacturers 
such  as  Schwinn,  GT,  Raleigh,  Giant,  and  Trek 
are  finally  marketing  a  wide  selection  of  inex- 
pensive, sporty  cruiser  and  comfort  bikes  that 
are  feel-good  alternatives  to  road,  mountain,  and 
hybrid  bikes  (table). 

Cruisers  "look  like  the  bikes  you  rented  at 
the  beach  when  you  were  a  kid,"  says  Katherine 
Costa,  a  43-year-old  analyst  at  Compaq  Com- 
puter in  Houston.  Three  months  ago,  Costa  trad- 


ed in  her  barely  ridden  road  bike,  with  it 
tires,  drop  handlebars,  and  aerodynamic  d 
for  a  cruiser.  She  now  rides  four  times  a 
"It's  so  fun  and  comfortable,  it  hardly  s 
like  exercise,"  she  says. 

Cruisers  typically  have  smooth,  wide 
large,  cushioned  seats;  and  handlebars  that 
up  and  around  so  you  can  sit  upright 
open  chest.  Apart  from  being  easier  on  yoi 
shoulders,  and 
this  posture 
concentrate 
weight     on 
lower  back,  wW 
the  case  when  you  ride  a  rj 
bent  bike.  Until  cruisers 
\    along,  the  odd-looking 
\     bents — with  their  stre 
m        out  frames  on  whic 
recline  with  your  le 
sitioned  in  front 
you — were 


EASY  RIDER  Raleil 
comfort  bike  is  friel 
to  your  back  and  s| 
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only  back-friendly  option.  But  recumbents 
rani  to  maneuver,  and  their  low-to-the-ground 
m  often  makes  them  difficult  for  other  vehi- 
to  spot.  It  also  hampers  bicyclists'  ability  to 
ce  back  to  see  traffic  coming  from  behind. 
Tiile  today's  cruisers  might  look  like  the  vin- 
variety,  they're  made  of  better  materials: 
example,  they  usually  have  stainless-steel 
es,  foam  grips,  and  puncture-resistant  tires. 
;  of  them,  such  as  Dyno's  collectible  hot-rod 
el  with  a  flame  motif  painted  on  the 
ers,  have  sturdy  steel-alloy  ■■■.■■«■ 
,es  that  weigh  35  to  40  HEALm 
ds.  Giant  and  Trek  make  alu- 
m-frame models  that  are  only  24  to  26 
ds. 
i  xusers  usually  have  one  speed  and  coasts 
rakes — the  brakes  you  operate  by 
ng  the  pedal  backward — although  Giant  and 
igh  offer  versions  with  seven  speeds  and 
hand  brakes.  With  cruisers, 
"there's  no  intimidation 
factor,"  says  Joe  Lindsey, 
a  writer  for  Bicycling  Mag- 
azine. "You  don't  feel 
as  if  you  have  to 
be  an  elite  ath- 
lete  to   ride 


1 


The  prices  aren't  intimidating  either.  Cruis- 
ers cost  between  $150  and  $400,  compared  with 
$800  to  $1,500  for  a  recumbent  bike  and  as  much 
as  $2,000  to  $6,000  for  a  high-end  road  bike  or  a 
stout  and  nubby-tired  mountain  bike.  The  dif- 
ference between  the  lower-  and  higher-end  cruis- 
ers generally  comes  down  to  weight,  number  of 
speeds,  and  mod  detailing. 

NO  STRAINING.  Comfort  bikes,  which  became 
available  about  three  years  ago,  are  more  ex- 
pensive than  cruisers  because  they  have 

rrrtAA     more  features.   They  start  at 

flTMrlvv   $300  and  g°  up  to  $930  for  a 

I1IHLUU  24-speed  Raleigh.  This  allows 
you  to  adjust  gears  to  tackle  hills  or 
windy  conditions  without  straining.  Where- 
as cruisers'  smooth  tires  make  them  suited 
mostly  for  gliding  over  pavement,  the  ridges 
and  bumps  on  comfort-bike  tires  provide  enough 
traction  so  you  can  do  light  off-road  riding,  like 
on  a  bark-covered  path. 

Some  comfort  bikes,  such  as  Trek's  Navigator 
and  Schwinn's  Sierra,  also  have  suspension  seat 
posts  and  forks  connecting  to  the  front  tires — 
features  borrowed  from  mountain  bikes.  These 
accordion-like  devices  act  as  shock  absorbers  to 
help  ease  your  ride.  Some  bikes,  such  as  GT  Tim- 
berline,  have  adjustable  front  stems  that  allow 
you  wide  latitude  to  raise  or  lower  the  handle- 
bars to  suit  your  height.  You  are  more  upright 
on  a  comfort  bike  than  on  mountain  or  road 
bikes,  but — unlike  on  a  cruiser — you  still  have  to 
lean  forward  to  ride  no  matter  how  much  you 
adjust  the  handlebars. 

What  you  gain  in  ease  when  you  ride  a  cruis- 
er or  comfort  bike,  you  lose  in  performance.  The 
upright  position  is  not  exactly  aerodynamic  or 
ideal  when  it  comes  to  getting  the  most  leverage 
from  your  legs.  So  forget  about  these  bikes  if 
you  have  a  need  for  speed.  Don't  even  think 
about  racing  someone  on  a  road  bike — you'll  get 
left  in  the  dust. 

And  you  will  break  your  neck  if  you 
try  to  ride  one  of  these  bikes  up  or 
bump    down    a    mountain    path. 
"Cruisers  are  for  getting  out  and 
riding  around  the  neighborhood, 
running  errands,  and  general- 
ly having  fun,"  says  Michael 
Klasmeier,  program  direc- 
tor   at    the    League    of 
American    Bicyclists,    a 
biking  advocacy  group  in 
Washington.      Comfort 
bikes  are  for  those  who 
like    to   take    pleasure 
rides  around  town  and 
want  to  tackle  a  moder- 
ately hilly  bike  trail  on 
occasion.  They  are  also  a 
good  bet  for  noncompeti- 
tive charity  rides. 
Whether   you're   riding 
hunched    over    a    10-speed 
roadie  or  pedaling  upright  on 
a  single-speed  cruiser,  you're 
getting  great  exercise.  But  you're 
likely  to  ride  longer  and  more  often  if 
you're  comfortable.  o 


Not  Your  Old 
Boardwalk 


GIANT  SIMPLE  7 

$260  Cruiser  with  7 

speeds,  superlight 
aluminum  frame, 
hand  brakes,  and  a 
comfort  saddle 


GT  DYN0  DEUCE 

^Collectors' 
model,  single-speed 
cruiser  with  a  flame 
design  painted  on  the 
fenders  and  seat 

<  RALEIGH  SC400 

$930  High-end 
comfort  bike  with 
suspension  seat  post 
and  front  fork;  24- 
speed  gear  shifter  is 
integrated  into  dash- 
board-like handlebars 


SCHWINN  CRUISER  SS 

$209  Classic  cruiser 
with  1955  styling, 
balloon  tires,  one 
speed,  coaster  brake, 
and  a  sofa  saddle 


TREK  NAVIGATOR  200 

$329  Basic  comfort 
bike  with  suspension 
seat  post  and  21 
speeds 
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Serious  Jumping  With 
The  'Rope  Wizard' 

Buddy  Lee's  workouts  stress  power,  finesse,  and  speed 


BY  ROBERT  BERNER 

Ten  minutes  of 
jumping  can 
yield  the  same 
cardiovascular 
payback  as 
30  minutes 
of  jogging 


Dressed  in  a  star-spangled  unitard,  Buddy 
Lee  works  his  magic  with  a  jump  rope. 
His  torso  remains  nearly  stationary  as  the 
rope  spins  under  his  feet  at  nearly  200 
revs  per  minute  during  his  complex  ma- 
neuvers. All  you  hear  is  the  whir.  My  lesson 
with  the  "rope  wizard"  is  about  to  begin. 

Thanks  in  part  to  Lee,  a  former  Olympic 
wrestler,  jumping  rope  is  no  longer  just  for 
schoolyards  and  boxing  gyms.  People  from  world- 
class  athletes  to  aerobics  instructors  are  putting 
it  in  their  routines.  "It's  the  most  underrated 
exercise  there  is,"  says  Michael  Gostigian,  a  per- 
sonal trainer  and  former  Olympic  pentathlete. 

I  have  jumped  for  28  years,  since  I  was  14.  I 
learned  to  do  it  in  preseason  training  for  alpine  ski 
racing.  What  I  love  is  the  sheer  efficiency  and 
convenience.  Research  shows  that  10  minutes  of 
jumping  can  produce  the 
cardiovascular  pay- 
back of  30 


A  WHIR:  Lee  mixes 
up  his  routine  with 
power  jumping 


;  sue  ■ — 
furniku 
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minutes  of  jogging.  Done  properly,  jumpii 
easier  on  your  knees  than  running  is.  That'! 
cause  your  feet  are  barely  off  the  ground 
one-quarter  to  one-half  inch. 

And  you  can  jump  almost  anywhere.  Jus 
Mark  Pizzi,  a  45-year-old  executive  at  Nation 
Insurance  in  Albany,  N.  Y.  When  feeling  stn 
he  shuts  the  office  door,  moves  some 
and  jumps  until  he's  about  to  break  into 
"It  has  a  remarkable  ability  to  change  my 
tal  attitude  in  a  matter  of  minutes,"  he  say 

Ropes  sell  for  $10  at  sporting  goods  stor 
$25  for  a  top-of-the-line  model  at  Lee's  Web 
www.buddyleejumpropes.com 
Lee's  pvc  (polyvinyl    „--,- 
chloride)    ropes    are     HrAMH 
narrower    and    more 
aerodynamic.    Whatever    you 
buy,  the  handles  should  reach 
your  shoulder  when  the  rope  is 
looped  under  one  foot. 

Start  by  practicing  without  a  rope  to  ge 
feel  of  the  exercise.  Hold  your  legs  togethei 
jump  on  the  balls  of  your  feet,  while  mimi 
turning  the  rope  with  your  hands.  Then  try  " 
ow  jumping,"  where  you  jump  and  spin  the 
holding  both  handles  in  one  hand.  This  builds 
ing.  Finally,  try  the  real  thing,  and  be  prepa 
make  a  lot  of  mistakes.  Do  this  three  to  five 
a  week  for  10  minutes,  and  the  missteps! 
quickly  decrease.  When  you  feel  ready,  mova 
"jog  step,"  where  you  alternate  landing  or 
foot,  then  the  other.  "It  takes  about  a  we| 
start  to  get  it,"  says  Woodbridge  (Va.)-basec 
EXPLOSIVENESS.  I  thought  I  had  the  tech 
down— before  I  met  Lee  for  my  lesson, 
tainly  jump  enough — about  30  minutes  five 
a  week  at  a  cadence  of  120  to  130  revs  a 
Was  I  wrong.  Lee  tells  me  I  need  to  jur 
the  balls  of  my  feet  and  concentrate  on  posl 
holding  my  back  and  head  upright.  "You  hav  *~ 
to  be  light  on  your  toes,"  he  says. 

I  need  the  extra  quickness.  I  am  using  of" 
Lee's  high-speed  ropes  and  it  turns  far 
than  my  old  one.  I'm  now  hitting  150  Q 
minute  and  feel  like  I'm  dancing  on  the  hi 
my  feet — a  sensation  I've  never  had.  "You 
to  a  jumping  start  now,"  Lee  says. 

Next,  he  teaches  me  six  types  of  jumps 

build  strength  and  explosiveness,  what  he 

'power  jumping."  I  combine  all  the  step 

jump,  and  my  calves  and  thighs  burn  a 

not  used  to  the  exertion.  Then  we  turn 

nesse  jumping,"  fancier  moves  such  as  cross 

which  you  see  boxers  do.  Next  we  do 

jumping,"  where  you  turn  the  rope  as  fast  a 

can  at  shorter  bursts.  I  hit  170  revs  a  m  ^ 

but  a  really  good  jumper  can  reach  nearly  J . 

Finally,  we  do  alternating  30-second  interv 

power,  finesse,  and  speed  jumping.  I'm 

sweating  by  the  end  of  the  hour. 

I'm  back  on  my  own  now  trying  to  rr| 
what  I  learned  from  the  Rope  Wizard.  I've 
up  even  more  steps  from  his  instructional 
There's  so  much  to  think  about,  1  no  longei 
time  to  get  bored  when  I  jump. 


hi  l 
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Keep  Your  Eye 
On  the  Factory  Floor 

Why  manufacturing  data  are  so  closely  watched 


BY  KATHLEEN  MADIGAN 

The  U.  S.  economy  is  sailing  through  rough 
waters  right  now,  and  one  sector,  manu- 
facturing, has  already  washed  up  on  the 
rocks.  Will  the  factory  recession  get  so 
severe  that  it  drags  down  the  whole  econ- 
omy— which  will  further  hammer  profit 
expectations  and  stock  prices? 
To  find  out,  investors  have  to  pay  attention  to 
the  manufacturing  numbers.  "Manufacturing  is 
the  most  cyclically  sensitive  sector,"  says  Suzanne 
Rizzo,  U.S.  economist  at  New  York  consulting 
firm  mfr.  "When  you  are  looking  for  a  turn  in 
the  business  cycle,  you 
can  get  an  advance  read 
from  the  factory  data." 
For  instance,  because  of 
an  overbuilding  of  inventories,  the  manufacturing 
sector  cut  production  and  employment  in  earnest 
back  in  the  early  fall  of  2000.  The  rest  of  the 
economy  didn't  show  signs  of  slowing  down  until 
a  few  months  later,  around  the  time  the  stock 
market  got  a  whole  lot  worse. 


Economic  Indicators 


In  addition,  though  manufacturing  accounts 
for  just  16%  of  the  economy,  its  influence  is  felt 
across  a  spectrum  of  industries,  such  as  adver- 
tising, computer  services,  consulting,  and  retail- 
ing. So  even  if  your  holdings  don't  include  any 
smokestack  companies,  you  still  need  to  know 
whether  factories  are  busy  or  not. 

You  can  gain  some  insight  through  four 
monthly  reports.  One  is  the  Federal  Reserve's 
Industrial  Production  &  Capacity  Utilization 
report.  The  U.S.  Commerce  Dept.'s  Bureau  of 
the  Census  puts  out  two:  the  Advance  Report  on 
Durable  Goods  Orders  and  the  report  on  Manu- 
facturers' Shipments,  In- 
ventories, and  Orders. 
Lastly,  the  National  Asso- 
ciation of  Purchasing  Man- 
agement calculates  the  monthly  purchasing  man- 
agers' index  for  manufacturing  (BW — June  5, 
2000),  known  to  be  a  favorite  of  Fed  Chairman 
Alan  Greenspan. 

Savvy  investing,  of  course,  is  about  anticipat- 
ing the  future.  That's  one  reason  why  "durable- 
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Economic  Indicators 


Durable-goods 
orders  include 
everything  from 
airplanes  to  office 
chairs,  so  you 
have  to  get  behind 
the  summary 
numbers  to  see 
what's  going  on 


goods  orders  is  the  most  closely  watched"  of 
the  government  reports,  says  Rizzo.  If  the  mak- 
ers of  durable  goods  see  increased  demand  for 
their  products,  future  production  and  revenues 
look  good.  As  its  name  implies,  the  report  covers 
the  dollar  value  of  new  orders  for  durable  goods, 
typically  defined  as  goods  that  last  more  than 
three  years.  Since  most  hard  goods  are  expensive 
and  financed  on  credit,  the  sector  is  very  sensi- 
tive to  swings  in  interest  rates.  Thus,  a  change  in 
Fed  policy  affects  this  sector  first — another  rea- 
son Wall  Street  pays  close  attention. 

The  durable-goods  report  sums  up  the  demand 
for  many  items  from  high-cost  aircraft  to  low- 
tech  office  furniture,  so  you  have  to  get  behind  the 
summary  numbers  to  understand  what's  going 
on.  (The  data  can  be  found  at  www.census.gov/in- 
dicator.)  For  instance,  on  Feb.  27,  Commerce  re- 
ported that  orders  plunged  6%,  and  Wall  Street 
took  that  as  a  sign  that  the  economy  was  going  to 
hell  in  a  handbasket.  Investors  clamored  for  an  im- 
mediate Fed  rate  cut.  But  if  you  stripped  away  a 
huge  drop  in  airplane  orders,  durable  goods  fell  a 
less  worrisome  1.6%.  No  wonder  the  Fed  waited 
until  its  scheduled  Mar.  20  meeting  to  cut  rates. 

In  fact,  when  some  Fed  officials  want  to  see 
how  business  spending  on  capital  goods  is  holding 
up,  they  focus  on  new  orders  for  capital  goods 
excluding  defense  and  aircraft.  If  you're  buying 
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This  is  the  11th  in  an 

occasional  series  showing 

how  major  economic 

reports  can  attect  the 

stock  and  bond  markets 


Although  small  in  proportion  to  the  rest  of  the  economy, 
manufacturing  is  perhaps  the  sector  most  sensitive 

to  changes  in  economic  growth.  To  gauge  what's  ahead  in 
the  economy,  pay  attention  to  these  monthly  reports: 

ADVANCE  REPORT  ON  DURABLE  GOODS  ORDERS  The  Commerce 

Dept.  releases  data  on  orders  for  goods  generally  designed  to  last 

more  than  three  years.  The  report  also  contains  numbers  on  the 

backlog  of  unfilled  orders  and  shipments.  /\ 

MANUFACTURING  SHIPMENTS,  INVENTORIES,  AND  ORDERS  Another 
Commerce  Dept.  report  that  covers  activity  for  both  durable  and 
nondurable  goods.  The  inventory  data  can  signal  growing  shortages 
or  possible  overproduction  problems. 

INDUSTRIAL  PRODUCTION  AND  CAPACITY  UTILIZATION  The  Federal 
Reserve  tracks  output  by  manufacturers,  mines,  and  utilities.  The 
data  are  broken  down  into  specific  industries,  including  the  important 
motor-vehicle  sector.  Capacity  utilization  calculates  if  factories  have 


durables  report  contains  the  bulk  of  the  o 
data.  What's  new  is  a  first  look  at  inventorii 
an  economy  veering  toward  services,  activii 
side  the  nation's  warehouses  is  usually  p 
boring  stuff.  But  nowadays,  inventory  ne' 
hot  because  our  current  sluggishness  ca 
traced  to  a  buildup  of  too  many  goods 
Greenspan  told  Congress  on  Feb.  28:  "A  rot 
inventory  rebalancing  appears  to  be  in  proj 
Accordingly,  the  slowdown  in  the  economy 
began  around  the  middle  of  2000  intensified 
haps  even  to  the  point  of  growth  stallinj 
around  the  turn  of  the  year." 
TOO  BIG  A  GAP.  What  went  wrong?  In' 
business  kept  stocking  merchandise  even  i 
mand  slowed  in  response  to  the  Fed's  pri 
terest  rate  hikes.  By  September,  the  M-3  r 
showed  that  inventories  were  building 
sales  fell.  In  response,  factories,  especially 
makers,  cut  output  and  jobs.  Rizzo  says  the 
nitude  of  the  inventory  overhang  "can  mea 
difference  between  soft  landing  and  reces 
That's  because  if  manufacturing's  woes  sp 
the  resulting  layoffs  and  loss  of  income  car 
consumer  spending  in  its  tracks. 

What's  Greenspan  looking  at  to  gauge  fal 
activity?  The  Fed  has  its  own  factory  nunfl 
the  industrial  production  report.  The  tot" 
dustrial  production  index  is  made  up  of  in 
covering  manufacturing, 
and    utilities.    The    latest 
show  factory  production  fall™ 
five  consecutive  months.  (I 
www.federalreserve.gov  on 
17  to  find  its  March  perform    b 
The  report  also  contains  c 
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ty-utilization  rates,  or  how  m 
their  physical  plant  and  equi] 
factories  are  using.  An  av 
operating  rate  over  85%  can 
that  the  economy  is  growi 
such  a  robust  pace  that  pi 


t00.m.UCh..UnU.Se!C^  tion    shortages    or    bottle 


PURCHASING  MANAGERS'  INDEX  Released  by  the  National 
Association  of  Purchasing  Management,  this  report  measures 
industrial  activity  on  production,  employment,  delivery  times, 
inventories,  prices,  and  orders. 

shares  in  companies  making  heavy  machinery 
or  tech  hardware,  that's  the  order  category  to 
watch.  Look  for  the  March  report  on  Apr.  25. 

The  shipment  and  inventory  report,  also  called 
M-3,  covers  durable  and  nondurable  goods.  It 
comes  out  about  a  week  after  the  durable-goods 
news  and  is  available  at  the  same  Web  site.  Typ- 
ically, Wall  Street  pays  less  attention  since  the 


threaten  big  price  increases 
was  a  chief  concern  of  tht 
back  in  1994  when  it  last  br 
the  economy  in  for  a  soft  In 
Remember  the  soft  Ian 
That's  what  the  Fed  was  aiming  for  wi 
1999  and  2000  rate  hikes.  But  business  s 
too  much,  and  now  the  Fed  is  fighting  the  ] 
recession.  Can  it  put  the  economy  back  on 
Manufacturing  will  tell.  But  you  don't  hi 
punch  a  time  card  or  wear  a  hard  hat  \ 
what's  happening  on  the  factory  floor.  Thi 
ufacturing  numbers  tell  all. 
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Can  You  Cut  Loose 
This  Burden? 


You  may  not  need  private  mortgage  insurance 


BY  JOAN  OLECK 


Figuring 
Your  PMI 

FEDERAL  TRADE 
COMMISSION 

www.ftc.gov 
Access  info  sheet  on 
federal  law  for  termi- 
nating PMI  by  clicking 
on  "Consumer  Protec- 
tion," then  "At  Home" 
HOMEGAIN 
homegain.com 
PMI  savings  calculator 
tells  you  if  you're  enti- 
tled to  a  waiver 
MSN 

homeadvisor.com 
Gives  quick  estimate  of 
what  your  home  is  worth 
MORTGAGE  INSURANCE 
COS.  OF  AMERICA 
privatemi.com 
Lets  you  calculate  how 
long  PMI  payments  will 
last 


Any  home  buyer  who  puts  down  less 
than  20%  of  the  purchase  price 
quickly  becomes  familiar  with  pri- 
vate mortgage  insurance.  This 
extra  monthly  charge  of  $50  to 
$100  for  every  $100,000  borrowed 
protects  your  lender  against  your 
potential  default.  And  up  against  the 
mega-amount  of  the  total  loan,  it 
seems  small  enough.  But  PMi  adds 
up — simply  because  it  can  take 
years  to  reach  that  magic  20% 
equity  threshold  where  it  is  no 
longer  required. 

Now  there's  good  news  for 
PMI  payers.  Given  the  appreciat- 
ing real  estate  market,  chances 
are  you  can  get  free  of  PMI  much  sooner  than  you 
expected.  That's  because  the  median  sales  price 
for  a  home  rose  5%,  from  1999  to  2000,  and  as 
high  as  27.5%  in  some  parts  of  the  country, 
according  to  the  National  Association  of  Re- 
altors. As  a  result,  the  equity  in  your  home 
has  likely  increased,  too — enough  that  it 
now  exceeds  that  20%  of  your  home's  val- 
ue. (Another  way  to  look  at  this  is  that 
the  loan  balance  is  less  than  80%  of  the 
value.)  By  spending  a  mere  $100  to  $300 
for  a  new  appraisal,  and  petitioning  your 
lender  for  a  waiver,  you  should  be  able 
to  cancel  your  PMI  for  good. 
ROUGH  ESTIMATE.  It's  a  simple  process — 
which  many  people  don't  realize.  Home- 
Gain,  a  real  estate  Web  site,  recently  es- 
timated that  2.7  million  homeowners  were 
paying  PMI  needlessly.  Indeed,  58  of  the 
61  cities  HomeGain  examined  registered 
increases  in  median  sales  prices  from  1997 
to  2000  sufficient  to  give  many  payers  20% 
or  more  equity  ratios. 

Don't  think  PMI  affects  only  strug- 
gling young  couples  scraping  together 
the  cash  for  fixer-uppers.  Upscale 
homebuyers  may  carry  it  as  well, 
particularly  those  in  recent 


v  a  m 


years  who  have  chosen  to  offer  minimal 
payments  in  order  to  stay  fully  investJ 
stocks — a  move  some  of  them  now  surely  rJ 
So  if  housing  prices  in  your  neighbor 
have   risen   markedly,  you   si 
start  by  calculating  your  equil 
tio:  loan  balance  to  value.  Yo| 
obtain  a  rough  estimate  of  ci 
value   by   asking   your   realtd 
checking  the  valuation  tools  at  va 
Web  sites  (table).  HomeGain  off] 
calculator  that  asks  you  to  pit 
your  monthly  PMI  payment] 
chase  price,  the  percei 
put  down,  your  outsj 
ing  balance,  and  the  eia 
value  of  your  home.  Itl 
tells  you,  based  ol 
ratio    of  your| 
balance  to  the 
rent  value,  wr 
PMI  is  still  rec 
and  how  muc| 
could  save. 
Don't  waste  I 
ey  on  an  appraisd 
til  you  know  your  \e\ 
criteria.  You'll  need  to 
good     payment     historj 
more  than  30  days  late  in  the 
12  months  and  no  more  than  one  late  pe 
You  also  may  have  to  wait  a  minimum  per 
say,  24  months  after  you  started  payir 
mortgage  to  become  eligible. 
The  next  step  is  to  contact  your  lendiJ 
stitution  for  the  waiver  application  ai| 
directed,  hire  an  appraiser.  You'll  ofte 
less  if  you  retain  the  lender's  pref 
professional.  You  have  scant  cause  to 
about  a  conflict  of  interest:  The  appraise 
simply  pay  you  a  house  call,  look  around, 
all  goes  well,  confirm  that  your  rej 
tate  investment  is  as  good  as  you  tr 
What  if  your  lender  still  balks? 
got  some  rights.  The  federal  Homeoj 
Protection  Act  mandates  that  lenders  [ 
matically  cancel  PMI  once  a  borrower's 
reaches  22%  of  your  home's  value  at  the  t^ 
purchase.  In  New  York  last  Dece 
the  state  attorney  general  wor 
million  settlement  from  six  lender 
had  failed  to  inform  10,000  homj 
ers  that  they  had  reached  New  York's  o\ 
equity  threshold  for  waivers.  The  mes 
Keep    track    of    your    PMi;    your    l{ 
may  not. 

Once  freed  of  the  PMI   payr 
you  can  save  thousands  of 
a  year  that  you  will  no 
pump   back   into   the 
anyway — for      those 
repairs  or  replacemj 
that  faulty  furnace.  At 
you'll  be  shelling  out 
that  is  to  your  beneflj 
the  bank's. 
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'VALUE'  INVESTORS: 
PITY  THEM  NO  LONGER 


last  October,  vs.  6< 
the  Standard  &  P 
500-stock  index. 

The  fallen  ang 
technology  aren't 
ing  many  of  these 


BY  ROBERT  BARKER 

Those  who  find 
riches  in  neglected 
stocks  are 
gloating  now,  but 
they  don't  believe 
the  market  decline 
is  over 


The  "value"  crowd,  those  investors  who 
look  for  winning  stocks  among  the  disap- 
pointing, the  downtrodden,  and  the 
unloved,  had  become  objects  of  derision,  even 
pity.  That's  how  long  and  how  badly  they  have 
trailed  growth  investors.  Now,  as  the  bear  mar- 
ket grinds  on,  they  are  showing  again  that  their 
low-risk  approach  can  work  wonders  (chart). 

So  you  might  expect  plenty  of  gloating.  I  did, 
in  fact,  hear  a  bit  at  a  recent  Gabelli  Asset  Man- 
agement conference  featuring  many  of  value's 
leading  lights.  Yet  far  more  striking  was  the 
sense  of  worry  that  most  stocks,  even  after  the 
past  year's  trip  south,  remain  too  high.  "How 
many  people  here  think  we're  through  with  this 
market  crash?"  asked  Bruce  Greenwald,  a  Co- 
lumbia University  finance  professor.  Only  a  few 
in  the  group  tremulously  raised  hands.  He 
agreed:  "We've  got  a  long  way  to  go." 

So  if  you  still  have  cash  to  invest,  what  do  you 
do?  Greenwald  suggested  companies  in  remote, 
unlikely  spots:  "Obscure  is  good,"  he  said.  "Un- 
desirable is  good."  Such  stocks  are  more  likely  to 
be  trading  below  the  intrinsic  value 
of  their  businesses.  Few  expecta- 
tions are  built  into  their  prices. 
BIG  GAINS.  No  one  at  this  meet- 
ing owns  more  obscure  stocks — or 
is  more  obscure  himself — than  Seth 
Klarman.  You  haven't  seen  him  on 
CNBC  It's  unlikely  you  ever  will. 
A  decade  ago,  Klarman  wrote  an 
investment  book,  Margin  of  Safety. 
But  now,  he  warns,  "it's  out  of 
print,  so  don't  bother  trying  to  find 
it."  Klarman  is  president  of  Bau- 
post  Group,  a  $2.5  billion  pool  of 
private  money.  What  you  would 
find  in  his  portfolio  are  such  stocks  as  Wabtec 
(formerly  Westinghouse  Air  Brake)  or  hotelier 
Wyndham  International  or  steel  processor 
Olympic  Steel.  A  private  fund  Klarman  runs 
gained  22%  in  its  most  recent  fiscal  year,  ended 


« 


Value  Surges 
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I     agers'  bids — yet.  T 
ception  is  Bill  Mille 
I    runs  more  than 
f    lion  for  Legg  Maso: 
tried  to  explain  wh 
persistently  market 
ing  portfolios  own 
*      Amazon.com  thar 
^  >-      one  save  ceo 
Bezos.    Muc 
Miller  mad 
money    on 
Computer 
America  Onl 
couple       of 
back — two  stocks  that  stretched  the  deft 
of  value  investing  into  some  intergalactic  z 
he  thinks  his  long-suffering  Amazon  stake 
tually  can  return  fiftyfold.  How?  If  Amazo 
turn  profitable  via  continued  growth  in 
higher-ticket  items  as  consumer  electronic 
In  the  value  crowd,  that's  a  decidedly  rc 
ty  opinion,  and  Miller's  thesis  on  Amazoi 
challenged  sharply  by  Greenwald  for,  amon 
er  failings,  being  the  conventional  wisdom, 
common  is  the  approach  of  Boyar  Value 
manager  Mark  Boyar,  who  mostly  ignores 
stocks  because,  he  says,  product  and  pricii 
cles  turn  too  fast  to  permit  persuasive  anakj 
a  tech  company's  balance  sheet.  Unlike,  sa; 
estate,  the  value  of  tech  company  assets 
too  quickly  to  pin  down.  But  when  a  tech 
pany  passes  away,  it  can  create  rare  oppo 
ties.  Hummingbird  Value  Fund's  Paul  Si 
who  focuses  on  microcaps,  has  been  buying 
liquidations  as  MotherNature.com.  "It's 
nology  stock,"  he  says,  laughing,  "with  no 
nology."  But  it  has  cash  to  give  shareholder 
sells  its  remaining  assets 

If  value  investors  today  ar 
spot  to  do  some  gloating,  it'i 
because  they  stepped  up  to  1 
1999  and  2000.  "Anybody  Otchisoi 
thinks  that  now's  a  good  tin 
value  is  missing  the  whole 
Klarman  told  me  later.  Inste 
says  investors  should  think 
taking  profits  on  their  most 
ciated  value  stocks.  Good 
The  market  hasn't  stopped 
whether  a  stock's  owner  is  a 
or  a  growth  investor  befbr<  Inci- 
ting it  down  to  size. 
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Beyond  The  Mobile  Frontier 


T&efimia? 


Cf  lou 


**  Tekr-'90" 


5**ft 


Hutchison  3G 


in 


1 


magine  an  advanced  worldwide  mobile  network  that  brings  everyone,  everywhere  the  freedom  and 
convenience  of  borderless  mobile  multimedia  communications. 

Through  strategic  alliances  with  industry  leaders  AT&T  Wireless  and  America  Online,  Inc.  in  the  U.S., 
utchison  Telephone  Company  Limited  and  KG  Telecommunications  Co.,  Ltd.  in  Asia,  KPN  Mobile  N.V.  and 
utchison  3G  UK  Holdings  Limited  in  Europe,  and  Tele  Sudeste  Celular  Participates  S.A.  in  South  America, 
TT  DoCoMo  is  well  on  the  way  to  making  this  dream  a  reality. 

Our  phenomenal  i-mode  service  in  Japan  already  provides  over  21  million  cellular  users*  with 
zonomical,  one-touch  access  to  the  Internet.  And  our  May  2001  debut  of  the  world's  first  3G  (third- 
eneration)  mobile  communications  services  -  known  as  FOMA**  and  empowered  by  W-CDMA  (Wideband 
ode  Division  Multiple  Access)  -will  enable  these  users  to  enjoy  Super  high-speed  mobile  transmission 
i  multimedia  content  as  well. 

We  are  confident  that  our  win-win  relationships  will  one  day  lead  to  borderless  multimedia  services  - 
id  a  brighter,  more  convenient  future  for  everyone. 

*s  of  March,  2001 .    **FOMA  (Freedom  Of  Mobile  multimedia  Access)  is  the  name  used  in  Japan  for  NTT  DoCoMo  W-CDMA  services. 


a    borderless    world 


NTT  DoCoMo,  Inc. 


www.nttdocomo.com 


Actually,  it's  just  darned  hard  work.  Combined  with  sufficiently  advanced  technolo 

If  you're  doing  the  work,  we'll  help  with  the  technology.  And  the  strategy.  And  the 
tactics.  And  the  techniques.  And  the  skills.  In  fact,  we'll  help  with  everything  that's  hard 
about  E-business,  from  integration  to  execution,  supply  chains  to  customer 
relationship  management.  We're  CMP's  eBusiness  Conference  &  Expo.  Produced 
by  the  editors  of  Information  Week,  we  know  more  about  making  E-business  work 
than  anyone.  And  we  know  more  people  who  know  how  to  make  it  work.  Join  us. 
Meet  them.  You'll  still  be  working  hard.  But  the  results  -  now,  that's  magic. 
Register  at  800-652-2578  or  www.ebusinessexpo.com/bw    Use  source  code  HJABW 


ebusine 


conference  and  ( 


June  12-14, 2001 

San  Jose  Convention  Center,  San  Jo 
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NOT  QUITE 
PIPING  HOT 


pO  RICH  AT  KRISPY? 

A  big  favorite  of  short-sellers  these  days — 
outside  of  their  plum  targets  in  techs — is 
Krispy  Kreme  Doughnuts  (krem).  Operat- 
ing some  180  stores  (of  which  90  are  franchised) 
in  28  states,  it  has  become  famous  for  its  sweet, 
superrich  pastries,  especially  its  popular  "original 
glazed."  The  shorts  aren't  dazzled,  but  they  could 
be  wrong.  And  if  they  are,  they  would  have  to 
cover  their  huge  short  positions.  The  open  in- 
terest in  put  options  on  Krispy's  stock  far  ex- 
ceeds the  call  positions.  That  means  the  bears 
are  betting  that  the  stock  will  crash.  The  2.5 
million  shorted  shares  equal  nearly  10%  of 
Krispy's  shares  outstand- 
ing. But  that's  just  dandy 
for  options  expert  Bernie 
Schaeffer:  Although  still 
bearish  on  the  market, 
Schaeffer  is  strongly  bullish 
on  Krispy.  "As  a  contrari- 
an, I  like  the  idea  that  the 
shorts  are  all  over  Krispy 
Kreme,  ignoring  the  com- 
pany's strong  fundamentals 
and  technicals,"  says  Scha- 
effer, ceo  of  Schaeffer's  Investment  Research 
and  editor  of  The  Option  Advisor  newsletter. 
Earnings  almost  tripled  in  the  fourth  quarter, 
beating  analysts'  estimates  by  nearly  20%.  Krispy 
expects  to  earn  69#  a  share  in  the  year  ending 
Jan.  31,  2002,  vs.  analysts'  estimates  of  65<2. 
Krispy,  which  will  soon  move  to  the  Big  Board, 
went  public  on  Apr.  5,  2000,  at  split-adjusted 
$10.50  a  share.  Schaeffer  sees  Krispy,  now  at 
36,  doubling  in  a  year. 

The  bears  contend  that  Krispy's  price-earnings 
ratio  of  52  is  too  rich.  And  they  expect  sales, 
which  hit  $300  million  in  2001,  to  fall  short  of  the 
projected  $367.4  million  in  2002.  John  Ivankoe,  an 
analyst  at  J.  P.  Morgan  Chase,  says  the  "stock 
continues  to  be  driven  by  better  than  expected 
comps,  store  growth,  and  earnings."  Krispy  is 
"appropriate  for  longer-term  investors,"  he  says, 
and  is  now  priced  at  an  "attractive  entry  point." 
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A  BIGGER  FIELD  FOR 
CHURCHILL  DOWNS 


PRETTY  MUCH 
ON  THE  LEVEL 
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t's  a  fast  track  at  Churchill  Downs, 
which  operates  six  race  courses,  in- 
cluding the  home  of  the  legendary 
Kentucky  Derby.  Now  at  30  a  share, 
its  stock  usually  starts  a  run  some 
weeks  before  the  Derby,  scheduled  for 
May  5  this  year.  But  to  some  pros, 
Churchill  Downs  isn't  just  a  bet  on 
horse  racing  anymore.  It  also  has  be- 
come a  play  on  horse-race  broadcasting 
through  its  budding  media  operations, 
the  Churchill  Downs  Simulcast  Net- 


work. The  company  has  evolved,  notes  Marc 
Falcone  of  Bear  Stearns,  from  being  solely  a 
track  operator  to  a  vertically  integrated  content 
provider,  distributor,  and  cable  network  services 
company.  Churchill  has  been  acquiring  racetracks 
and  uses  live  racing  as  the  "content"  it  distrib- 
utes to  off-track  wagering  outlets. 

Churchill  has  racked  up  eight  straight  years  of 
rising  earnings.  "Churchill  spent  the  last  few 
years  developing  one  of  the  strongest  brand 
names  in  horse  racing,"  says  Falcone.  In  a  joint 
bid  with  the  New  York  Racing  Assn.,  Churchill  is 
looking  to  buy  the  highly  profitable  New  York 
Off-Track  Betting  (otb).  Mayor  Rudolph  Giuliani 
has  been  under  pressure  to  privatize  otb.  It 
posted  sales  of  $1  billion  on  wagers  in  2000.  In 
what  could  be  a  big  growth  vehicle,  it  should 
boost  interactive  wagers  on  live  simulcasts  of 
horse  racing  worldwide  all  year  round. 

HOW  AUTODESK 
WEATHERS  THE  CRASH 

Even  in  the  depths  of  the  tech  crash,  Auto- 
desk (adsk)  wasn't  among  the  many  that 
warned  of  earnings  shortfalls  or  missed  es- 
timates. And  its  stock,  trading  at  47  a  year  ago, 
has  suffered  only  a  relatively  mild  setback  and  is 
now  at  30.  At  the  company's  annual  meeting 
with  analysts  in  early  April,  ceo  Carol  Bartz 
was  upbeat:  The  first  quar- 
ter is  on  track,  demand  has 
stayed  constant,  and  rev- 
enue growth  will  range 
from  10%  to  20%.  Au- 
todesk surpassed  estimates 
and  earned  a  record  $109 
million,  up  82%,  in  fiscal 
2001  on  sales  of  $1  billion- 
incredible  in  the  current 
tech  world.  Jay  Vleesch- 
houwer  of  Merrill  Lynch 
has  raised  his  rating  on  the   BARTZ:  UPBEAT 

stock  to  "accumulate"  from  

neutral.  He  expects  earnings  of  $2.20  a  share 
in  2002  and  $2.70  in  2003,  vs.  $1.87  in  2001. 

What's  Autodesk's  secret?  Countless  archi- 
tects, engineers,  and  others  use  Autodesk's  soft- 
ware to  design  products,  buildings,  and  infra- 
structure projects,  such  as  roads,  bridges,  and 
utilities.  Autodesk's  business,  in  a  way,  is  resis- 
tant to  downturns:  "Our  customers  tend  to  buy 
our  products  to  improve  productivity  and  prof- 
itability," says  Bartz.  Autodesk,  which  makes 
software  for  visual  effects  and  3-D  animation 
used  in  creating  digital  pictures  for  films,  video, 
and  the  Web,  has  teamed  up  with  Microsoft  to 
use  its  3-D  tools  to  develop  prototype  games 
for  Microsoft's  Xbox  video-game  system. 


BusinessWeek  on  lino 


Read  Gene  Marcial's  Inside  Wall  Street  Online  column 

Tuesday  afternoons  at  www.businessweek.com/today.htm. 

And  see  him  Fridays  at  1:20  p.m.  est  on  CNNfn. 
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■  Stocks 
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COMMENTARY 

Happy  days  are  here — for  now,  any- 
way. The  market  roared  back  this 
week,  making  up  for  some  of  its 
losses.  The  Nasdaq  spiked  15.9%, 
led  by  a  surge  in  chip  stocks.  But 
Wall  Street  pundits  remain  wary  on 
whether  the  worst  is  over  yet.  The 
Dow  rose  5.2%,  but  the  earnings' 
outlook  for  the  second  half  of  2001 
remains  fuzzy. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1165.9 

Dow  Jones  Industrials  10,013.5 

Nasdaq  Composite  1899.0 

S&P  MidCap  400  467.0 

S&P  SmallCap  600  204.4 

Wilshire  5000  10,688.3 

SECTORS 

BusinessWeek  50*  815.7 
BusinessWeek  Info  Tech  100**     448.7 

S&P/BARRA  Growth  569.4 

S&P/BARRA  Value  595.2 

S&P  Energy  888.0 

SfcP  Financials  147.1 

S&P  REIT  84.3 

S&P  Transportation  696.9 

S&P  Utilities  325.8 

GSTI  Internet  117.9 

PSE  Technology  676.3 
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-22.3 
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S&P  Euro  Plus  (U.S.  Dollar)        1214.1 
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Hong  Kong  (Hang  Seng) 
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FUNDAMENTALS 
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5999.4 
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S&P  500  Dividend  Yield                     1.35%  1 

S&P  500  P/E  Ratio  (Trailing  12  mos.)    24.3  2- 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*       20.3  1 

First  Call  Earnings  Surprise*              1.76%  2. 
'First  Call  Corp. 

TECHNICAL  INDICATORS        Apr.  10  Wk 


*Mar.  19,  1999  =  1000 


•Feb.  7,2000  =  1000 


S&P  500  200-day  average  1366.0  1374 

Stocks  above  200-day  average          57.0%  52 

Options:  Put/call  ratio                      0.83  0. 

Insiders:  Vickers  Sell/buy  ratio           3.40  3 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Aluminum 

Metal  &  Glass  Containers 
Hospital  Management 
Life  Insurance 
Invest.  Banking/Brkrge. 


6.8 
3.8 
3.1 
2.5 
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Savings  &  Loans 
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Pollution  Control 
Hospital  Management 


110.1 
84.1 
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60.3 


Communications  Equip. 
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Soft  Drinks 


-19.4 
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I  Mutual  Funds 

Week  ending  Apr.  10 
I  S&P  500     ■  U.S.  Diversified    BAH  Equity 


4-week  total  return 


m 


%     -4-3-2-1        0        1 


Week  ending  Apr,  10 
B  S&P  500  R  U.S.  Diversified  B  All  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return  %  52-week  total  return 

Leaders  Leaders 

Japan  6.5  Natural  Resources 

Utilities  0.9  Financial 

Natural  Resources  -0.7  Real  Estate 

International  Hybrid  -0.8  Mid-cap  Value 

Laggards  Laggards 

Technology  -7.4  Communications 

Communications  -7.2  Technology 

Pacific/Asia  ex-Japan  -6.5  Japan 


20.6 

19.7 
16.9 
14.1 

-49.1 
^»8.6 
-41.6 


Diversified  Emerging  Mkts.     -5.9      Diversified  Pacific/Asia        -38.4 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


Leaders 

CGM  Focus  11.5 

Credit  Suisse  Warb.  P.  Jap.  Gr.  10.8 


%     -24     -18     -12 
Data:  Standard  &  Poor's 


T  Rowe  Price  Japan 
C.S.  Warb.  P.  Jap.  Sm.  Co. 
Laggards 

Firsthand  Communications 

Red  Oak  Technology  Select 

Nevis 

Monument  EuroNet  A 


10.2 
9.5 

-20.5 
-19.3 
-18.9 
-17.4 


Leaders 

Schroder  Cap.  Micro  Cap  85.7 

CGM  Focus  69.6 

ProFunds  UltraBear  Inv.  60. 1 

State  St.  Res.  Glob.  Res.  A  60.0 
Laggards 

Amerindo  Technology  D  -76.6 

Apex  Mid  Cap  Growth  -76.2 

Firsthand  Communications  -74.1 

First  American  Tech.  Y  -73.9 


I  Interest  Rates 

KEY  RATES 


Apr.  11    Week 


MONEY  MARKET  FUNDS 


4.87%       4.93 


90-DAY  TREASURY  BILLS 


4.06 


4.10 


1-YEAR  TREASURY  BILLS 


4.09 


3.97 


10-YEAR  TREASURY  NOTES 


5.12 


4.94 


30-YEAR  TREASURY  BONDS 


5.61 


5.50 


30-YEAR  FIXED  MORTGAGEt       7.06 


6.98 


tBanxQuote,  Inc. 

iiitu 
BLOOMBERG  MUNI  YIELD  EQUIVALENT! 

Taxable  equivalent  yields  on  AAA-rated,  tax-exen 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 


GENERAL  OBLIGATIONS 


4.40% 


TAXABLE  EQUIVALENT 


6.38 


INSURED  REVENUE  BONDS 


4.49 


TAXABLE  EQUIVALENT 


6.51 
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I  THE  WEEK  AHEAD 


CONSUMER  PRICE  INDEX  Tuesday,  Apr.  1 7, 
8:30  a.m.  edt>  Consumer  prices  for 
goods  and  services  were  probably  up 
0.2%  in  March.  That  is  the  median  fore- 
cast of  economists  surveyed  by  Standard 
&  Poor's  mms,  a  unit  of  The  McGraw-Hill 
Companies.  Excluding  food  and  energy, 
the  core  index  likely  rose  by  0.2%. 

HOUSING  STARTS  Tuesday,  Apr.  1 7,  8:30 
a.m.  edt>-  Housing  starts  in  March  likely 
slipped  to  an  annual  rate  of  1.62  million, 
from  1.65  million  in  February. 


INDUSTRIAL  PRODUCTION  Tuesday,  Apr.  1 7, 
9:15  a.m.  edt>  Industrial  output  in 
March  is  expected  to  fall  0.1%  after  de- 
clining 0.6%  in  February.  The  average 
operating  rate  probably  slipped  to  79.2% 
from  79.4%.  The  expected  output  drop 
would  be  the  smallest  since  September. 

INTERNATIONAL  TRADE  Wednesday,  Apr.  18, 
8:30  a.m.  edt  ►  The  February  trade 
deficit  in  goods  and  services  probably 
narrowed  to  $33  billion  from  $33.3  bil- 
lion in  January.  Based  on  the  s&p  mms 


survey,  both  imports  and  export  u 
February,  reversing  their  gains 

LEADING  INDICATORS  Wednesday, 
10  a.m.  edt>  The  Conference 
index  of  leading  indicators  prot 
0.2%  in  March  after  slipping  0 
February. 

FEDERAL  BUDGET  Thursday,  Apr. 
EDi  ►  The  U.  S.  Treasury  is  exp< 
report  a  March  deficit  of  $30  b 
a  February  deficit  of  $48.2  bill 
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the  hot  place  to  be  this  week.  An  8.1%  gain  bested  the  S&P  500  and  the  Dow.  All  but  two  com- 
i  positive  results.  Headliners  included  Altera,  which  rose  37.2%  on  analyst  upgrades  and  a  surge 
xs.  Mercury  Interactive  jumped  39.1%  on  strong  tirst  quarter  results.  The  bad  news:  Tellabs'  pre- 
the  second  time  that  its  first-quarter  earnings  would  disappoint.  The  stock  slid  10.8%. 
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27 
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11.4 

28 
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8.5 
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29 

Sun  Microsystems 
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duction  Index 


Change  from  last  week:  0.1% 
Change  from  last  yean  7.3  % 


.The  index  is  a  4-week 
moving  average 


Aug. 
2000 


Dec. 
2000 


Mar. 
2001 


index  was  up  in  the  latest  week.  Be- 
of  the  four-week  moving  average,  the 
176.7  to  177.6.  After  seasonal  ad- 

1$,  trucks,  coal,  and  rail-freight  traf- 
the  month  of  March,  the  index  stood 

n  176.0  in  February.  Due  to  a  computer 
has  been  revised  back  through  Janu- 

equest  the  new  data,  please  e-mail 

ok@businessweek.com. 
of  the  index  components  is  at  www  business- 

■  iction  index  Copyright  2000  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real-time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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Few  people  can  make 

decisions  that  are  as  good 

for  the  environment  as 

they  are  for  business. 


You  happen  to  be  one  of  them. 

You  make  the  choices  that  improve 
your  company's  bottom  line.  Energy  Star® 
makes  it  easier.  The  Energy  Star 
label  on  your  buildings  tells  the 
world  that  you  are  committed  to 
superior  energy  performance.  That 
commitment  not  only  increases  the 
value  of  your  organization  but  also 
helps  prevent  air  pollution.  And  that 
looks  good  to  people  everywhere, 
from  Main  Street  to  Wall  Street. 
More  than  half  of  the  Fortune  500* 
already  reap  the  benefits  of  partici- 
pation in  Energy  Star.  Your  company 
can  too.  Call  1 -888-STAR-YES  or 
visit  energystar.gov. 


-^^T 


Money  Isn't  All  You're  Saving 

oMfrtdmark 


•  lit  is  sponsored  by  the  U  S  Environmental  Protection  Agency 

■      ; 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABN  Amro  (ABN)  92 
AES  (AES)  94 
Aetna  (AET)  50 
Agilent  Technologies  (A) 

42 

Alcoa  (AA)  67, 98 
Allegiance  Telecom  100 
Alliance  Capital 

Management  76 
Allied  Capital  (ALLC)  92 
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Caterpillar  (CAT)  60 
Charles  Schwab  (SCH) 

53, 70, 92 
Churchill  Downs  (CHDN) 

123 

CIBC  92,94,110 
Circuit  City  (CC)  46 
Cisco  Systems  (CSCO) 
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SOLUTELY  FREE 
EVALUATION 
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ifidential  --  Fast  --  Student 
Loans,  www.arrc.org 
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imputer  Equipment 
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Hewlett-Packard 
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•      *  rPro  •  DraftMaster  •  DeskJet 
DraftPro  •  DesignJet  •  Ruggedwnlrr 

Electrostatic  Plotters 
1073000  Workstations  &  Personal  Computers 
Demo  &  Refurbished  Equipment 

800-638-4833 

Email  sales@dasher.com 
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Iive  got  what  it  takes  to 
; manage  money? 
1  /APPLY  NOW   

www.stockjungle.com/bw 
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00  returned  over  $200,000 
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1  now  for  your  report: 

58-394-7672 


Legal  Services 
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ximum  Privacy  •  Tax  Savings 
Planning  •  Global  Investments 

-    'rofes.sional  •  Confidential 


Sears,  CPA  •  Attorney  at  Law 
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$895 

M5500  Portable 

Bar  Code  Reader 

with  Integrated 

Laser  Scanner 
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www.barcodepower.com 


30  day  money  back  guarantee 

American  iiii 
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NEVADA   •   WYOMING 

State  Tax-Free  Corporations  •  Tax  Savings 

Limited  Liability  Companies  •  Privacy 

Asset  Protection  •  24hr  Rush  Service 

'Corporate 
Service 
"enter,  inc. 

/  CorporateServiceCenter  com     775-329-7721 


I-800-NEVADA-0 


ffliMpim  954-718-8687 

Franchise  your 
Business! 


WWW. 

franchiseconsulting 
.net 


Need  a  Logo? 
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Toll-Free:  1 


Get  a  Professional 

Custom  Designed 

LOGO  TODAY! 

888-869-5646 
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SAVE  MONEY 
ON  HEADSETS! 


Headsets  com 

Save  up  to  50%  on  all  styles... 

•  Office  headsets 

•  Wireless  headsets 

•  Cellular  headsets 

SATISFACTION  GUARANTEED! 
WHY  WAIT  ANY  LONGER? 

You  and  your  staff  will  love  the  ease 
and  comfort  of  using  headsets... 

AND  WE  CAN  SAVE  YOU 
MONEY!  ORDER  NOW! 

CALL  i  -800-450-7686 

OR  ORDER  ONLINE  AT: 

www.headsets.com 

'America  s  Leading  Headset  Discounter"         ,- 

1  Daniel  Burnham  Ct.,  Suite  310c   °> 

San  Francisco,  CA  94109         £ 


Business  Opportunities 


MAKE  MONEY  AS  A 

BUSINESS  FINANCE 

CONSULTANT 


Arrange  Business  Loans  and  Equipment 
Leases  from  $1,000  to  $10  million.  No  co- 
brokerlng.  Work  directly  with  National 
Lenders.  Unlimited  earnings  potential  and 
residual  income. 
FREE  45  minute 
video  seminar  and 
information  packet 

CALL  1 -800-336-3933 

L.  The  Loan  Consultants,  Inc.  ^ 


Aviation/Fractional  Ownership 


VIRTUAL  REALITY? 


HOW  ABOUT  ACTUAL  REALITY! 

Some  things  just  can't  be  communicated  over 

fiber    optic    cable.    And    our    Learjet®    and 

Challenger®  business  jets  enable  the  modern 

CEO  to  capitalize  on  the  kind  of  face-to-face 

interaction    that    moves    businesses    forward. 

We  offer  the  most  complete  range  of  latest 

technology  aircraft  available  today.  So  while 

there  may  be  other  options  to  Flexjet,  there 

can    only   be   one   choice.    Flexjet.    For   more 

information  on  the  many  affordable  benefits  of 

fractional  ownership  and   our  unprecedented 

level   of   personal   service   and    attention    to 

detail,  call  1-800-FLEXJET. 


www,  flexjet  com 


Christopher  Reeve,  Vice  Chairman  of  N.O.D. 


WE'D   LIKE 
TO  THANK  OUR 
CEO  COUNCIL  FOR 
HELPING  CHANGE 
THE  WAY  PEOPLE 
WITH  DISABILITIES 
ARE  VIEWED  IN 
THE  WORKPLACE. 


BY  FIRST  MAKING  SURE  THEY 
ARE  SEEN  AT  ALL. 

It's  an  unfortunate  fact  that  out  of  the  54  million  Americans  with  disabilities, 
two-thirds  of  those  of  working  age  are  unemployed.  Unfortunate  for  them 
and,  quite  honestly,  for  you.  American  businesses  overlook  an  enormous 
pool  of  incredible  talent.  A  group  of  natural  problem-solvers  with  an  intense 
desire  to  contribute  to  the  workforce  and  the  economy  at  large. 


It  is  for  this  reason  that  the  National  Organization  on  Disability  has  chosen  as 
our  mission  the  full  and  equal  participation  of  people  with  disabilities  in  all 
aspects  of  life.  And  why  we  have  created  the  CEO  Council.  Through  their  support 
of  our  programs,  America's  leading  CEOs  encourage  their  fellow  business  leaders 
to  include  and  acknowledge  these  remarkable  individuals. 


N.O.P.  AND  BUSINESSWEEK  SALUTE  THE  MEMBERS  OF  THE  CEO  COUNCIL 
FOR  SUBSCRIBING  TO  THE  IDEA  THAT  IT'S  ABILITY,  NOT  DISABILITY,  THAT  COUNTS. 
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Editorials 


LESSONS  FROM  THE 
U.  S.-CHINA  STANDOFF 

It's  time  to  cull  some  lessons  from  the  recent  U.  S.-China 
spy-plane  imbroglio  now  that  the  crew  has  been  freed. 
We  don't  know  what  Beijing  will  take  away  from  the  incident, 
but  there  is  plenty  for  Washington  to  learn. 

■  China  is  no  longer  ruled  by  a  simple  dictatorship  dominated 
by  one  man,  but  rather  a  complex  coalition  of  often  competing 
forces  within  the  Communist  party.  The  hard-line  military,  clear- 
ly, has  grown  in  power.  Public  opinion,  thanks  to  the  Internet, 
is  a  new  force.  Political  leaders  in  Beijing  must  pay  heed  to  a 
broad  range  of  interest  groups,  including  those  in  the  economy. 
All  this  makes  decision-making  a  long  process  in  China. 

■  Public  bellicosity  doesn't  help.  The  hard-line  stance  against 
China  by  President  Bush  in  the  first  days  of  his  administra- 
tion inflamed  the  situation.  Chinese  belligerence  made  things 
worse.  When  the  Bush  Administration  switched  to  a  patient, 
judicious,  but  tough  negotiating  style,  it  worked  (page  56). 

■  Nationalism  is  rampant  in  China,  especially  among  stu- 
dents. It  vies  with  an  equally  powerful  Chinese  desire  for 
globalization  and  integration  into  the  world  economy.  U.  S.  for- 
eign policy  must  now  consider  both  opposing  forces. 

■  Taiwan  remains  the  flashpoint  in  U.  S.-China  relations.  The 
U.S.  should  continue  its  One  China  policy  but  insist  on  a 
peaceful  reunification  as  the  two  systems  converge  over  time. 
Until  then,  it  should  supply  Taiwan  with  adequate  military 
means  to  remain  a  de  facto  independent  country.  In  return,  it 
should  require  Taiwan  not  to  declare  de  jure  independence, 
which  would  trigger  a  war  with  China  involving  the  U.  S. 

Globalization  remains  the  best  means  for  peacefully  inte- 
grating China  and  democratizing  its  society.  But  the  Chi- 
nese military's  quick-tempered  willingness  to  try  to  bully 
the  U.  S.  and  its  Asian  allies  must  be  checked. 

DON'T  LET  TELECOM 
COMPETITION  VANISH 

And  the  winner  in  the  great  telecom-consolidation  sweep- 
stakes is . . .  monopoly!  That  appears  to  be  the  most  like- 
ly outcome  as  the  giant  telecommunications  industry  works  its 
way  through  the  current  meltdown.  The  promise  of  competi- 
tion and  lower  prices  provided  by  the  entry  of  new  players  is 
quickly  fading.  With  hundreds  of  new  telecom  startups  huge- 
ly in  debt  and  facing  bankruptcy,  only  those  companies  with 
deep  pockets  will  survive  to  pick  up  the  remaining  assets  on 
the  cheap.  These  appear  to  be  none  other  than  the  old  Baby 
Bells,  which  may  well  wind  up  controlling  not  only  the  tele- 
phone and  data  services  but  also  the  all-important  broadband 
market.  Newly  appointed  Federal  Communications  Commis- 
sion Chairman  Michael  K.  Powell  should  take  note.  Compe- 
tition is  being  threatened  more  than  ever  in  telecom. 


The  Bells  are  not  known  for  their  competitive  via 
their  willingness  to  roll  out  broadband  quickly.  Indej 
was  only  competition  from  new  companies  that  spurred 
to  start.  Even  now,  the  monthly  cost — about  $40 — for  1 
band  service  is  high,  and  the  quality  of  digital  subscribe 
(dsl)  service  often  low.  Baby  Bell  sbc  Communication 
just  hiked  its  rate  to  $50  a  month. 

Broadband  is  clearly  the  next  big  thing  in  the  inf 
economy.  Cell-phone  and  handheld-device  manufacture! 
ternet  infrastructure  builders,  server  makers,  cc 
providers,  software  writers,  advertisers,  and  others  in 
sector  are  betting  on  broadband  (page  100). 

The  best  hope  is  for  a  quick  economic  recovery  th 
stores  demand  and  provides  financing  to  the  remaining 
com  startups — before  they  go  belly-up.  But  regulator 
have  to  do  their  part  as  well.  If  consolidation  produces 
monopolization  of  the  telecom  market,  America's  hig 
economy  will  suffer. 

THE  POOREST  ARE 
AGAIN  LOSING  GROUU 


Of  all  the  gains  made  in  the  U.S.  during  the  bo 
1990s,  none  perhaps  was  as  important  to  soci 
those  made  at  the  bottom  rung  of  the  income  scale.  1 
largely  to  the  "magic  fours" — that  is,  four  years  of  ec( 
growth  averaging  more  than  4%  a  year  that  drove 
ployment  down  to  4% — the  once-unemployable  founc 
welfare  was  successfully  reformed,  and  the  working  pcx 
a  big  rise  in  their  real  wages.  The  current  slowdown  thr 
all  that  (page  42).  Policymakers  should  note  that  even 
ond-quarter  bounce-back  to  a  2.5%  annual  growth  rate  v 
stop  the  erosion  at  the  bottom  end.  Nothing  less  than 
turn  to  a  sustainable  rate  of  3.5%  to  4%  is  required. 

Recent  jobless  rates  for  Hispanics  and  African  Ame 
are  already  up  sharply.  In  the  '70s,  '80s,  and  early  '90s, 
ample,  the  unemployment  rate  for  blacks  averaged 
12%.  As  recently  as  1996,  the  first  full  year  of  the 
Economy  boom,  black  unemployment  still  averaged  10.S 
September,  2000,  however,  it  had  fallen  to  7.2%,  the  lov 
recorded  history.  Growth  in  the  magic  fours  pulled  in 
who  had  been  knocking  on  the  economy's  door  for  de 
Indeed,  millions — whites  and  blacks  alike — ended  a 
generational  cycle  of  unemployment,  poverty,  and  wel: 

These  gains  are  beginning  to  erode.  When  the 
U.  S.  unemployment  rate  rose  from  a  low  of  3.9%  to 
March,  black  unemployment  jumped  from  7.2%  to 
Weekly  pay  is  beginning  to  run  flat  for  workers  in  the  I 
half  of  the  income  brackets  while  it  continues  to  ri 
those  in  the  upper  quarter.  The  gap  is  widening  again 

The  miracle  at  the  bottom,  not  just  the  bubble  at 
should  guide  the  Federal  Reserve  and  Congress  in  th 
icy  actions.  It  is  perhaps  the  strongest  economic  argurm 
enough  monetary  and  tax-cut  stimulation  to  gel   th 
back  to  a  4%  unemployment  rate  as  soon  ;is  possible 


\ 


130  BusinessWeek  /  April  23,  2001 


SOME  DRIFTERS  MAKE  SIX  FIGURES. 


to  exercise  the  most  rewarding  perk  of  all.  Your  right  to  go  away.  line  and  inspire  you  to  do  the  same.  But  first,  you  have  to  begin  somewhere.  If  you 

ice  far  and  remote.  Where  your  mind  clears  w,th  the  water.       (gjW^        can't  find  escape  on  any  lis.  of  employer  benefits,  we  suggest  you  visit 
ry  goes  out  with  the  tide.  Perhaps  a  brave  fish  will  break  its       ^gjjgP        a  Land  Rover  Cen(re  Qnd  see  wha,  Q  Range  ^  |$  ^  ^  q( 
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VISIT  UN0B*6B  COM  OH  CAIL1  1-FINE4WD  Trand  tajhll, ,.  ,  ,.,       : 


THE  VISITORS  FROM  A  PARALLEL  UNIV& 


LOTUS  for  KNOWLK 


Log  Entry,  Day  21:  People  here  can  leverage  intellectual  capital!  They  use  "knowledge  management"  software  to  cataR} 
employee  expertise.  Other  employees  can  then  locate  and  capitalize  on  valuable  existing  knowledge,  rather  than  labonou/ 
reinventing  it.  Workers  may  also  collaborate.  In  this  way,  e-businesses  here  save  valuable  time  getting  to  market    a  competil 
advantage,  and  much  more  efficient  than  our  "Finger  of  Knowledge"  technique.  We  must  see  the  demo  at  lotus.com/visiikiii  ti  h 


I  KNOWLEDGE.  BUT  NOT  LIKE  THIS. 

:ge  management 
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business  software        YQU  NE£D  A  D|FFERENT  K|ND  Qp  S0FTWARE. 
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5.3  pounds 

DVD 

5  hour  battery 

AirPort 

15.2"  mega-wide  screen 

Titanium 

PowerBook  G4. 

Think  different: 
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Introducing  Sun  Fire  Systems 


n 

ready 


th 


Hey! 

You  got  your  mainframe  in 

my  midrange  server. 


Introducing  a  system  solution  so  dramatic,  it's  not  just  a  new  server, 
it's  a  catalyst  for  an  entirely  new  way  of  thinking  about  your  data 
center.  Sun  Fire"  midframe  servers,  the  first  in  a  new  line  of  highly 
available  servers  from  Sun  that  deliver  true  mainframe-class  capability 
to  your  network  in  a  midrange  system.  Why  is  that  important? 
Because  to  capitalize  fully  on  the  Net's  opportunities, 
you'll  need  the  infrastructure  that  allows  you  to  flexibly 
meet  the  demands  of  massive  information  explosion. 
To  that  end,  we  built  Sun  Fire  midframe  servers  from 
the  ground  up  on  the  award-winning,  next-generation 
UltraSPARC"  III  processor  and  the  rock-solid  Solaris™ 


Running  the  Solaris'"  8 
OE-rated  the  #1 
UNIX"  OE  by  D.H. 
Brown  Associates  for 
reliability,  availability 
and  serviceability. 


Scalable  to  24 
UltraSPARC"  III 
processors,  192  GB 
of  memory  and  70 
TB  of  disk  storage. 


Sun  systems  are  designed  to  give  our 
leading  ISV  partners,  including  Allaire,  Ariba, 
ESRI  and  SAS,  the  ability  to  easily  extend 
their  applications  to  this  new  platform, 
protecting  their  overall  investment. 


Operating  Environment— the  platform  that  carries  75%  of  Net  traffic. 
These  systems  are  capable  of  feats  rarely  before  seen  outside  the 
mainframe  world.  Fully  redundant  and  virtually  hot-swappable  every- 
thing eliminates  any  single  point  of  failure.  And  common  components, 
flexible  upgrade  programs  and  seamless  applications  portability 
mean  unsurpassed  investment  protection  for  you.  Engineered  to 
deliver,  these  servers  embody  the  kind  of  innovative  thinking  you've 
come  to  expect  from  Sun,  the  leader  in  server  sales  in  the  U.S.  with 
the  strongest  growing  market  share  worldwide.  No  wonder  our  novel 
combination  of  mainframe  and  midrange  turned  out  so  sweet. 

sun.com/sunfire 
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e  terrrs  and  conditions  of  the  programi 


To  be  a  success,  you  give 
your  best.  And  we  believe  you 
serve  the  same  in  return.  On 
fthansa,  you'll  experience  the 
highest  standards  on  the  ground 
and  in  the  air.  So  you  can  fly 
comfortably  and  hassle-free  to 
over  100  European  destinations. 
We  like  to  think  that's  why 
more  international  passengers 
chose  us  last  year  than  any 
other  airline.  For  reservations 
call  your  travel  agent,  call 
Lufthansa  at  800-645-3880  or 
visit  www.lufthansa-usa.com. 


There's  no  better  way  to  fly. 


A  STAR  ALLIANCE  MEMBER    \$ 
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TRADE  TIFFS 

ANOTHER  TRICKY 
LANDING  IN  CHINA 

EVEN   THOUGH   THE   24   CREW 

members  are  home  and  Chi- 
na has  accepted  a  U.S. 
apology,  tensions  still 
haven't  eased  between 
Washington  and  Bei- 
jing— and  they're  likely 
to  escalate  again  (page 
62).  That  has  execs  at 
Boeing  fretting.  The 
company  is  a  clear  tar- 
get of  Chinese  retalia- 
tion in  the  event  of  sour 
relations.  It  has  hap- 
pened before:  In  1996, 
Boeing  lost  a  $1.8  billion  or- 
der to  rival  Airbus  when  the 
two  countries  nearly  came  to 
blows  in  the  Taiwan  Strait. 

Boeing  is  now  close  to  fi- 
nalizing orders  for  more  than 
70  new  jets — deals  that  could 
be  in  jeopardy  if  tensions  re- 
ally heat  up  over  Washing- 
ton's decision  to  sell  weapons 
to  Taiwan.  The  orders  total 
more  than  $3  billion — a  po- 
tentially large  portion  of  this 
year's  sales.  And  Boeing  is 
worried  that  the  Civil  Avia- 


tion Administration  of  China 
(caac),  which  approves  pur- 
chases on  behalf  of  the  coun- 
try's 33  carriers,  could  nix 
them.  "We're  very  concerned 
and  are  watching  the  situa- 
tion   closely,"    says    Boeing 


Deputy  Vice-President  Bruce 
Dennis.  For  now,  though,  a 
caac  official  in  Beijing  denies 
any  such  implications:  "As 
our  Trade  Minister  said, 
trade  will  not  be  hurt." 

The  booming  China  mar- 
ket is  critical  to  Boeing's  fu- 
ture. Boeing  reckons  China 
could  purchase  280  jets  in  the 
next  five  years,  a  crucial 
counter  to  slowing  sales  else- 
where. Meantime,  Boeing's 
success  depends  on  delicate 
diplomacy.     Stanley  Holmes 


NEWSFLASH  Seven  New  York  City  steakhouses  and  bistr 
organized  by  Smith  &  Wollensky,  are  offering  a  Nasdaq 
special:  If  the  market  closes  at  1,867  on  Thursday,  Friday's 
lunch  costs  $18.67. 

— With  April  18th  's  close  at  2, 079,  better  hurry. 


BUSINESS  SPEAK 

LOGOS  WORTH 

A  THOUSAND  WORDS 

what's  up  with  the  new 
doohickeys  in  company  logos? 
In  recent  months,  a  few  icons 
of  the  finance  world  have 
added  meaningless  symbols 
to  their  new-and-improved 
brand  logos.  Andersen  Con- 
sulting became  Accenture, 
with  a  ">"  over  the  "t."  Mor- 
gan Stanley  dropped  the 
"Dean  Witter"  and  added  a 
triangle  over  the  first  "n." 
And  there's  a  red  arc  span- 
ning the  two  "i"s  in  Citi,  the 
result  of  the  Travelers  Group 
merger  with 
Citicorp. 

The  theo- 
ry behind 
the  squig- 
gles  is  this: 
Companies 
want  a  logo 
that  stands 
out  and 

symbols  that 
can  take  on  whatever  signifi- 
cance the  companies  say  they 
have,  reinforced  by  advertis- 
ing. "Over  time,  it  will  come 
to  have  meaning,"  a  Morgan 
Stanley  spokeswoman  says  of 


the  triangle.  While  wait 
for  that  to  happen,  thoi 
companies  claim  their  r 
symbols  have  meanings  t 
are  nearly,  well,  mystical, 
cording  to  Morgan  Stan 
"The  graphic  element  of 
signature,  appearing  ab 
the  Morgan  name,  is  a  'dr. 
tional  triangle.'  It  points 
ward  the  Northeast,  the  £ 
eral  direction  of  finan 
success." 

While  the  others'  explj 
tions  are  similarly  airy, 
idea  may  be  sound,  says 
Perkins,  a  partner  with  n 
keting  consultants  Pepper  | 
Rogers.  "No  one  thou 
you'd   see  the  swoosh 


accenture 


I 

CAN  THE 
BEAT  Nil 

SWOOSh    I 


MorgarnStanley 


think  'Nike,'  but  that's  wh 
couple  of  hundred  millioi 
advertising  can  do."  So 
we  someday  see  a  blue 
angle  and  think  "Morgj    | 
Stay  tuned.     Roy  Furch 


PRODUCT  PEEK 

A  BUD 

IN  FANCY  DRESS 

IF   you're   a   drinker   of 
imports   who   thinks   this 
Bud's    not    for    you, 
well— care    to    try    a 
Red  Label  from  Bud- 
weiser  instead? 

The    more   robust, 
slightly   more   bitter 
version  of  America's 
No.  1  brew  will  appear 
this  fall  in  New  York 
and    other    markets 
where  imports  such 
as    Heineken    have 
seen        double-digit 
growth,        industry 
sources  say.  Red  La- 
bel would  be  the  first 
new  brew   to   carry 


the  Budweiser  name  since 
Bud  Ice  emerged  in  the  mid- 
'90s.  Bud's  American  Ale, 
born  during  the  quick-to-fizzle 
microbrew  craze,  was  shelved 
before  it  even  launched. 


Bud  is  clearly  going  after 
Heineken  drinkers  to  stem  a 
long  decline.  But  Red  Label 
may  be  a  stretch  for  a  beer 
positioned  as  a  regular  guy's 
brew.    After   all,   this   isn't 


scotch,  where  Johnnie  Wa    I 
can  trade  consumers  up  f 
Red  Label  to  Black.  But 
if  only  a  few  become  fan     | 
could  mean  an  image  upgi 
for  ol'  Bud.  Gerry  Klierrm 


THE  LIST    GO  AHEAD:  READ  MY  CARD 


Radio-frequency 
identification 
devices  (RFIDs) 
allow  automatic 
payment  deductions 
on  a  consumer's 
credit  card  by 
radio  signal. 
Mounted  on  dash- 
boards or  carried 
on  key  chains,  this 
technology  is  in- 
creasingly being 
used  for  quick-pay 
applications. 


E-ZPASS,  .FASTRAK.TOLLTAG 

Highway,  bridge,  and  tunnel  author- 
ities let  motorists  pay  automatically 
by  deducting  from 
their  credit  cards 
when  they  drive 
through  tollbooths 


FASTRAK,  FREEDOM  PLAY 
McDonald's  may  allow  drivers  t| 
pay  at  drive-thrus  using  their  tc 
paying  tag.  It's  also  testl 
ing  two  e-pay  systems 
counters  and  drive-thrus 


SPEEDPASS 

Exxon  Mobil's 
"wand"  lets 
consumers  pay 
with  a  wave  at 
the  gas  pump. 


TAGHOLDERS 
LANE   2    OR 
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ZEBRAPASS 

Fans  of  sports  teams 
(New  York  Giants,  Rich- 
mond Braves)  can  get 
discounts  and  win  prize^ 
at  franchises  such  as 
Pizza  Hut. 


n  afternoon  sail. 

A  dinner  party  at  sunset.        *J^a 
Digging  for  the  first  cours       |  Define  luxury  for  yourself. 


n  LS  |  Luxury  is  more  than  a  hood  ornament.  It's  a  feeling  you  get  when  you're  living  by  your 
rules.  It's  knowing  that  sometimes  the  best  thing  about  a  3.9  litre  32-valve  V8  is  that  it  gets  you 
Dplace  where  you  can  slow  down  faster.  For  more  information  or  to  schedule  a  test  drive, 
'lincolnvehicles.com  or  call  800-688-8898 


AMERICAN        LUXURY 


Up  Front 


MAD  AVENUE 

SMOKIN' 
AD  ATTACK 

IF      YOU      WERE 

near  a  TV  on 
Apr.  1,  you  prob- 
ably saw  a  com- 
mercial in  which 
a  "tobacco  indus- 
try chairman" 
pledged  a  recall 
of  all  cigarettes 
in  America  be- 
cause "the  tobac- 
co industry  cares 
about . .  .  your 
health  and  your 
trust."  After  a  ~ 
fade  to  black,  a  voice  whis- 
pers "April  Fools." 

The  ad  appeared  on  every 
network  except  abc  and  was 
paid  for  by  a  group  named 
Truth,  which  gets  all  of  its 
funding  from  the  American 
Legacy  Foundation,  the  anti- 
smoking  organization  created 
by  the  1998  tobacco  Master 
Settlement  Agreement.  Big 
Tobacco  must  pay  alf  $250 


TIME  BOMB:  Teen  targets 


million  a  year  to  fund  efforts 
to  curb  smoking. 

But  the  ad  likely  violated 
the  settlement's  "no  vilifica- 
tion" clause,  which  prohibits 
attacks  on  tobac- 
co companies  or 
the  industry  as 
a  whole.  Last 
year,  Philip  Mor- 
ris complained 
to  the  ALF's 
chairman  about 
another  ad, 
called  Body  Bag. 
(You  get  the 
idea.) 

Yet  this  year, 
the  industry 
-  hasn't  said  a 
word — nor  does  it  plan  to,  for 
fear  of  igniting  a  public 
backlash.  Still,  it's  none  too 
happy.  Says  a  Philip  Morris 
spokesman:  "Efforts  to  deni- 
grate the  industry  are  neither 
necessary  nor  appropriate." 
But  the  alf  says  that  when 
it  comes  to  curbing  smok- 
ing— especially  by  teens — 
such  efforts  work  pretty 
well.  Brian  P.  Murphy 


EXECUTIVE  SUITE 

POW!  BAM!  ZAP!  MEET  NISSANS  SUPERHERO 

SUCCESSFUL  CEOS  OFTEN  FIND  THEMSELVES  AWASH  IN  CONTRACT 

offers  for  books.  Think  ex-Chrysler  chief  Lee  Iacocca  or 
General  Electric's  Jack  Welch.  Now,  Nissan  Motor  turn- 
around artist  Carlos  Ghosn  will  tell  his  life  story  in  an  un- 
usual form:  the  comics. 

That's  no  joking  matter  in  Japan,  where  comics  are  con- 
sidered respectable  reading  material — and  not  just  for  pimply 
BIG  SELLER:  A  comic  depicting    Menage  boys.  Ghosn's  entry 


the  chairman 
of  Softbank 


follows  a  hit  series  last  year 
that   depicted    Masayoshi 
Son,  chairman  of  Japan's 
Softbank,  and  was  later 
published  as  a  book. 
The     creator,     Big 
Comic     Superior, 
targets      young 
Japanese     pro- 
fessionals   and 
reaches    about 
300,000  readers 
per  issue. 

Although  Ghosn  also  had  helped  revive  France's  Michelin 
and  Renault,  there's  no  French  version  planned.  For  Ghosn's 
American  fans,  a  Nissan  spokeswoman  says  that  more  than  10 
publishers  are  asking  Ghosn  to  pen  his  autobiography — in 
English.  Chester  Dawson 
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BUREAUCRACY  WATCH 


HEY-WH0  STOLE  MY  LICENSE  PLATES? 


HERE  S  AN  EXAMPLE  OF  WHAT 

happens  when  you  cross  the 
inefficiencies  of  state  govern- 
ment with  those  of  the  insur- 
ance industry:  Florida  law- 
makers, looking  to  crack 
down  on  the  15%  to  27%  of 
the  state's  drivers  who 
lack  car  insurance,  had 
authorized  repo  men  to 
confiscate  the  license 
plates  of  those  who  let 
their  insurance  lapse. 

But  a  recent  survey 
found  that  a  third  of  the 
plates  snatched  by  the 
repo  men — who  turned  in 
nearly  7,000  plates  over  a  re- 
cent 13-month  period,  earn- 
ing a  princely  $25  each — 
were  from  fully  insured 
motorists  who  had  simply 
switched  insurers. 

Oops. 


Florida  officials  blame 
surance  companies  that  c 
their  feet  on  filing  mandal 
lists  of  motorists  without 
erage.  The  state  may  d 
the  program  next  year  w 
funding  runs  out.  "It  w« 


FLORIDA    s 


OOPS:  Florida  blames  ins 


good  concept  whose  im 
mentation  was  lacking," 
mits  state  official  Tom  R 
Repo  victims  who  are 
to  prove  that  they're  ins 
can  get  new  plates 
free.  Ushma 


THE  BIG  PICTURE 


CANCEL  VACATION?  NO  WAY!  Americans  will  still 
take  vacations  this  year  no  matter  what,  new  projections! 
say.  We  may  not  continue  the  travel  mega-growth  of  the  [ 
'90s,  when  spending  jumped  63%  in  1991-2000.  But  we'll| 
probably  keep  up  the  5.5%  annual  increase  through  2002. 


600  -  AMERICANS'  TOTAL  TRAVEL 
500  -  EXPENDITURES 

400 

300^  BILLIONS  OF  DOLLARS 

OC — i — i 1 — i — i — i — i — i 

•EST.  '91  '92  '93  '94  '95  '96  '97  '98  '99  '00  '01*  '02*       Forecast 


FOOTNOTES  The  average  maximum  severance-payment  period  for  senior  executives:  in  1992,  1 04  weeks;  in  2001,  37  \\  c  <  ks 
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I J001  FedEx  S«e  FedEx  Service  Guide  lot  terms  of  carriage. 


>: 


EXPRESS 


i 


: 


Shipping  to  Shanghai,  Beijing  or  Shenzhen? 

Then  go  FedEx,  your  fast  ticket  to  China.  FedEx  has  more  direct  flights  to  China  than  any  other  express 
carrier,  with  service  to  190  mainland  cities.  So  when  you  want  to  do  business  anywhere  in  China, 
visit  fedex.com  or  call  1-800-Go-FedEx  and  take  a  package  on  the  Orient  Express. 

This  is  a  job  for  FedEx!' 


#*■»* 


FedEx 

Express 
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FOOT-DRAGGING 
AT  EXXON  MOBIL 


"Exxon  unleashed"  (Cover  Story,  Apr. 
9)  hit  on  what  might  be  a  fundamental 
flaw  in  the  company's  long-term  pros- 
pects: the  insularity  and  arrogance  of 
the  corporation's  management.  Growing 
worldwide  reg- 
ulatory pres- 
sure to  reduce 
global  warming 
gases  from  fos- 
sil fuels  is  re- 
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quiring  many 
companies,  in- 
cluding Exxon 
Mobil's  com- 
petitors, to  get 
into  zero  or 
near-zero  emis- 
sions technologies.  Exxon  Mobil  is  re- 
sisting this  trend,  and  thus  is  allowing 
its  rivals  to  develop  vital  experience 
and  knowledge  of  new  energy  technolo- 
gies. The  company  has  had  118  years  to 
perfect  its  oil  and  gas  operations.  They 
won't  get  that  many  to  adapt  to  a  world 
of  clean  energy. 

Alex  Tapia 
Austin,  Tex. 

DAMN  CONSERVATION, 

TAP  THE  RESERVES 

Instead  of  challenging  industry  to  rise 
to  the  occasion,  the  President  is  ready 
to  abandon  environmental  concerns  at 
the  first  hint  of  industry  discomfort 
("Global  warming  has  Bush  on  the  hot 
seat,"  Science  &  Technology,  Apr.  9). 
Efficiency  improvements  would  not  only 
solve  environmental  problems  but  also 
create  jobs,  lower  operating  costs,  and 
keep  us  technologically  competitive  with 
the  other  developed  countries.  But  if 
we  get  too  good  at  it,  the  President 


might  not  get  to  drill  in  the  An 
Wildlife  Refuge. 

Paul  W.  Rosenber 
Manhattan  Beach,  C 

BYPASSED  AT 

THE  LACK-OF-ENERGY  DEPT. 


Energy  Secretary  Spencer  Abral 
inherits  an  agency  whose  prior  in< 
nations  were  abolished — the  U.  S.  At 
ic  Energy  Commission  in  1974  and 
Energy  Research  &  Development 
ministration  in  1977  ("Low  voltage 
the  Energy  Dept.,"  Government, 
9).  Abraham  is  better  off  letting 
White  House  develop  energy  strati 
He  can  watch  it  get  shot  down  b 
Congress  unwilling  to  make  hard  d 
sions  on  controversial  topic.  He 
have  no  scorch  marks  and  will  not 
blamed  for  another  tired  policy  d( 
ment  without  teeth. 

William  L.R.  t 
Locust  Grove, 

HOW  VALUABLE 
IS  THE  SAT? 


Robert  J.  Barro's  "Why  colle 
shouldn't  dump  the  sat"  (Econo 
Viewpoint,  Apr.  9)  is  right  about  k( 
ing  the  sat  but  does  not  even  disi 
the  law  of  unintended  consequence 
the  SAT  is  optional,  admissions  offi 
will  soon  find  that  applicants  who  ch 
not  to  submit  scores  have  low  score 
recommendations  become  more  im 
tant,  even  Attila  the  Hun  would 
no  trouble  finding  admirers.  An 
grades  attain  elevated  importance, 
inflation  will  follow. 

David 
Montville, 

While  one  does  not  expect  in  an 
say  of  this  form  the  details  of  a  st 
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Where  is  the  next  opportunity? 


Making  opportunities  happen. 


Sales  &  Trading  L   Corporate  Finance 


Vice  Chairman 

Global  Communications  Company 

Marcio  M.  Moreira,  New  York 


Fresh  ideas. 
Leading  to  results.™' 
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Transaction  Banking 


Asset  Management 
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So  evolved,  it  feels  weird  to  still  call  them  printers. 


Sends  documents  straight  to  the  Web. 

Self-diagnoses  problems  and  helps  you  (or  whomever  you  want)  fix  them. 
Monitors  supplies  with  hp  smartprint  supplies  and  notifies  users  when  attention  is  needed. 
Unstresses  IT  managers. 
Uninhibited  by  the  name  Printer. 

The  new  evolved  printers  from  hp. 


www.hp.com/go/printers-us 
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CORRECTIONS  &  CLARIFICATIONS 

Chevron  Corp.  has  not  yet  completed  its 
merger  with  Texaco  Inc.  An  article  in  The 
BusinessWeek  50,  "Virtual  prospecting" 
(Bonus  Issue,  Spring,  2001)  said  the  merg- 
er had  been  finalized. 

A  chart  of  Exxon  Mobil  Corp.'s  oil  and  gas 
properties  ("Exxon  unleashed,"  Cover 
Story,  Apr.  9)  should  have  listed  Exxon's 
Equatorial  Guinea  acreage  with  its  Africa 
properties. 


ticaJ  model,  providing  some  details  ("The 
t-statistic . . .  for  the  admissions  test  is 
60")  while  omitting  others  [raises  ques- 
tions]. Barro's  statistical  model  may  be 
correct;  one  simply  cannot  know.  The 
model  excludes  potentially  critical  data, 
and  the  results  of  the  analyses  on  the 
data  that  were  included  are  incomplete 
and  potentially  misleading. 

Michael  F.  Cassidy 

Marymount  University 

Arlington,  Va. 

Robert  Barro  says  that  a  "t-statis- 
tic" is  a  measure  of  how  closely  two 
variables,  in  this  case  admissions  test 
scores  and  college  grades,  move  togeth- 
er. That  definition  wouldn't  get  by  in  a 
freshman  statistics  course:  As  used  here, 
the  t-statistic  is  a  test  of  the  hypothesis 
that  admissions  test  scores  have  no  re- 
lationship to  college  grades,  a  claim  that 
no  one  makes. 

Clearer  and  more  appropriate  mea- 
sures— such  as  the  estimated  increase  in 
college  grades  associated  with  a  100- 
point  change  in  a  student's  sat  score — 
are  components  of  the  t-statistic.  Since 
Barro  chose  not  to  report  an  appropri- 
ate measure,  I  strongly  suspect  that  it 
didn't  support  his  conclusion. 

James  MacDonald 
Burke,  Va. 

The  statement  that  only  "the  Har- 
vards"  get  the  best  faculty  and  the 
best  students  is  debatable.  My  experi- 
ence after  nearly  40  years  spent  in 
both  public  and  private  university  sys- 
tems is  that  top-quality  faculty  and 
students  can  be  found  in  many  private 
and  public  universities.  Moreover,  mer- 
itocracy is  now  part  of  the  mission  of 
many  public  and  private  university  fac- 
ulty and  administrators. 

George  B.  Graen 

University  of  Louisiana 

Lafayette,  La. 

When  I  was  an  undergraduate  in 


France,  the  professor  who  taught  sta- 
tistics told  a  story  at  the  beginning  of 
the  first  lecture.  A  team  of  scientists 
tries  to  single  out  factors  identifying 
failing  high  school  students.  After  ex- 
tensive analysis  of  sample  data,  they 
come  up  with  the  result:  Failing  high 
school  students  have  big  feet. 

Nervous  about  your  kid's  shoe  size? 
Just  relax:  In  France,  failing  high  school 
students  repeat  grades,  so  they  are  old- 
er than  their  classmates  and  ahead  of 
the  others  in  growth,  which  includes 
bigger  feet.  The  lesson,  the  professor 
said,  was  to  beware  of  easy  conclusions. 
SAT  scores  do  not  necessarily  predict 
college  scores. 

Aurelie  Thiele 
Cambridge,  Mass. 

ON  THE  FRONT  LINES 

OF  FINANCIAL  PRIVACY 

We  commend  "Think  your  secrets  are 
safe?"  (Finance,  Apr.  9),  which  encour- 
ages consumers  to  read  and  understand 
the  privacy  materials  they  are  receiving 
from  their  banks.  It  is  unfortunate  that 
the  tone  of  the  article  implies  that  banks 
and  consumers  are  not  on  the  same  side 
on  this  issue:  We  most  definitely  are. 
Customer  trust  remains  the  foundation 
of  community  banking. 

Community  banks  are  spending  mil- 
lions of  dollars  to  inform  and  educate 
their  customers  about  financial  privacy. 
We  urge  consumers,  working  with  their 
community  bankers,  to  protect  their 
personal  financial  information. 

Diane  M.  Casey 

President  and  ceo 

America's  Community  Bankers 

Washington 

HOW  IMPORTANT 

IS  THE  DIGITAL  DIVIDE? 

Access  to  and  comfort  with  the  In- 
ternet is  fast  becoming  a  necessity  for 
joining  the  mainstream  of  U.S.  life, 
rather  than  a  luxury  choice  ("A  long 
way  from  tokenism,"  Government,  Apr. 
2).  For  [Federal  Communications  Com- 
missioner Michael  K.  Powell]  to  belittle 
the  digital  divide  debases  a  well-founded 
realization  of  the  importance  of  the  In- 
ternet to  all  of  us. 

It  is  sad  that  this  comes  from  some- 
one who  was  lucky  to  be  born  to  the 
greatest  privileges  our  society  offers, 
but  it  is  worse  coming  from  someone 
entrusted  with  ensuring  that  the  na- 
tion's communications  systems  operate 
in  our  best  interest. 

Rawle  Brown 
Brooklyn,  N.Y. 


WHAT  CONGRESS  SHOULD  DO 
ABOUT  DEATH  AND  TAXES 


Instead  of  bemoaning  the  evils  of  1 
transfer  of  wealth  from  family  to  fam 
members  of  Congress  should,  at  a  m 
imum,  advocate  immediate  exempt 
of  all  tax-deferred  retirement  plans  fr 
the  estate  tax  ("Passing  on  your  IR 
BusinessWeek  Investor,  Apr.  9). 

Bernard  Gorov* 
Clifton  Park,  N 

"While  the  death  tax  is  on  de; 
watch"  (BusinessWeek  Investor,  Apr. 
we  have  a  shortage  of  organs  for  tr; 
plant.  Pass  legislation  that  would  al 
organ  donors  to  be  exempt  from 
estate  tax.  That  way,  only  those 
refuse  to  share  the  gift  of  life  w 
have  to  pay  the  tax. 

Donald  A.  Wind 
Norwich, 

WALL  STREET'S  HYPE  MACHINE 
A  YEAR  LATER 

Boy,  were  you  right!  I  was  sitting 
the  dentist's  office  this  morning 
picked  up  your  magazine  from  almod 
year  ago.  "Wall  Street's  hype  machij 
(Cover  Story,  Apr.  3,  2000)  was  fa| 
nating — and  even  truer  in  retrospec 
Paul  Sic! 
Troy, 
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scooter  move  faster. 


ss  IP  SOLUTION 

iTUAL  PRIVATE  NETWORKS:  When  MasterCard  launched  the 
/ment  industry's  first  Virtual  Private  Network  (VPN)  three  years 
),  it  turned  to  AT&T  for  an  IP  VPN  with  bandwidth  on  demand.  The 
<ible  system  now  operates  in  61  countries,  allowing  MasterCard 
rubers  to  expand  network  capacity  during  peak-season  loads.  No 
tter  what  size  your  business,  when  transactions  soar,  AT&T  keeps 
■m  moving  right  along. 


AT&T  Business 

Innovative  Networks.  Innovative  Thinking.5" 


d  out  how  VPN 


Books 


COLOSSUS 

How  the  Corporation  Changed  America 

Edited  by  Jack  Beatty 
Broadway  Books  •  506pp  •  $30 


A  NATION  SHAPED  IN  THE 
IMAGE  OF  BIG  BUSINESS 


In  1892,  a  violent  strike  broke  out  at 
Pennsylvania's  Homestead  Works, 
Carnegie  Steel  Co.'s  massive  mill 
on  the  banks  of  the  Monongahela  River. 
Carnegie's  indomitable  president,  Henry 
Clay  Frick,  was  determined  to  break 
the  plant's  Amalgamated  Association  of 
Iron  &  Steel  Workers,  a  tough  union 
that  represented  some  800  skilled  work- 
ers. During  the  strike,  Alexander  Berk- 
man,  an  anarchist  with  no  ties  to  the 
Amalgamated,  entered  Frick's  office, 
shot  him  twice,  and  stabbed  him  three 
times  before  being  subdued.  Frick  re- 
fused anesthesia  and  insisted  on  staying 
in  his  office  as  doctors  probed  his  neck 
and  back  for  bullets  during  the  next 
two  hours.  The  bullets  removed,  Frick 
went  back  to  work  and  issued  this 
statement:  "This  incident  will  not  change 
the  attitude  of  the  Carnegie  Steel  Com- 
pany toward  the  Amalgamated  Associ- 
ation. I  do  not  think  I  shall  die,  but 
whether  I  do  or  not,  the  Company  will 
pursue  the  same  policy  and  it  will  win." 
The  strike  collapsed,  the  union  was  bro- 
ken, and  the  nascent  labor  movement 
suffered  a  serious  setback. 

Tales  like  this  one  animate  Jack  Beat- 
ty's  anthology  on  the  rise  of  Big  Busi- 
ness and  the  modern  corporation,  Colos- 
sus: How  the  Corporation  Changed 
America.  Beatty,  a  senior  editor  at  The 
Atlantic  Monthly,  has  pulled  together 
readings  that  illuminate  the  dramatic 
evolution  of  business  since  colonial  days. 
His  own  nicely  nuanced  essays  analyti- 
cally link  the  book's  major  sections.  And 
he  has  done  a  judicious  job  with  his 
picks,  in  which  literate  academics  domi- 
nate. These  include  such  business  histo- 
rians as  Alfred  D.  Chandler  Jr.  on  the 
emergence  of  modern  administrative 
business  hierarchies  to  run  the  19th  cen- 
tury railroad,  Roland  Marchand  on 
AT&T's  relentless  early  20th  century  pub- 
lic relations  campaign  to  alter  its  im- 
age  as   a   rapacious   monopolist,   and 


Richard  Tedlow  on  the  legendary  battle 
for  supremacy  between  Ford  Motor  Co. 
and  General  Motors  Corp.  in  the  1920s. 
These  articles  are  leavened  with  read- 
ings from  novels  such  as  John  Stein- 
beck's The  Crapes  of  Wrath  and  Joseph 
Heller's  Something  Happened.  Through- 
out the  text  are  fascinating  sidebars  on 
everything  from  Ralph  Waldo  Emer- 
son's view  that  commerce  is  a  force  for 
peace  to  lyrics  sung  by  United  Auto 
Workers  sitdown  strikers  in  1936. 

Beatty's  contention  is  that  the  cor- 
poration has  evolved  into 
the  dominant  institution  in 
the  U.S.  Indeed,  he  argues 
that  most  scholars  have 
vastly  understated  its  role 
in  shaping  the  economy  and 
society.  For  instance,  on 
July  30,  1619,  the  Virginia 
Company  authorized  a  colo- 
nial legislature  for  Virginia.  1 1  - 
The  company's  procedures, 
with  members  democratical- 
ly voting  their  equity 
shares,  choosing  officers,  and 
approving  policy,  became  the 
template  for  government  in  Virginia. 
The  roots  of  representative  government 
can  be  traced  "to  a  surprising  source — 
the  corporation,"  Colossus  reveals. 

But  what  truly  drives  the  book  is 
Beatty's  concern  with  the  place  of  the 
corporation  in  the  good  society. 
Throughout  U.  S.  history,  companies 
have  done  a  remarkable  job  of  deliver- 
ing what  customers  desire,  and  it's  hard 
not  to  admire  Corporate  America's  pro- 
ductive efficiency  and  willingness  to  in- 
novate. But  Americans  have  long  mis- 
trusted corporations,  too,  worrying  that 
Big  Business  wields  far  too  much  power. 
Management  lays  off  workers,  disrupts 
communities,  and  ignores  the  pain  of 
the  inevitable  losers — all  in  the  name 
of  profit  and  shareholder  value.  From 
this  perspective,  much  of  U.  S.  political, 
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judicial,  and  labor  history  is  best 
derstood  as  a  tale  of  institutions 
interest  groups  struggling  to  cont 
rising  corporate  power. 

For  instance,  toward  the  end  of 
19th  century,  the  power  of  private 
terprises  run  by  Rockefeller,  Carnej 
and  other  titans  dwarfed  both  the  f 
eral  and  state  governments,  as  well 
labor.  Still,  unions  and  the  federal  g  AS 
ernment  managed  to  emerge  as 
main  countervailing  centers  of  po\|  1 
through  a  long  struggle  from  the  C 
War  to  World  War  II.  Oligopolistic, 
operative  capitalism  gradually  repla 
unregulated  private  competition,  as  n 
agement,  labor,  and  government  neg 
ated  an  uneasy  power-sharing  truce 
But  there  is  growing  suspicion  to 
that  the  corporation  is  once  again 
powerful.  Beatty  argues  that  the  c< 
petitive  market  has  supplanted  coo{ 
ative  capitalism.  The  shift  started  ' 
the  1970s,  thanks  to  fierce  global  c< 
petition  and  deregulation  of  some  crit 
industries.  Beatty  is 
raged  at  the  human 
of  restructurings 
downsizings  in  rec 
years.  And  he  worries  t 
there  is  no  counterwei 
to  corporate  power 
America  positions  it 
globally. 

Colossus  does  lag  a 
near  the  end.  Some  stor 
such  as  the  employee  1 
out  from  a  leveraged  b 
out  or  changes  in  corporate  ] 
practices,  will  seem  familiar  to  read 
of  the  business  press.  Analyses  of 
New  Economy  and  the  boom  in  h: 
tech  entrepreneurship  are  absent —  BR 
missed.  All  the  same,  the  historical 
says  that  make  up  Colossus  form  a 
better  business  book  than  many  n 
agement  tracts.  What  we  learn  is  1 
today's  debates  about  globalization 
corporate  power  are  not  without  pr< 
dent.  History,  as  Beatty  marshals 
makes  a  strong  case  that  manag 
must  do  more  than  deliver  higher  si 
prices  or  contribute  to  rising  living  s 
dards.  In  a  democracy,  corporate  f 
dom  depends  on  citizens'  belief  t 
business  is  exercising  social  respo 
bility  as  well  as  power. 

BY  CHRISTOPHER  FAR 
Contributing  Economics  Editor 
rell  writes  from  the  heartland. 
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20  BusinessWeek  /  April  30,  2001 


,. 


Books 


The  Businessweek  Best-Seller  List 


HARDCOVER  BUSINESS  BOOKS 


WHO  MOVED  MY  CHEESE?  by  Spencer  Johnson, 
M.D.  (Putnam  •  $19.95)  Learning  to  accept 
change. 


PAPERBACK  BUSINESS  BOOKS 


27 


1    RICH  DAD,  POOR  DAD  by  Robert  T.  Kiyosaki,  with     1 
Sharon  L.  Lechter,  CPA  (Warner  •  $15.95)  Teach 
your  kids  the  rules  of  money  that  the  rich  play  by. 


23 


FAST  FOOD  NATION  by  Eric  Schlosser  (Houghton 
Mifflin  •  $25)  The  bad  news  on  burgers. 


DEVELOPING  THE  LEADER  WITHIN  YOU  by  John 
C.  Maxwell  (Thomas  Nelson  •  $19.99)  Climb  the 
leadership  ladder. 


2    ORDINARY  PEOPLE,  EXTRAORDINARY  WEALTH        4 

by  Ric  Edelman  (HarperBusiness  •  $15)  Get  tips 
from  some  regular  folks  who  became  rich. 


3    THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze       2 
Orman  (Three  Rivers  •  $13.95)  Learn  to  save. 


FIRST,  BREAK  ALL  THE  RULES  by  Marcus  Buck- 
ingham and  Curt  Coffman  (Simon  &  Schuster  • 
$26)  A  Gallup  investigation  into  managerial 
success. 


23 


4    THE  7  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually 
popular. 


74 


LONGABERGER  by  Dave  Longaberger  (Harper- 
Business  •  $25)  How  baskets  became  big 
business. 


5  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blan- 
chard,  PhD,  and  Spencer  Johnson,  M.D.  (Berkley 
•  $12.95)  Management  techniques  in  story  form. 
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NOW,  DISCOVER  YOUR  STRENGTHS  by  Marcus 
Buckingham  and  Donald  0.  Clifton,  PhD  (Free 
Press  •  $26)  Learn  to  bolster  your  true  talents. 

FISH!  by  Stephen  C.  Lundin,  PhD,  Harry  Paul, 
and  John  Christensen  (Hyperion  •  $19.95)  Moti- 
vating employees  the  Pike  Place  Fish  Market  way. 


10 


6  WHAT  COLOR  IS  YOUR  PARACHUTE?  by  Richard 
Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 
enduring  job-search  bible. 

7  GETTING  TO  YES  by  Roger  Fisher,  William  Ury, 
and  Bruce  Patton  (Penguin  •  $14)  A  Harvard 
team's  step-by-step  guide  to  conflict  resolution. 
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THE  ART  OF  INNOVATION  by  Tom  Kelley,  with 
Jonathan  Littman  (Currency  •  $26)  Crafting 
breakthrough  products  the  IDEO  way. 


YOU'RE  FIFTY— NOW  WHAT?  by  Charles  R. 
Schwab  (Crown  •  $24)  Get  ready  for  retirement. 


8  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J. 
Stanley,  PhD,  and  William  D.  Danko  (Pocket 
Books  •  $7.99)  The  wealthy  among  us. 

9  THE  ERNST  &  YOUNG  TAX  GUIDE  2001  by  the 

Tax  Partners  and  Professionals  of  Ernst  &  Young 
LLP  (Wiley  •  $16.95)  Time's  up. 


31 


THE  TIPPING  POINT  by  Malcolm  Gladwell  (Little,      12      13        10   RICH  DAD'S  CASHFLOW  QUADRANT  by  Robert  T.     8        12 


Brown  •  $24.95)  Discovering  what  turns  an  idea 
into  a  hot  trend. 


EVOLVE!  by  Rosabeth  Moss  Kanter  (Harvard  Busi- 
ness School  •  $27.50)  The  core  principles  of 
e-culture. 


Kiyosaki,  with  Sharon  L.  Lechter,  CPA  (Warner  • 
$17.95)  Move  from  job  security  to  independence. 

11  RICH  DAD'S  GUIDE  TO  INVESTING  by  Robert  T. 
Kiyosaki,  with  Sharon  L.  Lechter,  CPA  (Warner  • 
$19.95)  Becoming  rich,  not  merely  comfortable. 
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GETTING  THINGS  DONE  by  David  Allen  (Viking 
$24.95)  Start  by  getting  an  in-box. 


15 


THE  FUTURE  OF  SUCCESS  by  Robert  B.  Reich 
(Knopf  •  $26)  Why  we  work  so  hard,  by  the  for- 
mer Labor  Secretary. 


12   THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by 

David  and  Tom  Gardner  (Fireside  •  $14)  The  on- 
line duo  puts  it  on  paper. 


41 


THE  ART  OF  POSSIBILITY  by  Rosamund  Stone 
Zander  and  Benjamin  Zander  (Harvard  Business 
School  •  $22.50)  Realizing  opportunity. 


13  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry 
Porras  (HarperBusiness  •  $16)  How  3M,  Wal- 
Mart,  and  others  became  standouts. 


41 
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RAVING  FANS  by  Ken  Blanchard  and  Sheldon 
Bowles  (Morrow  •  $20)  Turn  customers  into  your 
biggest  boosters. 
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14   RICH  DAD'S  RICH  KID,  SMART  KID  by  Robert  T. 
Kiyosaki,  with  Sharon  L.  Lechter,  CPA  (Warner  • 
$15.95)  Start  'em  early. 


15  THE  48  LAWS  OF  POWER  by  Robert  Greene  (Pen- 
guin •  $15)  Thoughts  of  power  brokers  distilled. 


inessWeek's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics, 
lagement,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repre- 
:ed.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  March. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com 


HOT  TYPE 


REMEMBER    WHEN    EATING    WAS    FUN?    NOW 

comes  Fast  Food  Nation:  The  Dark  Side 
?e  Ail-American  Meal.  The  book,  No.  2  on  this  month's 
:over  list,  delivers  an  engrossing  look  into  this  segment  of 
'ictuals  business  and  ponders  its  impact.  According  to  Eric 
osser,  not  only  has  fast  food  transformed  the  way  Ameri- 
grow,  market,  and  eat  food,  but  it  is  also  central  to  oth- 
id  trends,  from  a  worldwide  obesity  epidemic  to  the  oblit- 
Dn  of  independently  owned  businesses  by  franchises. 


Schlosser  guides  us  through  a  range  of  workplaces.  Some  of 
these,  such  as  a  J.R.  Simplot  potato-processing  plant  in  Ida- 
ho and  New  Jersey's  artificial-flavor  industry,  reveal  little- 
known  and  absorbing  aspects  of  fast-food  production.  Others 
are  shocking:  In  meatpacking,  gruesome,  unsanitary,  and  un- 
safe work  conditions  prevail.  Overall,  this  disturbing  page-turn- 
er will  almost  certainly  curb  your  appetite.  Schlosser's  punch- 
in-the-stomach  line:  "There  is  sh-  in  the  meat." 
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Technology  &  You 


BY  STEPHEN  H.  WILPSTROM 

tech&you@busi  nessweek.com 


WHILE  WE  AWAIT 

THE  DREAM  GADGETS . . . 


Someday  I'll  have  a  2-lb.  laptop  computer 
that  does  everything  I  want.  Or  maybe  a 
wireless  handheld  so  good  that  I  can  dis- 
pense with  the  laptop  altogether.  But  I'm  not 
holding  my  breath.  And  meanwhile,  I  have  found 
an  assortment  of  goodies  that  can  make  life  eas- 
ier for  the  technology-burdened  traveler. 

About  the  coolest  device  that  I  have  run  into 
in  a  long  time  is  Presenter-to-Go  from  margi 
Systems  Inc.  (www.margi.com).  It's  a  $299  mod- 
ule that  slides  into  a  Handspring  Visor  and  al- 
lows you  to  make  PowerPoint  presentations  with- 
out a  laptop.  You  prepare  the  show  for 
Presenter-to-Go  by  clicking  a  button  in  Power- 
Point, then  download  when  you  synchronize  with 
the  desktop.  When  it's  time  to  present,  you  plug 
an  AC  adapter  into  the  module — computer  video 
displays  require  too  much  power  to  run  off 
Handspring's  batteries — connect  a 
special  adapter  cable  to  a  pro- 
jector, and  you're  in  business. 
It  even  comes  with  a  tiny 
remote  control. 

You  don't  have  all  the 
advantages  of  a  laptop. 
You    can't    edit    your 
slides   once   they   are 
loaded.  The  resolution 
is  640-by-480  pixels,  so 
slides  won't  be  as  crisp 
as  when  using  a  higher- 
resolution  laptop.  And  you 
can't  include  audio  or  video. 
But  you  cut  the  weight  of 
a  presentation  machine 
to   a  few  ounces,   and 
you     can     view    your 
speaker's  notes  on  the 
Handspring  display  while 
projecting  the  slides,  a 
trick  not  all  laptops  can 
handle. 

The  AVerEPack300  from 
AVerMedia  (www.aver.com)  is  a 
clunkier  alternative.  It's  an  8-oz.  unit 
that  sends  a  PowerPoint  presentation  from  a 
Compact  Flash  memory  card  to  a  projector  or 
television.  Unfortunately,  it  comes  with  a  re- 
mote control  and  power  supply  that,  combined, 
double  the  bulk  and  weight  of  the  unit,  and  the 
software  is  far  less  elegant  than  margi's  click- 
and-sync  approach.  Still,  it  produces  a  1,024-by- 
768  pixel  image,  and  at  $250,  it's  a  bargain. 

If  you  can't  escape  from  traveling  with  a  lap- 


Road  warriors 
can't  have  the 
tiny,  perfect 
laptop,  yet. 
Here  are  some 
gizmos  to  help 
until  you  can 


BusinessWeek  on  ine 


THE  PERFECT  PROJEC- 
TOR FOR  ROAD  WAR- 
RIORS. Check  out  the 
3  lb.  InFocusLP  130 
at  Technology  &  You 
www.businessweek.com/ 
technology/ 


top,  how  about  taking  along  enough  battery  p< 
er  to  last  easily  through  a  flight  across  the 
cific?  The  Power  Pad  160  from  Electrof 
(www.electrofuel.com)  is  an  external  lithium-p< 
mer  battery  about  the  size  of  a  typical  laptop 
in.  thick,  and  weighing  2  lb.  When  plugged  i 
your  computer's  AC  adapter  socket,  it  gives  up 
16  hours  of  power.  There  are  a  couple  of  dis 
vantages.  The  most  obvious  is  the  $495  c< 
The  other  is  that  when  running  on  the  Po\ 
Pad,  your  laptop  will  think  it's  on  AC,  so  ; 
will  have  to  adjust  your  power  properties  m 
ually  to  get  maximum  life. 
BIG  SWINGS.  Power  adapters  can  be  the  curs< 
anyone  who  travels  with  an  assortment  of 
vices.  Jetta  Tech  Inc.  (www.jetta-tech.com)  ofi 
an  elegant  solution — a  series  of  $13.95  cal 
that  allow  wireless  phones  and  handhelds  sue! 
Palms  to  recharge  using  your  laptop's  pov 
One  end  of  the  cable  plugs  into  a  universal  s 
al  bus  port  on  your  notebook,  the  other  into 
charger  socket  of  the  device.  Charging  may 
somewhat  slower  than  with  a  standard 
adapter,  but  it  works  fine.  Two  cautions:  Chj 
ing  stops  when  your  laptop  goes  into  suspenc 
hibernate  mode.  And  you  should  always  p 
the  cable  into  a  port  on  the  computer  or  a  d< 
ing  station,  not  a  usb  expansion  hub,  which  r 
lack  adequate  power.  Cables  are  available 
Ericsson,  Motorola,  Nokia,  and  Siemens  phoi 
and  Palm,  Handspring,  and  Com 
handhelds. 

Little  things  can  mak 

big  difference  in  the 

of  using  assorted  devi 

When  I  tried  the  $13.95  fl 

ing.point  stylus  from  L 

Ware  (wwwlandware.cc 

I    was    dubious    of 


claim  that  it  could 
prove  character  re' 
nition  on  Palms. 
its  skinny,  stiff  tip 
ally  does  produce  n 
of  the  feel  of  a  per 
paper,  and  I  got  far  i 
er  errors  when  using 
The  floating-point  is  a1 
able  for  Palm  III  and  V! 
and  you  can  unsc: 
the  tip  and  use  it 
the  styli  of  most  oi 
Palm  and  Handsp 
models.  Finally,  a  forth 
ing  software  add-on  for 
Pocketec  called  Word  Logic 
terrific  job  of  predicting  what  char; 
you  will  type  next  on  the  on-screen  keyboard 
or  coding  the  likeliest  keys,  and  offering  ch 
to  complete  your  word.  It  sounds  goofy,  but 
ally  works. 

All  the  mobile  devices  we  use  today  repi 
compromises — some  better,  some  worse 
while  we  await  the  tools  of  our  dreams,  it'i 
to  know  that  there  are  a  lot  of  helpful  ga 
out  there  to  make  life  easier. 
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de  possible  by  a  KSS  Ultraminiat 
Side-Actuated  Tact  Switch. 
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Every  day  you're  using 
from  ITT  industries  without 
them.  And  we  like  it  that  v 
Technology  shouldn't  be  notice 
It  should  be  reliable. 

Whether  we're  buildin  J 


untermeasures  for  F/A-18  fight 
or  electromechanical  switches  for 
ones,  you'll  never  be  aware 

our  technology.  Which  is  good. 
Because  it  isn't  about  technology. 
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80  million  more  people  are  coming  for  dinner. 


How  do  we  feed  them?  Soy 


ADM  has  found  that  countries  that  plant 


grazing  land  in  soybeans 


can  increase  protein  yields  30  times  per  acre. 


Nature  has  answers. 


Is  anyone  listening? 


Yes. 
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Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


WHY  THE  NEW  ECONOMY 
IS  HERE  TO  STAY 


BIG  GAINS: 

Despite  the 
Nasdaq 
crash  and 
the  current 
downturn, 
the  info-tech 
revolution 
should  keep 
boosting 
productivity 
and  living 
standards 


Laura  D'Andrea  Tyson  is 
dean  of  the  Haas  School  of 
Business  at  the  University  of 
California  at  Berkeley. 


Early  last  year,  when  technology  mania 
gripped  global  equity  markets,  I  wrote  a 
BusinessWeek  column  extolling  the  virtues 
of  the  New  Economy.  A  lot  has  changed  since 
then.  Driven  by  a  breathtaking  dive  in  Nasdaq 
stocks,  the  net  worth  of  the  average  American 
has  declined  for  the  first  time  in  more  than  a 
half-century.  After  an  unprecedented  number  of 
years  in  positive  territory,  the  economy's  growth 
rate  has  plunged  from  about  6%  between  June, 
1999,  and  June,  2000,  to  around  zero  today.  And 
faltering  consumer  confidence,  disappointing  cor- 
porate profits,  and  mounting  layoffs  point  to  a 
continued  slowdown  or  outright  recession  over 
the  next  few  months.  So  it's  probably  time  for 
New  Economy  enthusiasts  like  me  to  reassess 
the  evidence. 

Is  there  a  New  Economy?  Not  in  the  sense 
that  the  business  cycle  is  dead,  earnings  don't 
matter  for  stock  valuations,  only  new  dot-com 
companies  will  survive,  or  the  rules  of  economics 
have  changed.  I  never  believed  any  of  these 
propositions,  although  a  disconcerting  number 
of  analysts,  investors,  and  pundits  apparently 
did.  But  I  continue  to  believe,  as  many  econo- 
mists do,  that  improvements  in  information  tech- 
nology have  already  increased  the  efficiency  and 
productivity  of  the  U.  S.  economy,  with  addition- 
al benefits  to  come  as  both  old  and  new  compa- 
nies adapt  their  operations  to  make  the  most  of 
the  new  technologies. 

The  productivity  numbers  tell  the  most  con- 
vincing story.  According  to  a  recent  study  by 
the  Council  of  Economic  Advisers,  labor  produc- 
tivity accelerated  by  1.6  percentage  points  from 
1995  to  2000,  compared  with  its  growth  from 
1973  to  1995.  The  lion's  share  of  this  acceleration 
stemmed  from  more  investment  in  information 
technology  and  efficiency  improvements  made 
possible  by  this  technology. 
SOBERING  LESSONS.  Most  of  these  productivity 
gains  occurred  outside  the  computer  sector  and 
were  highest  in  large  service  industries  like 
wholesale  and  retail  trade,  finance,  and  business 
services.  From  1989  to  1999,  those  sectors  that 
added  the  most  value  through  information  tech- 
nology enjoyed  the  largest  productivity  gains, 
with  a  50%  acceleration  after  1995. 

Such  long-term  good  news  tends  to  get 
swamped  these  days  by  cyclical  concerns  about 
"overinvestment"  in  information  technologies.  As 
companies  throughout  the  economy  scale  back  es- 
timates of  future  demand,  investment  in  it  has 
plunged.  But  these  cyclical  effects  should  not  be 
confused  with  secular  trends.  The  history  of  pre- 


vious technological  revolutions  indicates  that 
however  deep  the  current  cyclical  downturn 
proves  to  be,  the  diffusion  of  the  information 
technologies  should  mean  a  prolonged  increase  in 
the  growth  of  productivity  and  living  standards, 

But  economic  history  also  has  some  sobering 
lessons  about  technological  revolutions.  As 
Robert  J.  Shiller  argues  in  last  year's  chillingly 
prescient  book  Irrational  Exuberance,  each  wave 
of  technological  change  over  the  last  120  years — 
from  railroads  to  electricity  to  cars — has  seen 
share  prices  of  new  technology  companies  soar, 
only  to  fall  precipitously.  During  the  past  six 
years,  the  Internet  phase  of  the  IT  revolution  has 
succumbed  to  this  pattern.  Supportive  capital 
markets — especially  the  explosion  of  venture 
capital  funds  and  initial  public  offerings — and 
the  suspension  of  norms  of  due  diligence  and 
valuation  sent  share  prices  of  New  Economy 
companies  to  unprecedented  heights. 

In  the  past  year,  these  prices  have  fallen  with 
astonishing  speed,  wiping  out  more  than  half  ol 
the  previous  five  years'  gains.  Never  has  sc 
much  wealth  been  created  or  destroyed  so  fast, 
GLOBAL  TIES.  Information  technologies  them- 
selves have  contributed  to  the  speed  and  sever- 
ity of  the  turnaround  in  at  least  two  ways.  First 
scholars  in  the  field  of  behavioral  finance  have 
found  that  additional  information  can  foster  over- 
confidence  and  biased  judgments  on  the  part  ol 
investors,  especially  novices.  Add  to  that  the  il- 
lusion of  control  fostered  by  online  trading  anc 
the  inherent  increase  in  risk  associated  wit! 
technological  change,  and  the  bubble  and  col 
lapse  of  New  Economy  stocks  during  the  pasl 
few  years  are  easier  to  understand. 

Second,  information  technologies,  along  with  i 
reduction  in  capital-market  controls,  have  in 
creased  cross-border  capital  flows,  making  na 
tional  economies  more  interdependent.  A  recent 
International  Monetary  Fund  study  finds  thai 
the  relationship  among  equity  prices  in  differenl 
countries  has  grown  closer  and  that  worldwid< 
factors  have  become  more  important  relative  t< 
local  factors  as  determinants  of  share  prices 
The  globalization  of  capital  markets  helps  ex 
plain  both  the  "winner  take  all"  surge  in  th( 
market  capitalization  of  technology  stocks  durinj 
1999-2000,  and  their  dizzying  synchronous  droj 
around  the  world  during  the  past  year. 

The  New  Economy  will  survive  both  the  coi 
lapse  of  New  Economy  stocks  and  the  cyclic 
downturn.  Financial  markets  are  not  a  reliabl 
indicator  of  the  economic  benefits  of  technolog 
ical  revolutions. 
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Where  else  can  you  find  so  many 
foreign  tax  specialists  under  one  roof? 

In  whatever  country  you  do  business,  you  can  benefit  from  the  objective 
advice  of  Ernst  &  Young's  foreign  tax  specialists.  From  M&A  to  transfer  pricing, 
from  business  realignment  to  exploring  the  capital  markets,  our  specialists  do 
more  than  just  advise  on  the  tax  implications  of  doing  international  business- 
they  deliver  integrated  solutions  that  help  you  realize  your  goals.  Visit 
our  international  tax  website  today.  It  will  make  a  world  of  difference. 


neweconomy" 


ey.com/internationaltax 


Ernst  Young 


From  thought  to  finish. 


!001  Ernst  &  Young  up 


You  II  find  Fujitsu  companies  like  Amdahl,  DMR 
Consulting,  ICL  and  Glovia  International 
around  the  globe.  Tapping  new  markets  and 
cultures.  Offering  a  full  range  of  IT  and 
telecommunications  solutions.  Providing  local, 
personalized  service.  So  wherever  your  customers 
are,  whatever 
their  needs,  they 
won't  have  to  look 
very  far  to  find  a 
friendly  face. 


qO     While  the  world  may  be  getting  smaller,  its  challenges  clearly  aren't.  That's  why  it's 


reassuring  to  know  some  people  have  your  best  interests  in  mind.  People  who  eat,  sleep  and 


breathe  your  business.  So  when  you  talk  about  your  company's  Internet  needs,  they  understand 


every  word  you  say.  Fujitsu  is 


the  world's  third  largest  IT 


services  company*- a  $50  billion 


THE  INTERNET  CAN  PUT  YOU  IN  TOUCH 

WITH  MILLIONS  OF  CUSTOMERS 

AROUND  THE  GLOBE. 

THEN  WHY  DO  YOU  FEEL  SO  ALONE? 


provider  of  IT  and  telecommunications  products  and  services.  With  60,000  IT  support  and 


service  professionals  and  operations  in  over  100  countries,  we're  anything  but  distant.  We  get 


to  know  each  of  our  global  customers,  on  their  own  turf.  All  over  the  world.  Isn't  it  nice  to  know 


that,  wherever  the  Internet  takes  your  business,  there  will  be  someone  right  by  your  side? 


FUJITSU 


THE     POSSIBILITIES     ARE     INFINITE 


www.fujitsu.com 


'Source:  IDC,  December  1 999  Who  Will  be  Leading  the  Global  IT  Services  Industry  in  2000?  A  Competitive  Analysis  by  Mauro  Peres.  Sophie  Janne  Mayo 
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BY  GENE  KORETZ 

PRODUCTIVITY: 
TRADING  PLACES 

Can  Europe  best  U.S.  growth  again? 

Notwithstanding  the  optimistic  views 
of  Alan  Greenspan,  the  extent  to 
which  America  has  achieved  a  sustain- 
able increase  in  productivity  growth  is 
likely  to  be  debated  in  economic  circles 
for  years  to  come. 

What  seems  indisputable,  however, 
is  the  size  of  the  productivity  gains  the 
U.S.  racked  up  in  the  past  half-decade 
and  how  much  they  have  contributed 
to  its  lead  in  living  standards  at  a  time 

HOW  THE  U.S.  GRABBED 
THE  PRODUCTIVITY  PRIZE 

ANNUAL  PRODUCTIVITY  GROWTH       PER  CAPITA  GDP** 
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when  its  major  industrial  rivals  were 
losing  relative  ground. 

As  a  new  Conference  Board  analysis 
by  economists  Robert  H.  McGuckin  and 
Bart  van  Ark  makes  clear,  the  U.  S.  and 
Europe  virtually  changed  places  in  the 
productivity  sweepstakes  during  the 
1990s.  In  the  first  half  of  the  decade, 
European  productivity  on  average  ac- 
tually grew  three  times  as  fast  as  that 
of  the  U.  S.  But  in  the  second  half,  U.  S. 
growth  more  than  tripled  while  Euro- 
pean productivity  growth  fell  by  50%. 
(Japanese  productivity  growth  stayed 
at  a  steady  1.8%.) 

This  reversal  is  not  a  simple  saga  of 
Europe  losing  its  way  as  America  hit 
pay  dirt  in  the  new  economy.  In  the 
first  half  of  the  1990s,  says  McGuckin, 
European  productivity  was  rising  rapid- 
ly in  part  because  high  wages  and  rigid 
labor  market  policies  were  limiting  em- 
ployment gains  and  forcing  employers  to 
substitute  traditional  capital  for  labor. 
Meanwhile,  U.S.  productivity  was  held 
back  partly  because  companies  were  in 
the  painful  initial  phase  of  adopting  new 
information  technologies. 

In  the  second  half  of  the  1990s,  U.S. 
companies  finally  began  to  reap  the  pro- 


ductivity payoffs  from  widening  invest- 
ment in  IT  output  and  use.  At  the  same 
time,  Europe  began  tackling  labor  mar- 
ket rigidities,  causing  productivity  to 
slow  sharply  as  relatively  inexperienced 
workers  found  jobs.  Further,  some  Eu- 
ropean nations  are  starting  to  go 
through  the  same  throes  of  it  adjust- 
ment that  held  back  U.S.  productivity 
in  the  early  1990s. 

America's  living  standards  as  mea- 
sured by  per  capita  income  exceed 
those  of  Europe  not  only  because  of  its 
higher  productivity  but  because  more 
Americans  work  and  put  in  longer  hours 
than  Europeans.  Thus,  Europe's  recent 
progress  on  employment  growth  could 
eventually  help  it  to  close  its  per-capita 
income  gap  with  the  U.  S. — if  such 
progress  is  followed  by  productivity 
gains  sparked  by  greater  flexibility  in  la- 
bor, capital,  and  product  markets. 

That,  however,  is  a  big  if.  At  last 
count,  America's  lead  in  living  standards 
vis  a  vis  other  leading  nations  had 
widened  considerably.  According  to 
McGuckin's  and  van  Ark's  estimates,  its 
relative  per  capita  income  rose  between 
1995  and  2000  from  37%  above  that  of 
Europe  and  18%  above  that  of  Japan 
to  45%  and  34%,  respectively.  If  the 
storm  clouds  currently  threatening 
America's  productivity  achievements  dis- 
sipate soon,  Europe  may  have  a  hard 
time  catching  up. 


BREATHING  EASY 
IN  CALIFORNIA 

Guess  who  paid  for  cleaner  air 

When  clean  air  regulations  were 
first  proposed  for  California  sev- 
eral decades  ago,  some  experts  worried 
that  the  poor  and  minorities  would  end 
up  paying  a  big  part  of  the  tab.  In  this 
view,  the  have-nots  would  have  to  spend 
more  to  operate  their  cars,  could  lose 
jobs  as  industries  moved  away  to  save 
costs,  and  might  face  higher  rents  as 
better  local  air  quality  drove  up  real 
estate  prices. 

As  it  happens,  none  of  these  fears  was 
borne  out,  reports  economist  Matthew 
E.  Kahn  of  Tufts  University  in  Regula- 
tion magazine.  Local  air  quality  regula- 
tions in  the  Los  Angeles  area  appear  to 
have  had  little  if  any  effect  on  employ- 
ment, and  home  prices  in  areas  with  im- 
proved air  quality  did  not  rise  dispro- 
portionately. More  important,  for  a 
variety  of  reasons  including  legal  loop- 
holes, tighter  emission  rules  did  not  force 
the  |x>or  to  junk  high-|xjUuting  older  cars. 


Rather,  big  drops  in  vehicle  pollut 
seem  to  mainly  reflect  the  fact  that  n< 
er  cars  have  significantly  lower  emissic 
In  sum,  the  middle  and  upper  clas 
who  are  shelling  out  as  much  as  $2,( 
extra  to  cover  the  cost  of  pollution-fijj 
ing  equipment  in  newer  cars  are  she 
dering  much  of  the  burden — imply 
that  "air  pollution  regulation  costs 
distributed  progressively."  In  additi 
Kahn's  analysis  of  air  quality  change; 
1,800  census  tracts  in  California  betwi 
1980  and  1998  indicates  that  the  ga 
pollution  levels  experienced  by  rich 
poor  residents  narrowed  sharply  o 
the  period,  with  both  poorer  people  ; 
Hispanics  experiencing  greater  ove 
improvement  in  air  quality. 


SKILLED  JOBS  GE 
FILLED  FASTER 

A  sea  change  for  small  businesse 
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Until  March,  the  monthly  survey 
small  businesses  by  the  Natic 
Federation  of  Independent  Busin 
showed  little  slack  in  labor  mark 
Last  month,  however,  the  share  of 
spondents  reporting  hard-to-fill  oj  HI 
ings  fell  from  32%  to  26%,  suggest 
that  layoffs  and  lower  hiring  in  lar 
companies  are  finally  starting  to  af  | 
their  smaller  brethren. 

Since  small  business  accounts 
much  of  the  nation's  employm 
growth,  the  drop  in  openings  coul 
seen  as  ominous.  However,  finding 
ified  labor  continues  to  rank  as  the 
ond  biggest  problem  faced  by  own 
and  27%  said  they  planned  to  exp 
employment  vs.  5%  planning  reducti 
On  a  seasonally  adjusted  basis,  this 
resented  a  slight  decline  but,  wit 
near  record  32%  recording  wage  hi 
it's  clear  that  any  job  market  ea; 
hasn't  yet  affected  rising  labor  cosl 

The  slippage  in    ■"■m""""™ 


small  business  op- 
timism and  the 
drop  in  job  open- 
ings probably  por- 
tend a  rise  in  un- 
employment and 
further  weakening 
of  business  activi- 
ty, says  NFIH  econ- 
omist William  C. 
Dunkelberg.  Still, 
he  expects  eco- 
nomic growth  in 
the  current  quar- 
ter to  come  in 
around  1.5%. 


LABOR  MARKE 
OMEN? 
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JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


HAT  MAKES  FOUR  FOR  THE  FED. 
>0NT  COUNT  OUT  A  FIFTH 

the  labor  and  stock  markets  don't  cooperate,  expect  a  May  cut,  too 


US.  ECONOMY 


ANOTHER  SURPRISE 
UT  BY  GREENSPAN  &  CO. 


In  the  end,  eight  weeks  was 
just  too  long  a  time  to  wait, 
id  on  Apr.  18,  the  Federal  Reserve  once  again 
x:ked  the  financial  markets  by  cutting  interest  rates 
ween  its  regularly  scheduled  meetings. 
[Tie  cut  of  a  half-point  was  the  fourth  rate  reduction 
s  year  and  brought  the  target  for  the  federal  funds 
iij  e  down  to  4.5%  (chart).  In  its  statement,  the  Fed 
sed  three  serious  concerns  about  the  economy  going 
ward:  Eroding  profits  expectations  may  dampen  cap- 
l  spending,  the  reverse  wealth  effect  from  falling 
lity  prices  might  weaken  consumer  spending,  and 
-wth  abroad  might  slow  further.  According  to  the 
i,  those  uncertainties  "threaten  to  keep  the  pace 
jconomic  activity  unacceptably  weak." 

That  phrasing  is  important. 
The  Fed  seems  to  be  saying  it 
is  not  as  worried  about  an  im- 
minent recession  as  it  is  about 
growth  being  so  feeble  that 
rising  layoffs  and  cuts  in  capi- 
tal budgets  could  trigger  a 
downturn  later  on.  The  econo- 
my probably  grew  at  less  than 
a  1%  annual  rate  last  quarter, 
about  the   same   puny  pace 
posted  in  the  fourth  quarter. 
Tie  rate  cut  continues  the  policy  of  extreme  ag- 
ssiveness  in  the  face  of  extreme  economic  uncer- 
ity.  Fed  Chairman  Alan  Greenspan  can  act  forcefully 
ause  inflation  is  still  not  a  threat  to  the  expansion, 
tead,  policymakers  kept  their  policy  bias  weighted 
ard  fears  of  future  economic  weakness.  That  means 
latest  move  does  not  rule  out  another  rate  reduc- 
i  at  the  May  15  meeting. 

loreover,  the  timing  enabled  the  Fed  to  ease  policy 
)  an  upturn  in  the  financial  markets.  Sentiment 
H_  mg  equity  investors  seemed  to  have  brightened  in 
days  before  the  cut.  So  the  Fed  action  was  not 
ting  pessimism  on  Wall  Street.  Predictably,  stock 
:es  soared  on  the  news. 
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lAT  TURNED  THE  TIDE  for  policymakers?  The  lat- 
data  clearly  raise  risks  for  both  capital  investment 
consumer  spending.  Falling  business  sentiment 
continued  warnings  about  profit  shortfalls  suggest 
:  capital  spending  will  remain  weak.  Yet  at  the 
■  time,  rising  jobless  claims  and  falling  household 


WHERE  INVENTORIES 
ARE  SHRINKING  RAPIDLY 

1.5  


A  MONTHLY  PERCENT  CHANGE 
Data:  Commerce  Dept ,  BusinessWeek 


sentiment  put  new  downside  risks  on  the  crucial  con- 
sumer sector. 

The  Fed  did  point  out  some  pluses  for  the  econo- 
my. Most  importantly,  the  inventory  correction  seems 
"well  advanced,"  and  it's  this  inventory  adjustment  be- 
gun last  fall  that  is  causing  the  current  sluggishness, 
including  the  manufacturing  recession. 

In  the  first  quarter,  howev- 
er, businesses  made  great 
headway  in  adjusting  their 
stockpiles.  Inventories  at  fac- 
tories, wholesalers,  and  retail- 
ers rose  just  0.1%  in  January 
and  then  fell  0.2%  in  Febru- 
ary. But  the  progress  was  un- 
even. Car  dealers  were  espe- 
cially proficient  at  clearing  out 
their  lots:  Retail  inventories 
of  motor  vehicles  fell  0.2%  in 
January  and  then  plunged  1.5%  in  February  (chart). 

With  inventories  back  to  normal,  Detroit  has  ramped 
up  production.  Total  industrial  production  in  March 
posted  an  unexpected  gain  of  0.4%  after  dropping  for 
five  months  in  a  row.  Factory  output  rose  0.3%,  but  al- 
most all  of  the  increase  came  from  a  7%  jump  in  the 
auto  sector.  Excluding  that,  output  fell  0.1%. 

For  the  first  quarter  as  a  whole,  factory  production 
fell  at  an  annual  rate  of  5.6%,  the  biggest  decline  since 
the  1990-91  recession.  Auto  output  alone  plunged  by 
31.5%.  But  for  the  second  quarter,  auto  makers  are 
planning  to  keep  increasing  production.  That  will  lift 
overall  industrial  activity  and  boost  auto  payrolls. 

UNFORTUNATELY,  makers  of  high-tech  equipment  will 
not  have  such  an  easy  time  this  spring,  and  that's  a  ma- 
jor worry  for  the  Fed.  The  New  Economy  industries 
were  not  as  adept  as  old-line  companies  at  managing 
their  inventories.  Starting  last  September,  manufac- 
turers of  computers,  semiconductors,  peripherals,  and 
telecom  equipment  kept  adding  to  stockpiles  even  as 
sales  and  orders  were  slipping.  That  error  now  puts  the 
inventory  problem  squarely  in  the  New  Economy's 
corner.  And  keep  in  mind  that  Greenspan  has  placed  his 
faith  in  the  New  Economy  as  the  source  for  produc- 
tivity growth  which  will  keep  inflation  low. 

In  hindsight,  it's  clear  that  tech  makers — and  perhaps 
the  Fed — got  caught  by  the  surprisingly  quick  falloff  in 
business  spending  for  equipment.  Investment  in  capital 
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goods  slipped  at  a  3.3%  annual  rate  in  the  fourth  quar- 
ter and  likely  fell  at  close  to  a  double-digit  pace  last 
quarter.  If  so,  the  drop  would  be  the  largest  since  the 
last  recession. 

As  the  Fed  stated,  the  risk  to  the  outlook  is  that  cap- 
ital spending  may  not  turn  around  soon.  After  all,  busi- 
nesses have  plenty  of  reasons  to  cut  back.  Declining 
profit  growth  means  companies  are  not  generating  the 
money  for  investment,  and  tighter  bank-lending  stan- 
dards and  the  weak  stock  market  mean  they  cannot 
raise  the  cash  elsewhere.  The  tech  sector  is  already 
awash  in  extra  capacity,  so  new  investments  there 
make  little  sense.  Finally,  businesses  have  little  reason 
to  add  to  capacity  when  demand  is  soft. 

POLICYMAKERS  MAY  FEAR  that  a  capital-spending 
slump  may  snowball  and  drag  down  consumer  spending 
as  well.  But  for  now,  the  Fed  said,  "consumption  and 
housing  have  held  up  reasonably  well,  though  activity  in 
these  areas  has  flattened  recently."  In  fact,  real  con- 
sumer spending  probably  grew  at  a  solid  3%  or  so  an- 
nual rate  last  quarter.  And  homebuilding  remained 
pretty  healthy. 

But  the  strength  of  both  retail  sales  and  housing 
was  concentrated  early  in  the  first  quarter.  In  March, 
retail  sales  dipped  by  0.2%,  and  housing  starts  fell 
1.3%,  to  an  annual  rate  of  1.61  million. 

The  weak  March  data  mean  these  two  sectors  began 


CHILE 


UNEMPLOYMENT  LINES 
ARE  GETTING  LONGER 


the  second  quarter  at  a  low  level  relative  to  the  fir 
but  there  is  no  sign  that  consumers  have  thrown 
the  towel  completely.  First,  bad  weather  may  ha 
dampened  the  March  data.  Second,  weekly  sales  si 
veys  show  store  sales  were  rising  in  the  first  t 
weeks  of  April,  while  mortgage  applications  to  b 
homes  were  still  at  a  high  level  at  mid-month 

The  Fed  cited  earlier  re- 
ductions in  equity  wealth  as 
a  concern,  but  what  could  tru- 
ly throw  a  monkey  wrench 
into  the  consumer  outlook  is 
the  labor  market.  The  slow- 
down in  employment  growth, 
coupled  with  the  wave  of  lay- 
off announcements,  could  trig- 
ger job  jitters  among  con- 
sumers, who  would  then  start 
saving  more  instead  of  spend- 
ing more.  In  early  April,  jobless  claims  had  risen 
above  380,000  (chart).  That's  getting  close  to  the  400, 
range  associated  with  a  recession. 

You  can  be  sure  that  the  Fed  will  be  watching  the 
bor  market — as  well  as  the  stock  market — closely.  If 
ther  causes  domestic  demand  to  slow  too  rapidly, 
Fed  will  step  in  quickly  with  more  rate  cuts.  Rest 
sured,  the  April  surprise  was  policymakers'  way 
saying:  We're  not  done  yet. 
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FIGHTING  THE  SLOWDOWN  IN  SANTIAGO 


The  Central  Bank  of  Chile  unex 
pectedly  cut  interest  rates  on 
Apr.  11,  the  fourth  cut  so  far  this 
year.  But  the  efforts  to  prop  up 
the  ailing  economy  will  run  up 
against  weak  consumer  spending 
and  falling  copper 
prices. 

The  central  bank  cut 
its  target  rate  by  a 
quarter-point,  citing  im- 
provement in  inflation 
pressures  because  of 
"slow  growth  of  internal 
demand  and  a  decelera- 
tion of  the  world  econo- 
my." Consumer  prices 
are  rising  at  a  yearly 
rate  of  just  2.5%,  even  though  a 
weak  peso  is  lifting  import  prices. 
Thanks  in  part  to  domestic  interest 
rates  that  are  now  at  their  lowest 
level  in  14  years,  the  peso  hit  a 
record  low  on  Apr.  17. 
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The  rate  cut  is  designed  to 
boost  Chile's  faltering  economy. 
Consumer  spending  is  weakening 
as  joblessness  remains  high,  hit- 
ting 8.4%  in  February.  And  the  ex- 
port sector  is  feeling  the  effects  of 
slower  global  demand 
and  falling  prices  for 
copper,  Chile's  main 
export. 

Industrial  produc- 
tion has  been  slipping 
since  mid-2000  (chart), 
and  industrial  sales 
are  struggling.  For  all 
of  2001,  Chile's  real 
gross  domestic  prod- 
uct is  expected  to 
grow  less  than  4%,  after  a  5.4%  in- 
crease in  2000.  Real  GDP  may  only 
have  grown  at  a  3%  annual  rate  in 
the  first  quarter. 

The  Chilean  government  would 
like  to  see  foreign  trade  add  to 


i  i  j  i  ■  i 


growth.  That  was  very  much  on 
the  mind  of  President  Ricardo  L 
gos  when  he  visited  President 
George  W.  Bush  in  Washington  ( 
Apr.  16.  And  on  Apr.  17,  the  gov 
ernment  eliminated  its  remaining 
controls  on  capital  flows  to  help 
free  up  funds  for  small  business* 
and  turn  around  the  falloff  in  di- 
rect foreign  investment. 

A  bilateral  trade  agreement  wi 
the  U.  S.  will  help  in  the  long  rur 
but  Chile's  economy  could  use  a 
boost  now.  Unfortunately,  the  slo 
down  is  raising  the  government 
deficit.  It's  expected  be  more  thai 
0.5%  of  GDP  in  2001,  and  the  gov 
ernment  has  no  plans  right  now  I 
use  fiscal  stimulus  to  boost  eco- 
nomic growth.  That  leaves  mone 
tary  policy  as  the  main  lever  to 
keep  Chile  growing.  So  further  ii 
1  crest  cuts  seem  a  likely  course  ( 
action  in  the  months  ahead. 
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CERTIFIED  PRE-OWNED  LEXUS 


Other  Cars  Are  Pre-Owned. 
But  That's  Where  The  Similarities  End 


Truth  be  told,  Certified  Pre-Owned  Lexus  Vehicles  have  more  in  common  with  new 
cars.  Like  the  "Lexus  of  warranties"  that  backs  them  for  three  years  from  your  purchase 
date  or  100,000  total  vehicle  miles*  A  complimentary  loaner  car.1  Extremely  competi- 
tive financing  rates  and  lease  terms.  And  one  more  important  thing  that  separates  a 
Certified  Pre-Owned  Lexus  from  others:  They're  available 
only  at  your  Lexus  dealer.  Stop  by  for  a  test  drive  today.      only  at  your  lexus  dealer 


CERTIFIED 


lexuscpo.com 

©2000  Lexus,  a  Division  of  Toyota  Motor  Sales,  U.S.A.,  Inc.  Lexus  reminds  you  to  wear  seatbelts,  secure  children  in  rear  seat,  obey  all  speed  laws  and  drive  responsibly 
'See  your  Lexus  Certified  Pre-Owned  dealer  for  warranty  details   ^Service  loaner  cars  available  on  warrantable  repairs  only. 
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The  Street 
cheers,  but 
Greenspan's 
half-point 
cut  contains 
a  sobering 
message: 
J  More  layoffs 
and  sickly  profits  may  be  on 
the  way  before  any  rebound 


M 


w 

COMMENTARY 

By  Rich  Miller  and  Laura  Cohn 

To  a  growing  group  of  Wall 
Street  money  mavens,  it  was 
beginning  to  look  as  if  the  U.  S. 
economy's  gut- wrenching  decline 
might  be  nearing  a  halt.  Hints 
of  a  bottom  were  provided  by  new  ev- 
idence showing  that  auto  makers  had 
worked  off  excess  inventories,  in- 
vestors' spirits  were  bucking  up,  and 
output  at  the  nation's  factories  had 
risen  in  March  after  a  six-month  dive. 
On  those  million-yaks-a-minute  person- 
al-finance TV  shows,  the  chatter  turned 
to  the  tantalizing  possibility  of  an  ear- 
ly spring,  as  analysts  opined  that  it 
was  buying  time  again  for  wary 
investors. 


Then,  in  one  bold  stroke,  Federal 
Reserve   Chairman   Alan   Greenspan 
provided  both  hope — and  trepidation- 
to    the    markets.    After    weeks    of 
orchestrated  downplaying  of  an  inter- 
meeting    cut,    on    Apr.    18    the    Fed 
slashed  interest  rates  by  another  half- 
point,  the  fourth  such  reduction  in  as 
many  months.  The  surprise  move  mag 
nified  the  potency  of  the  easing,  send 
ing  the  Dow  Jones  industrial  average 
soaring  4%  and  boosting  the  Nasdaq 
Composite  Index  8%. 

The  extraordinary  move  again  mad*' 
clear  that  Greenspan  is  now  overseeing 
the  most  aggressive  monetary  policy 
regime  in  his  13-year  tenure — indeed, 
in  the  central  bank's  recent  history. 
And  market  euphoria  aside,  what  the 
Fed  Chairman  is  signaling  by  his  ac- 
tions should  be  a  sobering  warning  to 


the  bottom-fishers:  The  economy  is 
poised  between  a  rebound  and  a  ir 
ma  of  sickly  corporate  profits, 
scale  layoffs,  and  prolonged  stagnat 
Why?  While  individual  investors  si 
more  upbeat  these  days,  corporate  < 
are  still  in  a  profound  funk  < 
eroding  profit  margins.  And  their 
flexive  reaction — deep  cuts  in  ca{ 
investment,  research  and  developm 
purchasing,  and  payrolls — is  acting 
a  whirlpool  that  sucks  the  ecom 
down. 

BOARDROOM  GLOOM.  While  past  Gr 
span  rate  cuts  have  been  directed  la 
ly  at  individuals  and  investors,  the  1; 
salvo  seems  targeted  squarely  at  bo 
rooms.  Fed  officials  say  that 
they've  spoken  to  have  been  almost 
formly  gloomy.  And  in  a  statement 
companying  the  rate  cut,  Fed  pi 
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cers  made  clear  that  the  abrupt 
'ff  in  capital  investment  needs  to  be 
;rsed  to  give  any  recovery  a  fighting 
ice. 

ideed,  the  mood  in  executive  suites 
i  seem  bleak.  The  steepness  of  the 
lomic  decline 
the  sharp  ero- 

in  corporate 
fit  margins 
J  left  many 
'ness  leaders 
king  and  act- 
as  if  a  full- 
/n  recession 
i  at  hand.  "It's 
cult  for  us  to 
i  that  Fed  ac- 

will  have  a 
ittficant  short- 
i  effect  for  our 


industry,"  laments  Leonard  A.  Hadley, 
CEO  of  appliance-maker  Maytag  Corp. 
Notes  Louis  B.  Crandall,  chief  economist 
at  consultant  R.H.  Wrightson  &  Asso- 
ciates in  New  York:  "Companies  are  be- 
coming wary  of  making  commitments 
of  any  sort."  Signs  of  sustained  weak- 
ness are  everywhere:  A  battered  tech 
sector  could  be  in  for  a  couple  of  years 
of  pain  (page  36),  a  renewed  bout  of 
consumer  thrift  that  has  some  house- 
holds shifting  from  spending  to  savings 
mode,  and  the  added  complication  of 
slowing  global  growth — from  Asia  to 
Europe  to  Latin  America.  Taken  to- 
gether, these  factors  depress  the  U.S. 
economy's  ability  to  spring  back,  which 
explains  why  the  normally  cautious 
Greenspan  is  resorting  to  sneak  attacks 
and  heavy  monetary  artillery. 

What's  at  stake  is  no  less  than  the  fu- 
ture of  the  New  Economy,  not  to  men- 
tion Greenspan's  own  reputation  as  the 
postwar  era's  reigning  economic  sage. 
As  Greenspan  sees  it,  the  current  cor- 
porate pessimism  risks  cutting  back  in- 
vestment in  precisely  the  efficiency- 
enhancing  tech  gear  that  underpinned 
the  New  Economy  boom.  As  the  explo- 
sive surge  in  business  investment  drove 
the  economy  to  new  heights,  productiv- 
ity and  profits  took  off  in  tandem,  and 
the  U.S.  entered  a  virtuous  circle  of 
soaring  growth  and  low  inflation.  If  that 
begins  to  unwind,  it  spells  trouble. 
Falling  investment  and  slower  produc- 
tivity growth  could  reignite  inflation, 
sending  the  stock  market  and  the  econ- 
omy onto  the  skids. 

But  it  may  take  more  than  a  couple 
of  surprise  rate  cuts  to  revive  business 
leaders'  animal  spirits.  "There  is  no 
doubt  that  reducing  interest  rates  is 
supporting  industry  demand,  but  we 
should  not  think  that  you  have  four  rate 
cuts  and  everything  is  fixed  the  next 
day,"  says  Chrysler  Group  ceo  Dieter 
Zetsche.  Boeing  CEO  Philip  M.  Condit 
agrees.  He  says  that  any  recovery  from 
a  slowdown  this  steep  is  likely  to  be 
gradual — more  in  the  shape  of  a  U  than 


Greenspan's  once-vaunted  V.  "There  are 
[still]  imbalances  that  need  to  be  ad- 
dressed," Condit  says. 

Many  of  those  imbalances,  of  course, 
are  in  the  battered  technology  sector. 
But  tech  isn't  the  only  headwind  that 
the  Fed  has  to  fight.  Consumer  spending 
is  showing  signs  of  slackening  as  well. 
After  a  decade  of  running  down  their 
savings,  workers  are  feeling  the  pinch 
from  everything  from  a  faltering  stock 
market  to  rising  energy  bills.  Adding  to 
their  anxieties  is  the  constant  drumroll 
of  layoff  announcements. 
OMINOUS.  Meanwhile,  many  family  bal- 
ance sheets  have  entered  the  danger 
zone.  Home  borrowers  are  mortgaged 
to  the  hilt,  which  could  put  lenders  at 
risk  if  they  have  trouble  making 
payments  (page  122).  Already,  late 
credit-card  payments  are  rising  omi- 
nously. "Household  finances  are  deteri- 
orating," says  Allen  Sinai,  chief  econo- 
mist for  Boston  consultants  Primark 
Decision  Economics  Inc.  As  a  result, 
both  retail  sales  and  housing  starts 
dipped  in  March — in  what  some  econo- 
mists fear  could  be  the  start  of  an 
extended  period  of  retrenchment. 
"Companies  are  executing  massive  lay- 
offs," says  Scott  D.  Miller,  president 
of  Hyatt  Hotels  Corp.  "Anything  [the 
Fed]  can  do  to  bolster  people's  confi- 
dence will  help." 

As  the  Fed's  April  surprise  shows, 
the  central  bank  is  prepared  to  go  all 
out  to  stem  the  economy's  decline.  But 
the  rapid  rate  cuts  are  not  without  risks 
themselves.  Such  a  course  holds  the 
possibility  of  stoking  inflationary  pres- 
sure. But  because  Greenspan  remains 
firmly  convinced  that  the  marvel  of  the 
New  Economy  can  lower  inflation  and 
boost  productivity,  the  Fed  Chairman 
is  more  than  willing  to  take  that  chance. 
That's  why  from  here  on  out  don't  be 
too  surprised  if  Greenspan  keeps  right 
on  cutting  rates. 

With  Joseph  Weber  and  Michael 
Arndt  in  Chicago,  Stanley  Holmes  in 
Seattle,  and  Joann  Midler  in  Detroit 
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Rate  cuts  will  help  contain 
the  damage,  but  they  can't 
do  much  about  overcapacity 

Dallas-based  Texas  Instruments  Inc. 
is  getting  a  firsthand  look  at  just  how 
fast  the  tech  economy  is  slowing  down. 
Calling  it  the  "sharpest  deceleration 
the  industry  has  ever  experienced," 
the  company  reported  on  Apr.  17  that 
^^  orders  were  down  32%  from  the 
^^  fourth  quarter  as  many  customers 
cancelled  orders.  "We  have  not  seen 
any  indications  other  than  weakness,"  says 
William  A.  Aylesworth,  Tl's  chief  financial  officer. 

A  steady  drumbeat  of  gloom  from  the  tech  sector  appears  to 
be  a  key  reason  why  Federal  Reserve  Chairman  Alan 
Greenspan  moved  to  cut  interest  rates  on  Apr.  18.  Earlier 
cuts  had  helped  keep  Old  Economy  industries  such  as  housing 
and  autos  afloat,  but  tech  companies  kept  sinking  as  capital 
spending  evaporated.  On  Apr.  16,  networking  giant  Cisco  Sys- 
tems Inc.  warned  of  a  30%  decline  in  orders  in  the  current 
quarter  (page  39).  A  day  later,  chip-industry  bellwether  Intel 
Corp.  announced  that  revenues  for  the  first  quarter  were  the 
lowest  since  mid-1998  (page  40).  Indeed,  the  Fed's  worries 
about  weakening  capital  spending — mentioned  twice  in  its  rate- 
cut  announcement — seemed  directed  at  tech,  which  now  makes 
up  more  than  half  of  all  business  investment  in  equipment. 

Lower  interest  rates,  though  they  cheer  the  stock  market, 
can't  do  much  directly  about  the  tech  sector's  biggest  prob- 


lems, overcapacity  and  excess  inventory.  But  indirectly, 
er  interest  rates  can  help  by  buttressing  Old  Economy 
dustries  that  buy  a  lot  of  tech  equipment.  In  addition 
cuts  can  provide  liquidity  to  the  financial  system  and  mal 
less  likely  that  tech-related  defaults  or  bankruptcies 
trigger  bigger  financial  problems. 

So  are  we  close  to  the  end  of  the  tech  slump?  Even  be 
the  Fed's  surprise  cut,  there  were  faint  signs  that  the  tech 
cle  had  bottomed  out.  Despite  its  sales  slide  and  an 
drop  in  earnings  in  the  first  quarter,  Intel  reported  I  ha 
personal-computer  business  was  starling  to  stabilize.  Ther 
Apr.  18,  IHM  said  that  its  first-quarter  net  income  rose  1 

But  even  if  the  tech  sector  has  stopped  deteriora 
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more  and  more  tech  ex- 
ecs are  concluding  that 
sluggish  growth  will  last 
well  into  2002,  rate  cut  or 
not.  "Customers  I  talked 
to  in  January  said  this 
would  be  a  two-quarter 
slowdown,"      said      EMC 
Corp.  Executive  Chairman 
Michael     C.     Ruettgers. 
"Most  people  now  believe 
recovery  is  out  for  this 
year,  and  it  will  be  into 
next  year  before  general 
markets   recover."   Intel 
expects  that  its  communi- 
cations and  flash-memory 
businesses   "will   have   a 
longer,   slower  recovery 
beginning  later  this  year," 
says  ofo  Andy  D.  Bryant. 
Given  the  current  cli- 
mate, one  likely  scenario 
is  that  the  current  slump 
lasts  two  years  from  the 
time  it  began  in  late  2000; 
during  that  time,  info-tech 
spending  will  likely  aver- 
age about  3%  to  5%  an- 
nually. That  would   feel 
like  a  kick  in  the  head  to 
an  industry  that  enjoyed 
gains  of  18%  and  23%  in 
1999  and  2000.  But  such 
.  a  slowdown  would  just 
I  bring  the  industry's  five- 
year  growth  rate  back  to 
the  long-term  average  of 
12%  per  year,  according 
to  the  Commerce  Dept.'s 
figures  for  business  spend- 
ing on  information-tech- 
nology gear  and  software. 
Moreover,     a    3%-to-5% 
growth  rate  would  not  be 
unprecedented.  The  last 
two  tech  slowdowns,  in 
1986-87      and      1990-91, 
showed    two-year    tech- 
spending  growth  rates  of 
4%  and  2.5%,  respectively. 
In  the  past,  the   Fed 
might  not  have  worried 
about  a  tech  downturn,  even  one  that  lasted  for  two 
I  But  today,  the  tech  sector  is  a  much  larger  share  of  the 
lomy,  making  a  rapid  deceleration  there  a  bigger  danger 
ip    verall  growth — and  a  bigger  worry  for  Greenspan.  First, 
simultaneous  combination  of  big  job  cuts  by  struggling 
l-tech  companies  such  as  Cisco,  TI,  Hewlett-Packard,  and 
orola,  the  evaporation  of  stock-option  gains,  and  the  col- 
e  of  tech  stocks  in  household  portfolios  threaten  to  hit  con- 
>.er  spending  hard  in  the  second  half  of  the  year, 
n  addition,  the  tech  slump  could  trigger  cascading  prob- 
s  across  the  financial  sector,  resulting  in  much  tighter 
tit  conditions  for  everyone.  Telecom  companies  such  as  ico 
imunications,  Northpoint  Communications  Group,  and 


Winstar  Communications  have  filed  for  bankruptcy,  and  PSINet 
has  said  that  it  will  probably  go  the  same  route,  which  would 
hand  big  losses  to  junk-bond  holders,  the  banks  that  lent 
them  money,  and  equipment  makers,  such  as  Lucent  Tech- 
nologies and  Cisco,  that  helped  finance  their  purchases. 
"I  don't  think  the  world  has  seen  the  fallout  from  all  this  ven- 
dor financing,"  says  Ray  Burgess,  chief  strategist  for  Motorola 
Inc.'s  semiconductor  unit. 

That  prospect  is  apparently  a  big  worry  for  the  Fed.  Ac- 
cording to  one  senior  bank  executive,  the  Federal  Reserve 
and  the  Comptroller  of  the  Currency  have  quietly  discouraged 
banks  from  lending  to  telecom  companies  in  hopes  of  keeping 
the  sector's  problems  from  spreading  weakness  elsewhere. 

Moreover,  the  50%  decline  in  the  Nasdaq  over  the  past 
year  inflicted  massive  losses  on  venture-capital  investors. 
"It's  going  to  take  two  to  four  years  to  find  out  how  bad  re- 
turns will  be  for  venture,"  says  Clifford  Higgerson,  a  partner 
at  Com  Ventures  in  Palo  Alto,  Calif.,  with  35  years  in  the  ven- 
ture industry.  He  expects  venture  capital  to  decline  for  at 
least  that  long.  Given  the  importance  of  venture  capital  to  the 
New  Economy  boom  of  the  1990s,  this  could  dampen  the 
rise  of  innovations  needed  to  fuel  the  next  wave  of  growth. 

Certainly,  it's  no  longer  disputable  that  a  pervasive  tech 

slowdown    is    well    under 
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way.  Production  of  comput- 
ers, semiconductors,  and 
communications  gear  rose 
at  only  a  5%  rate  in  the 
first  quarter  of  2001,  the 
slowest  rate  since  1991. 
New  orders  for  tech  equip- 
ment are  plunging  at  a  19% 
annual  rate,  also  the  worst 
performance  since  the  last 
recession.  And  computer 
prices  are  falling  sharply  as 
well.  In  the  past,  falling 
prices  signaled  faster,  better 
models — but  now,  it  reflects 
a  drop  in  demand. 

Add  it  all  up,  and  there's 
plenty  of  reason  for  the  Fed 
to  worry.  The  three  forces 
that  drove  the  tech  boom — 
venture  capital,  telecom 
spending,  and  corporate  in- 
vestment— are  all  sagging 
at  once.  Venture  spending 
is  down  32%  just  since  the 
start  of  2001,  according  to 
VentureWire,  though  its  rate 
of  decline  seems  to  have 
slowed  for  the  moment. 
Spending  on  telecom  gear 
is  expected  to  decline  15% 
for  2001,  followed  by  no 
growth  in  2002.  And  corpo- 
rate it  spending  is  being  re- 
strained by  the  slowing 
economy.  At  Cleveland  plas- 
tics manufacturer  PolyOne 
Corp.,  for  example,  less  crit- 
ical it  projects  are  being  de- 
layed. "Demand  is  way 
down.  That's  the  fundamen- 
tal issue,"  says  David  Hon- 
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eycutt,  PolyOne'a  director  for  e-business. 
Skepticism  about  some  of  info-tech's  big- 
ger claims  could  also  slow  new  orders. 
"Manufacturers  think  they  have  had  too 
much  hyperbole  about  products,  such  as 
e-commerce  changing  the  face  of  the  world, 
when  in  reality  it  was  just  another  tool 
for  improving  efficiency,"  says  Jerry  Jasi- 
nowski,  president  of  the  National  Associa- 
tion of  Manufacturers.  And  doubts  about 
online  commerce  coupled  with  the  slowing 
economy  spell  trouble  for  the  B2B  soft- 
ware market.  It  may  take  until  at  least 
yearend  before  demand  perks  up,  according 
to  Vivek  Y.  Ranadive,  ceo  of  Tibco  Soft- 
ware Inc.,  in  Palo  Alto.  "The  tactic  a  lot  of 
people    used    was: 


TO  THE  GILLS 

With  telecom 

spending  and 

corporate  investment  sagging  at  the  same  time,  pcs,  thinks  overall  tech  spending 

warehouses  are  overflowing  with  high-tech  inventory    -^-  ^^IT^T 

due  to  healthy  growth  in  emerging  categories  such  as  digij 
cameras  and  MP3  music  players.  "The  long-term  trend 
holds,"  says  Jotwani.  "Consumers  will  bring  technology  ir 
their  lives  for  another  decade." 

Others  share  his  view.  Michael  S.  McQuary,  president  | 
EarthLink  Inc.,  an  Atlanta-based  Internet  service  provid 
thinks  growth  in  the  isp  market  will  again  reach  15%  to  20% 
ter  the  slowdown  has  weeded  out  weaker  players.  Cisco 
John  T  Chambers  predicts  that  his  company,  despite  its  re< 
weakness,  will  rediscover  30%-to-50%  growth  rates. 

But  many  analysts  believe  the  days  of  even  20%-to-3f 
annual  revenue  growth  are  over  for  the  foreseeable  future. 

telecom  equipment,  "we 

going  to  see  a  lower  long 
term  growth  rate,"  says 


'Your  competitor  is 
doing  this,  so  you 
damn  well  better 
do  this  as  well,'"  he 
says.  That  line 
stopped  working 
months  ago. 

That  has  left  many  equipment  and  chip  makers  with  much 
of  the  stuff  they  built  in  2000.  Motorola's  Burgess  figures  that 
by  and  large,  chip  makers  booked  two  years'  worth  of  sales 
last  year.  The  market  for  communications  and  networking 
chips  grew  37%  in  2000.  But  Burgess  says  "we  got  12%  last 
year  that  we  shouldn't  have  had"  because  those  sales  were 
simply  moved  up  from  2001.  The  result  will  be  a  decline  in 
sales  this  year  and  continued  slow  growth  next  year. 

When  the  tech  sector  eventually  works  through  its  excess 
inventory,  the  critical  question  will  be  what  rates  of  growth 
will  return.  Optimists  such  as  Pradeep  Jotwani,  president 
of  the  $16  billion  Hewlett-Packard  Co.  division  that  handles 


FOR  TECH  STARS,  A  CUT  IS  NO  CURE-ALL 


The  Fed's  Apr.  18  rate  cut  gave  the 
stock  market,  including  tech  stocks,  a 
real  boost.  Many  bargain-hunting  in- 
vestors have  begun  to  pile  back  into  shares 
of  the  beaten-down  tech  stars,  figuring 
they  will  again  lead  the  market. 

So  is  the  worst  over  for  these  former 
high-fliers?  Not  so  fast.  Over  the  long  run, 
the  price  of  tech  stocks  is  much  more 
closely  connected  with  expectations  for  fu- 
ture growth  than  with  rate  cuts.  If  long- 
term  tech  demand  is  expected  to  grow  at 
15%  to  20%,  it  stands  to  reason  that  stocks 
will  enjoy  higher  prices  than  if  expecta- 
tions were  for  10%  growth. 

Here's  the  irony:  Many  of  today's  tech 
stars  may  not  benefit  all  that  much  from 
the  next  big  boom  in  the  tech  sector.  His- 
torically, faster  rates  of  tech  growth  are  as- 
sociated with  rapid  rates  of  innovation, 
which  generally  happens  when  a  lot  of  new 
companies  enter  the  industry.  And  history 
shows  that  when  new  companies  come  in, 


many    existing  companies  get  pushed  aside, 
bought  up,  or  simply  left  behind.  To  put  it 
bluntly,  a  lot  of  tech  s  best-known  names 
today  will  get  washed  away  when  the  next 
innovation  wave  comes  through. 

Consider  the  top  tech  companies  of  a 
decade  ago.  Of  34  computer  and  software 
outfits  in  BusinessWeek's  March,  1990,  profit 
scoreboard,  16  have  disappeared  as  indepen- 
dent companies.  Many  of  these,  including 
AST  Research  and  Digital  Equipment  Corp., 
saw  poor  stock  returns  before  being  ac- 
quired. Even  those  survivors  that  did  rela- 
tively well,  such  as  Compaq  Computer 
Corp.,  fell  far  behind  the  real  beneficiaries 
of  the  New  Economy  boom,  such  as  Cisco 
Systems  Inc.  and  Dell  Computer  Corp. 

So  for  those  tech  investors  who  are 
holding  the  likes  of  Cisco  and  Dell,  and  pa- 
tiently waiting  for  the  tech  rebound,  be- 
ware: When  the  rebound  finally  arrives,  it 
just  may  leave  you  sorely  disappointed. 

By  Michael  J.  Mandel  in  New  York 


Lauria,  a  telecom-gear  al 
lyst  at  ing  Barings.  Salon  \ 
Smith   Barney's   Tobias 
Levkovich  argues  that  tb  ■,,, 
will  never  again  be  the  sa 
combination  of  Y2K  spendi 
near-free  equity  driving  a  c 
com   boom,   and   the   inil 
move  of  all  kinds  of  com 
nies  to  the  Net.  "It's  a  o 
time  event,"  he  says. 

That's  why  the  Fed's 
est  rate  cut  will  have  lit 
effect  on  tech's  long-te 
growth  rates.  Nor  will  it 
able  to  lift  tech  out  of 
slump  anytime  soon.  But 
will  lessen  the  chanct 
tech's  troubles  will  pull  dc 
the  rest  of  the  economi 
and  that's  enough  for  no\ 

By  Michael,  J.  Manila 
New  York,  with  Piter  E 
roirs  anil  Linda  Himclst 
in  Silicon  Valley,  Anil, 
Park  in  Dallas,  and  bur 
reports 


38  BusinessWeek  /  April  30,  2001 


COMMENTARY 

By  Peter  Elstrom 


SORRY,  CISCO.  THE  OLD  ANSWERS  WONT  WORK 


It  was  a  sobering  moment  for  Cisco 
Systems  Inc.  and  its  chief  execu- 
tive, John  T.  Chambers.  On  Apr. 
16,  the  networking  giant  announced 
its  revenues  for  the  quarter  closing 
Apr.  30  would  drop  5%  from  a  year 
earlier — and  a  stunning  30%  from 
the  previous  three  months — to 
ibout  $4.7  billion.  Cisco  also 
laid  it  would  lay  off  8,500 
workers  and  take  a  stagger- 
ng  $2.5  billion  charge  to 
write  down  inventory.  Cisco, 
which  had  been  boosting  year-over- 
/ear  sales  50%  to  70%  in  recent 
quarters,  simply  hadn't  anticipated 
hat  orders  could  decline.  "We  never 
milt  models  to  anticipate  anything  of 
.his  magnitude,"  conceded  Chambers. 
The  new  era  may  require  a  new 


bers'  acquisition  machine  as  outdated 
as  a  Model  T.  "He's  not  going  to  be 
able  to  acquire  the  way  he  used  to," 
says  David  Matheson,  ceo  of  Smart 
Org,  a  strategic  consulting  firm.  "He 
needs  to  drive  organic  growth  by 
finding  value  within  the  organiza- 
tion." After  buying  23  compa- 
nies last  year,  Cisco  has  yet  to 
make  an  acquisition  in  2001. 
If  Cisco  can't  buy  as 
many  upstarts,  it's  likely  to 
have  a  hard  time  expanding 
into  promising  markets  and  return- 
ing to  anything  close  to  the  torrid 
growth  of  the  past.  In  particular,  the 
company  wants  to  push  further  into 
the  fast-growing  and  lucrative  optical 
market.  Also,  it  needs  to  regain  mar- 
ket share  in  high-end  routers,  which 
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ind  of  Cisco.  The 
ompany  became  a 
uggernaut  of  the  In- 
ernet  Age  by  using 
I  high-flying  stock 
lore  effectively  than 
erhaps  any  other  outfit.  Rather 
nan  develop  most  of  its  new  technol- 
gy  internally,  Cisco  used  its  stock  to 
uy  more  than  70  companies  since 
993  and  get  its  hands  on  the  latest 
etworking  gear.  Then,  it  would  use 
;s  vaunted  sales  force  to  market  the 
ew  technology  to  its  corporate  cus- 
imers  and  telephone  companies.  It 
xrned  out  to  be  a  wildly  successful 
rnnula.  Revenues  hit  $18.9  billion 
>r  fiscal  year  2000,  more  than  four 
i  Jnes  the  level  of  four  years  earlier. 
But  Cisco's  stock  is  no  longer  the 
igh-powered  currency  it  once  was. 
titer  averaging  100%  returns  over 
Me  five  years  ended  in  March,  2000, 
:isco's  shares  are  off  78%  from  their 
eak,  at  $18.  That  could  make  Cham- 


STUBB0RNLY  OPTIMISTIC 

CEO  Chambers  still  claims 
30%-to-50%  revenue 
growth  is  "very  realistic" 


direct  data  traffic 
around  the  Net. 

That's  going  to  be  a 
big  challenge  without 
acquisitions.  Upstart 
Juniper  Networks  Inc. 
had  already  grabbed  34%  of  the 
high-end  router  market  by  the  end 
of  2000,  up  from  17%  at  the  end  of 
1999,  according  to  the  Dell'Oro 
Group.  At  the  same  time,  Cisco's 
share  has  dropped  from  78%  to  65%. 
Meanwhile,  in  the  optical  segment  of 
that  market,  it  remains  a  small  play- 
er. "We  don't  see  them  very  often" 
competing  for  bids,  says  Patrick  Net- 
tles, chairman  and  ceo  of  Ciena 
Corp.,  a  leading  optical  player. 
Despite  his  current  troubles, 
Chambers  doesn't  think  Cisco's  busi- 
ness model  needs  an  overhaul.  He 
claims  demand  for  networking  equip- 
ment will  pick  up  shortly.  Sure,  the 
company  is  budgeting  revenues  in  its 
fourth  quarter,  which  ends  in  July,  to 


be  flat  to  down  10%.  But  over  the 
long  term,  he  says,  revenue  growth 
for  networking  equipment  of  30%  to 
50%  is  "very  realistic."  While  Cisco 
will  lay  off  the  acquisitions  over  the 
short  term,  in  part  because  it's  re- 
ducing its  workforce,  buying  new 
technologies  will  still  be  critical.  "We 
will  continue  to  use  acquisitions  as  a 
way  to  grow,"  he  says. 
NO  SURE  THING.  If  anything,  Cham- 
bers thinks  the  current  tumble  in 
tech  stocks  gives  him  a  competitive 
advantage.  He  argues  that  many  of 
the  companies  Cisco  is  interested  in 
are  bargains  since  they've  seen  their 
value  fall  even  more  than  Cisco's  has, 
and  many  are  desperate  for  capital. 
"Almost  every  company  is  for  sale 
and  we've  been  asked  to  buy  most  of 
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them,"  he  says.  Some  outsiders 
agree.  "I  don't  think  this  busts  their 
business  model,"  says  B.  Alexander 
Henderson,  an  analyst  with  Salomon 
Smith  Barney. 

But  Chambers  may  be  just  as  sur- 
prised by  the  future  as  he  was  by 
the  current  quarter.  Many  analysts 
seriously  doubt  his  growth  projec- 
tions. Paul  Sagawa,  an  analyst  at 
Sanford  C.  Bernstein  &  Co.,  for  ex- 
ample, anticipates  long-term  revenue 
growth  of  just  17%.  One  reason:  En- 
trepreneurs may  be  less  willing  to 
sell  out  if  they  don't  think  Cisco's 
stock  will  rocket  upwards.  "It's  no 
longer  a  sure  thing,"  says  Jeanette 
Symons,  chief  technology  officer  at 
upstart  equipment  maker  Zhone 
Technologies.  That  seems  to  be 
something  Mr.  Chambers  still  hasn't 
accepted. 

Elstrom  covers  technology  iti  New 
York. 


BusinessWeek  /  April  30,  2001  39 


News:  Analysis  &  Commentary 


TECHNOLOGY 


INTEL  INSIDE 
THE  WAR  ROOM 

Can  low  prices  and  new  businesses  help  it  weather  the  slump? 


tarnished.  So  far,  Intel's  major  rival,  A 
vanced  Micro  Devices  Inc.,  is  also  sla* 
ing  prices  and  gaining  ground.  On  A 
18,  it  announced  sales  had  jumped  o\ 
the  comparable  year-ago  period.  Mes 
while,  Texas  Instruments,  Motorola,  a 
others  have  focused  on  belt-tighteni 
measures  such  as  shorter  work  week 
To  shore  up  its  position  in  the  c< 
PC  market,  Intel  is  also  moving  ahe 
with  a  $7.5  billion  capital  spending  p 
that  will  let  it  switch  to  the  latest  cl 


When  Applied  Micro  Cir- 
cuits Chief  Executive 
David  M.  Rickey  strode 
onto  the  stage  at  a  communica- 
tions chip  conference  in  late 
March,  the  crowd  was  waiting 
for  a  clue  about  just  how  bad 
things  had  gotten  in  the  $210 
billion  semiconductor  industry. 
Rickey  didn't  keep  them  wait- 
ing. "We  are  sucking  wind,"  he 
said  bluntly.  "Any  questions?" 

Intel  Corp.,  for  one,  doesn't 
seem  to  have  any.  In  response 
to  a  downturn  that  on  Apr.  17 
left  its  first-quarter  operating 
profits  75%  lower  than  a  year 
ago,  the  industry  giant  has  gone 
on  the  offensive.  The  Santa 
Clara  (Calif.)  chipmaker  is  slash- 
ing costs,  has  launched  a  no- 
holds-barred  price  war,  and  is 
diversifying  into  new  markets. 
The  goal:  to  use  the  downturn 
to  grab  share  from  weaker  ri- 
vals while  positioning  itself  for 
growth  beyond  the  mature  PC  market 
when  things  turn  up  again. 
MARKET  MUSCLE.  Still,  it's  a  risky  strat- 
egy— and  one  that's  unlikely  to  do  much 
for  sales  or  earnings  in  the  short  term. 
Analysts  expect  Intel  to  post  2001  rev- 
enues as  much  as  20%  below  last  year's 
record  $33.7  billion,  which 
would  be  its  first  annual 
sales  decline  in  15  years. 
And  despite  signs  that 
the  worst  of  the  down- 
turn may  be  over — the 
company  said  that  sales 
may  stabilize  in  the  sec- 
ond half — analysts  expect 
profits  for  the  year  to  fall 
58%,  to  $10.5  billion.  "We 
are  all  kind  of  shell- 
shocked  by  the  U.  S.  phe- 
nomena right  now,"  sighs 
Intel  Executive  Vice- 
President  Paul  Otellini. 

Things  aren't  much 
different  for  Intel's  ri- 
vals. On  Apr.  17,  cellular 
chipmaker  Texas  Instru- 
ments Inc.  also  reported 
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disappointing  results,  layoffs,  and  new 
cost-cutting  measures.  Indeed,  big  order 
cancellations  and  overcapacity  will  leave 
many  chipmakers  awash  in  inventory 
for  months. 

But  Intel  figures  it  can  use  its  market 
muscle  to  reinvigorate  its  own  PC  sales. 
It  and  others  are 
trying  to  goose  the 
$81  billion  PC  chip 
segment,  which  ac- 
counts for  about  j 
40%  of  the  semi- 
conductor market, 
slashing  prices.  Intel  is 
even  cutting  prices  for 
high-end  products  that 
carry  the  biggest  premi- 
ums. A  1.5-gigahertz  Pen- 
tium 4  chip,  for  instance, 
that  sold  for  $037  three 
weeks  ago  has  fallen  19% 
since  to  $519,  and  is 
down  sharply  from  $795 
in  December. 

The  danger,  of  course, 
is  a  bloody  battle  that 
simply    leaves    margins 
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ON  THE  ATTACK 

CEO  Barrett 
plans  to  spen< 
$7.5  billion  to 
switch  to  low* 
cost  ways  of 
making  chips 
Says  Barrett: 
"You  have  to 
continue  to 
invest" 


making  technologies.  That  could  cut  n 
ufacturing  costs  by  30%,  says  ceo  Ci 
Barrett.  "You  have  to  continue  to  in\ 
or  you  don't  come  out  stronger  t 
when  you  went  in,"  Barrett  says. 

Then  there's  Intel's  plan  to  creat 
bevy  of  non-PC  products.  Those  incl 
chips  for  mobile  phones,  networl 
equipment,  and  consumer  elect] 
ics.  True,  revenues  from  eaclf 
these  lines  represents  less 
10%  of  Intel's  annual  total, 
they  have  tripled  since  199IJ 
$6.5  billion,  and  together  make  up  15- 
of  2000  fiscal  year  sales,  Merrill  Lync 
Co.  estimates. 

Admittedly,    such    new    busines 
won't  provide  a  quick  fix  to  Intel's 
rent  troubles.  Nevertheless,  inves 
want   to   believe   the   worst    is 
Shares  of  Intel  jumped  20%  on  Apt 
following  the  Federal   Reserve's 
cut,  five  percentage  points  more  1 
the  typical  chipmaker.  Hut  if  sales  c   l\£ftn 
pick  up  soon,  that  sucking  sound 
get  much  louder. 

By  Cliff  Edwards   in   San   M< 
Calif,  with  Andy  Reinkardt  in  Par 
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COMMENTARY 


By  Otis  Port 


FAREWELL.  MR.  MOORE-AND  THANKS 


It's  time  to  say  goodbye  to  Gordon 
E.  Moore,  who  will  soon  step 
down  as  chairman  emeritus  of  In- 
tel Corp.  at  age  72.  Moore  isn't  as  fa- 
mous as  Bill  Gates  or  Steve  Jobs  or 
even  Andy  Grove,  who  replaced  him 
as  chairman  of  Intel.  But  he  pio- 
neered the  microprocessor,  managed 
the  rise  of  Intel,  and  helped  create 
the  culture  of  Silicon  Valley.  Along 
the  way,  he  gave  us  Moore's  Law, 
the  seminal  insight  that  microchip 
power  would  double  every  18  months 
while  prices  plummet. 

Indeed,  it  has  been  a  remarkable 
ride — one  that  began  in  1956,  when 
Moore,  not  long  after  earning  a  PhD 
in  chemistry,  signed  on  at  Silicon 
Valley's  first  semiconductor  company, 
Shockley  Semiconductor  Laboratory. 
It  had  been  founded  in  Palo  Alto, 
Calif.,  the  year  before  by  William  B. 
Shockley,  leader  of  the  Bell  Labs 
team  that,  in  1948,  had  in- 
vented the  transistor. 
Moore  quickly  realized 
that  the  company's 
prospects  were  dim, 
and  in  1957,  he 
marched  out  with 

CHIPPING  AWAY: 

Grove,  Noyce, 
and  Moore  at 
Intel  in  the  1970s 


Robert  N.  Noyce  and 
six  others — dubbed  the 
Traitorous  Eight  by  Shockley. 

They  started  Fairchild  Semicon- 
ductor Corp.  with  backing  from 
Fairchild  Camera  &  Instrument 
Corp.  in  Syosset,  N.  Y.  Two  years  lat- 
er, Noyce  built  the  first  silicon  chip 
with  more  than  one  transistor;  to- 
day's chips  have  millions.  To  make 
these  marvels  in  volume,  Noyce  and 
Moore  developed  the  equipment  and 
processes  now  common  in  the  semi- 
conductor industry.  But  when  they 
couldn't  persuade  Fairchild  Semi's 
old-line  owners  to  make  stock  op- 
tions available  to  engineers  and  oth- 
er employees,  Noyce  and  Moore, 
then  39,  jumped  ship  once  again, 
founding  Intel  in  1968.  Their  raw  en- 
trepreneurialism — and  willingness  to 


risk  all  on  a  new  company  when  un- 
happy with  the  constraints  of  the 
old — set  a  pattern  that  would  be- 
come a  Silicon  Valley  hallmark. 

From  the  start,  the  pair  created  a 
culture  that  turned  Intel  into  a 
hotbed  of  innovation.  In  1970,  it  in- 
vented dynamic  random-access  mem- 
ories (drams),  the  main  data-storage 
chips  in  computers,  and  a  year  later, 
the  microprocessor — originally  de- 
signed as  the  guts  of  a  Japanese  cal- 
culator. Intel's  creativity  stemmed 
largely  from  the  belief,  carefully  nur- 
tured by  Moore,  that  mistakes  should 
be  tolerated — and  even  rewarded. 


remind  himself  of  the  blunder. 

By  1981 — the  year  IBM  introduced 
its  first  pc,  which  used  an  Intel  mi- 
croprocessor— Intel  was  losing  so 
much  money  on  drams  that  its  future 
was  shaky.  Moore  kept  Intel  in  the 
game,  in  part  by  selling  IBM  a  piece  , 
of  Intel,  providing  the  capital  to  de- 
velop the  processors.  In  1985,  Moore 
bowed  out  of  the  dram  business,  bet 
ting  the  company's  future  on  micro- 
processors. That  proved  an  inspired 
move.  Intel  today  is  the  world's 
biggest  and  richest  chipmaking  enter- 
prise— and  its  success  has  made  Gor- 
don Moore  the  fifth-wealthiest  Amer- 


GORDON  MOORE:  LEADING  THE  TECH  REVOLUT 


1956  Moore  joins  Silicon  Valley's  first  semi- 
conductor company,  Shockley  Semiconductor 


1957  Moore  and  Robert  N.  Noyce  found 
lild  Semiconductor 


1965  First  version  of 
Moore's  Law:  Transistor 
counts  will  double 
every  year 

1968  Noyce  and 
Moore  leave 
Fairchild — 
and  launch  Intel 


People  who  don't 
make  mistakes, 
Moore  often  assert- 
ed, aren't  taking  big 
enough  risks — and  those 
who  do  stumble  become  more 
valuable  for  the  lessons  they  learn. 
Not  all  was  smooth  sailing.  After 
Moore  took  over  as  CEO  of  Intel  in 
1975,  the  company  launched,  of  all 
things,  a  digital  wristwatch.  It  was  a 
disaster  and  was  pulled  from  the  mar- 
ket after  just  three  years — and  $15 
million  in  losses.  It  was  money  the 
young  company  could  ill  afford  to  lose. 
The  huge  market  for  microprocessors 
that  personal  computers  would  create 
was  still  years  away.  Meantime, 
Japanese  chipmakers  were  starting  to 
attack  Intel's  bread-and-butter  dram 
business.  From  then  on,  Moore  would 
wear  a  Microma — "my  $15  million 
watch,"  he  often  quipped — to 


1970  Intel  invents  the  dynam 
random-access  memory  chip 


1971  Intel  creates  the  first 
microprocessor 


1975  Moore  becomes  Intel  CE 
revises  Moore's  Law:  Chip  po\ 
double  only  every  two  years 

1987  Hands  over  the  CEO  job  tn 
S.  Grove 

1997  Named  chairman  emeritus, 
assumes  chairmanship 

2001  Moore  retires 


ican,  worth  an  estimated  $26  billion. 
Moore,  who  turned  the  ceo's  reins 
over  to  Andy  Grove  in  1987,  hasn't  al 
ways  been  wild  about  being  better 
known  for  Moore's  Law  than  for  lay- 
ing the  foundations  of  Intel's  success 
In  the  end,  though,  he's  proud  that 
Moore's  Law  eventually  became  a 
self-fulfilling  prophecy:  It  has  driven 
the  industry  to  seek  out  the  technolo- 
gies needed  to  make  his  1965  predic- 
tion come  true.  He  knows  Moore's 
Law  can't  hold  for  four  more  decades: 
transistors  will  get  as  small  as  is 
physically  possible  before  then.  But  it 
could  remain  the  guiding  light  for  per 
haps  another  20  years.  Gordon  Moore 
may  be  stepping  down,  but  his  name 
will  continue  to  be  invoked  with  each 
new  leap  in  the  digital  revolution. 


Senior  Writer  Port  has  covered  lh 
microchip  industry  since  l!>77. 
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The  more  complex  your  enterprise, 
the  more  you  need  everything  working  together. 


1 12001  Peregrine  Systems,  In< 


Peregrine  solutions  help  complex  enterprises  achieve  frictionless  business. 

By  providing  the  right  people  with  the  right  information  at  the  right  time,  Peregrine  software  makes  it  possible  to  eliminate 
business  inefficiency  and  gain  competitive  advantages.  Infrastructure  critical  to  your  business  mission  can  be  managed 
throughout  its  entire  lifecycle.  Employees  can  be  empowered  with  the  knowledge,  resources  and  services  to  do  their  jobs 
better  than  their  competition.  And  e-buyers  and  e-suppliers  can  be  easily  connected  for  efficient  e-business  transactions. 
Let  Peregrine  show  you  how  to  enjoy  the  rewards  of 
frictionless  business.  Offices  located  in  80  cities 
throughout  the  world.  Call  800.632.6347  or  visit  us 
at  www.peregrine.com. 


^?  Peregrine 

««/s  Y  S  T  E  M  S( 
Frictionless  Business 


Infrastructure  Management      Employee  Relationship  Management      B2B  Relationship  Management 


News:  Analysis  &  Commentary 


POLITICS 


TOO  MUCH  CONSERVATISM, 
TOO  LITTLE  COMPASSION? 

As  swing  voters  lose  faith,  Bush  is  tacking  to  the  middle 


Antoinette  Molinaro  is  a  lot  like  that 
waitress  you  heard  George  W.  Bush 
talk  about  so  often  during  the  2000 
campaign.  The  35-year-old  single  moth- 
er of  two,  who  tends  tables  at  Mader's 
Restaurant  in  Milwaukee  and  struggles 
to  make  ends  meet,  had  never  voted 
for  a  Republican.  That  is,  until  Mr.  Com- 
passionate Conservative  came  along. 
"He  talked  a  lot  about  improving 
schools,"  says  Molinaro.  "He  has  chil- 
dren himself.  I 
thought  that 
he  understood 
my  problems." 

Three   months 
into     the     Bush 
Presidency,  she's 
whistling  a  dif- 
ferent— and  de- 
cidedly less  hap 
py — tune.  Molinaro 
cites  a  laundry  list 
of  Bush  Administra 
tion  actions  that  adversely 
affect  her  family,  from  over 
turning  Clinton-era  limits 
on  arsenic  in  drinking 
water  to   repealing 
ergonomics  protections 
for  workers  like  herself.  "I 
wish   he'd   be   a   little   more 
open-minded,"  she  complains. 
"He's  listening  to  the  conserv- 
atives too  much." 
VISIBLE  MODERATE.  Molinaro  is 
not  alone.  After  an  early  hon- 
eymoon in  which  he  won  high 
marks  from  independents,  var- 
ious polls  show  the  President's 
popularity  slipping  among  in- 
dependents, parents  with 
school-age  children,  mod- 
erates, suburbanites,  and 
young  adults,  all  key  swing 
voters.  While  public  percep 
tions  of  the  new  President  are 
still  very  fluid  this 
early  in  his  term, 
his  strategists  are 
determined  to  re- 
verse Bush's  slide 
among    centrist 
voters.    On   Apr. 
16,    Bush    em- 
braced   Environ- 


mental Protection  Agency  chief  Chris- 
tine Todd  Whitman's  call  for  greater 
protection  for  endangered  wetlands. 
Whitman,  the  Administration's  most  vis- 
ible moderate,  also  ordered  more  dis- 
closure of  information  about  toxic  lead 
emissions  and  blessed  unspecified  tighter 
standards  on  arsenic  levels  in  drinking 
water,  just  weeks  after  the  firestorm 
caused  by  the  President's  earlier  action. 
Meanwhile,  Bush  reversed  a  move  to 


HOW  INDEPENDENTS  RATE  BUSH 


JAN.  17 

FAVORABLE     UNFAVORABLE 


FEB.  27 

FAVORABLE     UNFAVORABLE 


MAR.  28 

FAVORABLE     UNFAVORABLE 


51%   44%     73%   21%     53%   32% 


gut  air-conditioner  efficiency  standan 
It's  all  part  of  a  delicate  political  b 
ancing  act.  The  President's  challenge 
to  secure  his  right-wing  base  with 
alienating  the  centrist  swing  voters  w 
tipped  the  2000  election  to  Bush  o\ 
Democrat  Al  Gore.  While  the  Presid 
remains  very  popular  with  conservatr 
and  Republicans,  he  can't  afford  to  get 
trouble  with  the  middle.  That  coi 
prove  costly  to  the  gop  in  the  2002  c 
gressional  elections.  More  immediat* 
the  President  needs  their  help  to  w 
up  support  for  passage  of  his  educat 
reforms  and  his  $1.96  trillion  budget. 
BACKLASH.  The  problem  for  many  in 
pendents  is  that  they  thought  they  1 
voted  for  a  moderate  but  ended  up  w 
someone  to  their  right.  "He's  more  c 
servative  than  he  portrayed  himself 
the  campaign,"  says  University  of  Ch 
go  sophomore  Jonathan  E.  Lung,  v 
backed  Bush  in  2000.  Among  Bush  p 
posals  that  have  created  friction:  the 
ant  tax  cut  with  its  focus  on  big  bre 
to  the  wealthy,  curbs  on  abortion,  g 
ernment  contracts  for  religious  ch; 
ties,  and  oil  drilling  in  the  Arctic 
tional    Wildlife    Refuge.    "I'm    re 
surprised  at  how  conservative  he's  be 
because  it's  the  center  he  has  to  hold 
the  next  election,"  says  June  Speakn 
a  political  science  professor  at  Ro 
Williams  University  in  Bristol,  R. 
According    to    Reuters/Zoj 
polls,  Bush's  favorable  rati 
among  independents  betw 
late    February    and 
March  dropped  from 
to    53%.    And    am 
parents  of  school- 
children, 
0     President's 
■* *    proval 
■09     from  74 
63%    o 
the  same 
od.  "He  has 
done  anything  to 
dear  himself  to  any  swing  vote] 
says  independent  Michigan  poll 
Ed  Sarpolus.  "On  issue  afte 
sue,  he  hasn't  demonstrated 
the  compassionate  conserva 
he  says  he  is." 

Bush  allies  say  there's 
reason  for  the  President  to 
tack  right.  By  emphasizing 
conservative  credentials 
hopes  to  cement  his  ri 
wing  base  early  in  his  Pr 
dency — a  political  ihccs 
that  his  father  failed  to  pull 
Historically,  both  strong  conserval 
and  liberals  are  more  likely  than  a 
erates  to  cast  ballots  in  midterm  < 
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iside  HRBlock.com  you'll  now  find 
limicrosoft  and  intel  e  -  commerce  solution- 

(cause  H&R  Block  knew  if  their  online  sc. 

Isn't  ready  by  tax  time,  millions  of  tax-season 

'iuld  find  a  service  that  was- 


customers  count  on  you  to  meet  deadlines,  your  e-commerce 
tion  needs  to  be  up  and  running  in  time-  So  after  looking 
fther  competitive  solutions,  H&R  Block  turned  to  the  Microsoft 

solution  platform  and  Intel  -based  servers.  It  was  more 
■able,  scalable,  and  affordable-  And  it  let  them  quickly 
eement  Professional  Tax  Service,  an  innovative  product  with 
I    online  professionals-  All  of  this,  on  time  and  on  schedule 


n.r:  ^ — ^ 


refjtsteted  trademark  of  Intp 


tions.  As  a  result,  White  House  strate- 
gists decided  early  on  that  an  enthusi- 
astic business  community  and  right-wing 
core  were  essential  to  provide  the  cash 
and  troops  for  holding  Congress  in  2002. 
What  the  Bushies  didn't  count  on  was  a 
backlash  from  the  center.  Thus  the  rapid 
greening  of  the  Presidency. 
HILL  DEFECTIONS.  So  far,  half  of  Bush's 
strategy  has  worked.  His  job-approval 
rating  among  Republicans  is  holding 
steady  near  90%,  according  to  the 
Gallup  Poll.  Three-fourths  of  conserva- 
tives give  him  a  thumbs-up.  But  among 
several  key  constituencies,  his  unfavor- 
able ratings  soared  in  March  and  early 
April:  under-30  voters  (up  19  points,  to 
34%),  suburbanites  (up  7,  to  29%),  mod- 
erates (up  12,  to  32%),  and  women  un- 
der 50  (up  13,  to  35%).  "Bush  took  some 
hits,"  concedes  freshman  Representa- 
tive Mark  Kirk  (R-Ill.),  who  represents 
a  swing  district  outside  Chicago.  "This 
Administration  has  to  have  a  strong 
and  positive  agenda  for  women  and  pro- 
tecting the  environment." 

Of  course,  Bush  has  S'A  years  to  win 
over  skeptical  moderate  voters.  But  be- 
cause the  gop  Congress  could  bear  the 
brunt  of  any  voter  backlash  in  the  short 
term,  Republican  centrists  are  already 
doing  their  own  version  of  triangula- 
tion.  In  the  evenly  divided  Senate,  a 


More  GOP  Senators 

could  defect  if  Bush 

continues  to  alienate 

swing  voters 


trio  of  gop  moderates  teamed  up  with 
Democrats  to  cut  Bush's  tax  plan  from 
$1.6  trillion  to  $1.2  trillion,  while  in- 
creasing spending  for  education,  health 
care,  and  the  environment.  More  defec- 
tions are  likely  if  Bush  continues  to 
have  trouble  with  swing  voters. 

In  time,  White  House  strategists  are 
betting  that  moderate  voters,  on  bal- 
ance, will  find  more  to  like  than  to  dis- 
like in  the  new  President.  Even  with 
his  conservative  policies,  they  argue, 
Bush  is  much  more  in  the  mainstream 
than  the  liberal  Democrats  on  the  Hill. 
In  the  end,  they  believe,  most  indepen- 
dents will  return  to  the  OOP  fold.  Per- 
haps. But  early  indications  are  that 
Bush  could  find  this  a  far  tougher  bal- 
ancing act  than  expected. 

By  Richard  S.  Dunham  in  Washing- 
ton, with  Ann  Therese  Palmer  in  Chica- 
go and  Lorraine  Woellert  in  Washington 


B-SCHOOLS 


WHEN  HARVARD 
MET  STANFORD 

A  planned  alliance  will  create 
a  titan  in  executive  education 

In  the  world  of  elite  business  schools, 
Harvard  and  Stanford  are  separated 
by  ideology,  distance,  and  a  rivalry 
that  has  them  competing  for  students, 
faculty,  and  corporate  customers.  But  in 
an  uncharacteristic  twist,  the  two  now 
appear  close  to  a  landmark  deal  to 
merge  part  of  their 
B-school  operations, 
BusinessWeek  has 
learned. 

The  proposed 
plan:  to  combine  the  ^ 
executive  education 
arms  of  Harvard  and 
Stanford  into  a  separate  entity  that  will 
design  and  deliver  face-to-face  and  online 
programs  to  companies  around  the  globe. 
The  venture  may  even  be  run  as  a  for- 
profit  entity,  which  would  allow  it  to 
operate  outside  university  rules  and  to 
offer  more  incentives  for  faculty  partici- 
pation. But  even  if  it  remains  attached 
to  the  universities,  the  alliance  will  mean 
revenues  of  $100  million-plus  and  the 
birth  of  a  blockbuster  in  the  manage- 
ment education  world.  "If  they're  suc- 
cessful and  combine  it  with  their  brands, 
then  it's  unbeatable,"  says  Nancy  J. 
Lewis,  IBM's  director  of  management  de- 
velopment worldwide. 
"NATURAL  ALLIANCE."  Beyond  the  glitz 
factor,  the  marriage  is  a  survival  strat- 
egy for  an  increasingly  competitive  mar- 
ket in  nondegree  executive  training.  For 
one  thing,  each  school  has  something 
the  other  needs.  Harvard  is  legendary 
for  its  studies  in  general  management 
and  leadership,  while  Stanford  has  made 
its  reputation  in  innovation,  e-commerce, 
and  entrepreneurship.  "It's  a  natural  al- 
liance, because  the  two  schools  are  in 
different  parts  of  the  intellectual  space," 
says  Richard  Schmalensee,  dean  at 
Massachusetts  Institute  of  Technology's 
Sloan  School  of  Management. 

Harvard  and  Stanford  could  use  the 
allure  and  prestige  of  the  combined 
brand  to  launch  an  executive  MBA 
(kmba)  program,  which  neither  current- 
ly offers  but  both  are  exploring.  That's 
important,  given  mounting  competition, 
such  as  the  University  of  Pennsylva- 
nia's Wharton  School,  which  will  open  a 
facility  in  San  Francisco  this  fall  for 


exec  education  and  for  its  EMBA.  A 
developing  programs  jointly  will  p 
sumably  keep  the  costs  down  for  bo 

The  proposed  deal  will  also  inc 
Harvard  Business  School  Interactive! 
the  B-school's  online  course  devel 
ment  arm — as  well  as  the  participati] 
of  Stanford  University's  engineer! 
school.  "We  were  really  motivated 
a  sense  of  the  possibilities  that  mig 
open  up  for  us  if  we  were  able  to  j< 
forces,"  says  Kim  B.  Clark,  dean  of  H 
vard  Business  School. 

The  B-school  world  had  already  tal 
to  partnerships — but  until  now,  the 
liances  have  mostly  been  between  Uj 
and  non-U.  S.  schools,  like  the  deals 
tween  Columbia  Business  School  and  L 

partnerI 

Stanfo 

gs  New  Econoj 

knowhow.  Harvard  has  mc 

faculty  and  resear 


don  Business  School  or  Wharton  s 
France's  insead.  Combining  the  in 
lect — and  wallets — of  powerhouse  ri\ 
Harvard  and  Stanford  is  likely  to  be  o 
the  first  in  a  series  of  domestic  allian 
says  Laura  D' Andrea  Tyson,  dean  of 
University  of  California  at  Berkek 
Haas  School  of  Business  and  a  Bus  in 
Week  columnist.  "This  will  only  inten: 
this  trend  and  force  our  hands,"  she  s; 

Still,  it's  not  exactly  a  merger 
equals.  In  BusinessWeek's  executive 
ucation  rankings,  Harvard  tops  the 
while  Stanford  comes  in  at  No.  5.  j 
Harvard  will  bring  to  the  table  th 
times  the  course  material  and  rese 
as  well  as  faculty  more  committer 
executive  education  than  Stanford's 
"Stanford  has  some  significant  adv 
tages"  to  offer  Harvard,  includin 
West  Coast  presence  and  New  Econc 
panache,  says  David  Yoffie,  ehairmai 
the  advanced  management  progran 
Harvard. 

The  details — where  the  new  en 
will  be  located  and  each  school's  in 
lectual  contribution  and  share  of 
enues — will  take  several  months  to  \K 
out.  But  "it's  a  worthwhile  challeni 
says  Joel  M.  Podolny,  Stanford's  sei 
associate  dean  for  academic  ;ilT.iiis. 
first  assignment:  figuring  out  what  ] 
goes  on  the  shingle. 

By  Jennifer  Merritt,  with  A 
Schneider  in  Ncic  York 
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Among  our  many  alliance 

partners  are  Cisco  Systems, 

Owest,  FedEx  and  Ariba. 


So,  what  makes  these 
four  particularly  interesting? 


•    H 


They  all  began  as  our  clients, 
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AT&T  WILL  CONDUCT 
CONCERT  ALONE 

AT&T       WILL       SOON       TAKE 

control  of  Concert,  its  trou- 
bled global  joint  venture  with 
British  Telecommunications, 
BusinessWeek  has  learned. 
No  agreement  is  assured,  but 
sources  inside  and  outside  the 
companies  say  serious  nego- 
tiations are  under  way  and 
that  an  announcement  could 
be  made  in  May.  AT&T  ceo  C. 
Michael  Armstrong  recently 
met  with  BT  Chairman  Sir 
Iain  Vallance  and  BT  ceo  Sir 
Peter  Bonfield.  AT&T  Presi- 
dent David  Dorman,  a  for- 
mer Concert  ceo,  is  expected 
to  oversee  the  unit,  which 
will  include  bt's  Ignite  conti- 
nental local  phone  service. 

Concert  provides  high- 
speed Internet  and  phone 
services  to  multinational  com- 
panies. AT&T  and  BT  want  to 
simplify  the  sales  structure 


CLOSING    BELL 


TYCO  K.O. 


In  what's  shaping  up  as  the 
worst  quarter  tor  corporate 
protits  in  a  decade,  Tyco  In- 
ternational on  Apr.  18  report- 
ed a  hefty  30%  jump  in  earn- 
ings per  share,  on  a  26% 
sales  gain.  It  was  more  of  the 
magic  that  put  the  industrial 
conglomerate  on  top  of  this 
year's  BusinessWeek  50.  The 
latest  results  wowed  Wall 
Street,  which  pushed  Tyco's 
shares  up  7.69%,  to  $49.70. 
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to  offer  one  seamless  network 
to  global  accounts,  says  Mark 
Bruneau,  an  analyst  with 
telecom  consulting  firm  Ad- 
ventis.  About  400  of  Concert's 
6,400  jobs  could  be  cut.  "We 
have  no  comment  on  the 
speculation.  But  we  are  cer- 
tainly talking  to  BT  about 
strengthening  the  venture," 
says  AT&T  spokeswoman 
Adele  Ambrose. 


REFI  MADNESS 
AT  FANNIE  MAE 

lower  interest  rates  are 
proving  to  be  a  boon  for  Fan- 
nie Mae,  the  No.  1  U.  S.  home 
loan  financing  company.  On 
Apr.  17,  Fannie  Mae,  which 
buys  loans  from  banks  and 
other  mortgage  lenders  and 
repackages  them  into  securi- 
ties for  investors,  posted  a 
record  16.6%  increase  in 
quarterly  earnings.  Benefit- 
ing from  a  tidal  wave  of  refi- 
nancing because  of  falling 
mortgage  rates,  the  quasi- 
government  agency  reported 
net  income  of  $1.24  billion  in 
the  first  quarter. 

WEBVAN'S  DRIVER 
CHECKS  OUT 

WHEN       GEORGE       SHAHEEN 

traded  his  $4  million-a-year 
job  as  CEO  of  Andersen  Con- 
sulting for  the  top  spot  at 
Webvan  in  1999,  it  was 
hailed  as  a  major  victory  for 
the  online  grocer  and  for  the 
Internet  as  a  whole.  But  the 
dream  ended  abruptly  on 
Apr.  13  when  Shaheen  un- 
ceremoniously handed  in  his 
resignation.  Insiders  say 
Shaheen  was  frustrated  by 
mounting  troubles  at  cash- 
starved  Webvan,  including  a 
likely  delisting  from  Nasdaq. 
The  company  says  it  needs  a 
leader  with  more  operational 
experience  than  Shaheen  to 
turn  itself  around.  Still, 
many  wonder  if  anyone, 
including  acting  ceo  Robert 
Swan,  can  keep  Webvan 
afloat. 


HEADLINER:  TERRY   SEMEL 


CAN  HE  MAKE  YAHOO!  A  STAR  AGAIN? 


TERRY  SEMEL  IS  A  CLASSIC 

Hollywood  insider.  Along- 
side Bob  Daly,  Semel  ran 
Warner  Bros,  studio  for 
20  years,  before 
leaving  as  co- 
chairman  and 
co-ceo  in  1999. 
But  is  a  guy 
who  schmoozes 
with  Clint 
Eastwood  and 
Mel  Gibson  the 
right  choice  to  fix  an 
ailing  Internet  power- 
house? 

Yahoo!  thinks  so.  The 
58-year-old  Semel  will  take 
control  of  the  portal,  effec- 
tive May  1,  replacing  boss 
Tim  Koogle.  He  joins  just 
as  Internet  advertising, 
which  accounts  for  three- 
fourths  of  Yahoo's  business, 
is  melting  fast,  leading  to  a 


21%  decline  in  first-quarte 
revenues,  to  $180.2  million 
Despite  his  Tinseltown  cor 
tacts,  Semel  has  little 
experience  courting 
the  big-name  ad- 
vertisers that 
Yahoo  desper- 
ately needs. 

But  the  for- 
mer studio  chi 
isn't  fazed  by  t 
long  odds.  "I 
helped  build  one  of 
the  world's  largest  media 
companies,"  he  says.  "Ya- 
hoo is  also  a  media  compa 
ny.  I  can  help."  He  has  pul 
his  money  where  his  mout 
is:  On  Apr.  16,  Semel  pur- 
chased 1  million  Yahoo 
shares  after  they  closed  at 
$17.62. 

By  Ben  Elgin  at 
Ronald  Grow 


'I 


SPLITSVILLE  FOR  THE 

AMEX  AND  NASDAQ? 

THE  NATIONAL  ASSOCIATION  OF 

Securities  Dealers,  parent  to 
both  the  Nasdaq  and  the 
American  Stock  Exchange, 
has  been  quietly  shopping 
around  the  Amex,  the  nasd 
confirmed  following  a  report 
in  The  Wall  Street  Journal. 
And  the  Amex  has  been 
meeting  with  electronic  trad- 
ing systems  seeking  partners. 
The  likely  split  follows  a 
failed  1998  merger  between 
the  two  exchanges.  The  nasd 
recently  spun  off  part  of  the 
Nasdaq,  which  has  lost  some 
companies  to  the  New  York 
Stock  Exchange  (page  125), 
and  claims  it  simply  wants  to 
do  the  same  with  the  Amex. 


POWER  TRADERS 
ARE  ALL  CHARGED  UP 

IT  WAS  AN  ELECTRIFYING 
quarter  for  power  traders 
Enron,   Dynegy,   and   Duke 


Energy.  All  three  had  stn 
first-quarter  earnings,  moi 
due  to  California's  energy 
sis.  At  Houston-based  E 
the  largest  U.  S.  energy  t: 
er,  revenue  nearly  quad 
pled,  to  $50.1  billion,  as  e; 
ings  rose  26%,  to  $ 
million.  Fellow  Housto 
Dynegy  more  than  dou 
first-quarter  sales  and  p: 
its,  to  $14.7  billion  and  $1J 
million.  Revenues  at  CI 
lotte  (N.C.)-based  Duke 
more  than  doubled,  to  I 
billion,  as  earnings  sur| 
17%,  to  $458  million. 


ETCETERA... 


■  J&.I  settled  a  suit  tha 
cused  it  of  urging  consult 
to  throw  away  disposable 
tact  lenses  sooner  than  ne 

■  Gillette's  first-quarter 
ings  dived  nearly  30%,  to 
million,  on  a  7%  sales  decl 

■  Univision  paid  an  un 
closed  amount  for  5095 
Mexico's  I  lii  a  Records. 
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S  THE  SCHOOL-REFORM 

EBATE  HEATS  UP,  WHERE'S  BUSINESS? 


Vhen  President  George  W.  Bush  promised  to  make  ed- 
ucation reform  a  keystone  of  his  agenda,  Corporate 
America  cheered  loudly.  After  all,  business  has  com- 
ined  of  a  skilled-worker  shortage  for  years.  In  meetings 
h  top  White  House  aides,  ceos  rushed  to  pledge  lobbying 
aey  and  muscle  to  help  pass  Bush's  education  package. 
Jut  with  the  debate  over  school  reform  getting  heated, 
iness'  resolve  is  being  tested.  And  the  early  evidence  is 
t  as  the  going  gets  tougher,  the  suits  are  playing  hooky. 
"Tie  Senate  is  scheduled  to  debate 
cation  proposals  during  the  week 
Apr.  23,  and  even  pro-reform  forces 
igree  on  what  to  do.  Democrats 
jplain  that  Bush's  education  budget 
so  stingy.  Corporate  America  won't 
gh  in  on  the  Prez's  voucher  plan 
his  effort  to  consolidate  federal 
iol-spending  programs — two  fights 
I  have  stirred  up  a  hornet's  nest  of 
rial  interests.  "Frankly,  we  don't 
e  total  consensus"  on  those  issues, 
cedes  Thomas  J.  Engibous,  chief 
cutive  of  Texas  Instruments  Inc. 
;ead,  business  is  throwing  its  - 
2fht  behind  W's  call  for  more  pupil  testing.  But  even  that 
ningly  benign  issue  is  highly  contentious. 
6  make  good  on  their  pledge  to  back  Bush,  business  lob- 
■ts  formed  the  Business  Coalition  for  Excellence  in  Edu- 
>on,  an  umbrella  of  some  70  companies  and  trade  groups  in- 
ing  AT&T,  Microsoft,  and  State  Farm  Insurance.  "We're 
e  committed  to  this  than  we've  ever  been,"  says  Rhett  B. 
/son,  president  of  Information  Technology  Industry  Coun- 
'We're  not  going  to  run  at  the  first  whiff  of  gunpowder." 
orporate  America  has  never  been  a  player  in  Washing- 
education  debate,  though,  preferring  to  focus  on  schools 
le  state  level.  School-reform  success  can't  be  measured  in 
irs  and  cents.  And  when  it's  time  to  twist  lawmakers' 


ON  HIS  OWN:  The  suits  are  playing  hooky 


arms,  business  leaders  often  don't  put  their  mouths  where 
their  money  is.  For  example,  the  coalition  promised  to  bring 
in  50  CEOs  to  blitz  Capitol  Hill  on  Apr.  4.  Only  30  showed. 
Moreover,  business  lobbyists  are  injecting  themselves  into  an 
ideological  debate  with  such  groups  as  teachers'  unions,  the 
Religious  Right,  and  civil-rights  groups,  all  of  which  are 
more  experienced  at  hardball  education  politics. 
STICKING  POINTS.  Take  testing.  Bush  wants  states  to  test  stu- 
dents in  grades  3-8  in  math  and  reading  every  year.  But 
liberal  groups  say  standardized  tests 
discriminate  against  minority  and  low- 
income  pupils  and  shouldn't  determine 
whether  a  school  gets  federal  dollars. 
Conservatives  fear  Bush's  testing  pro- 
gram is  a  first  step  toward  a  national 
school  curriculum  and  loss  of  local  con- 
trol. And  governors  complain  that  the 
$320  million  Bush  has  set  aside  to  pay 
for  new  tests  won't  cover  their  costs. 
But  if  testing  rules  are  eased — and 
states  are  allowed,  say,  to  test  only  their 
better  students — "that  will  result  in  a 
lot  more  testing  and  not  a  whole  lot 
~  more  useful  information,"  warns  Andy 
Rotherham,  director  of  21st  Century  Schools  Project,  an  edu- 
cation forum  for  moderate  Democrats.  "You  need  business  to  do 
some  heavy  lifting  if  you  want  to  get  a  strong  bill  passed." 

So  far,  business  hasn't  had  an  impact.  The  coalition,  with  no 
staff  or  budget,  relies  on  such  groups  as  the  National  Alliance 
of  Business  and  the  Business  Roundtable  for  resources.  "I 
haven't  had  as  much  involvement  from  the  business  com- 
munity as  I'd  like,"  says  Senator  James  M.  Jeffords  (R-Vt.), 
who  heads  an  education  panel.  Senator  Judd  Gregg  (R-N.  H.), 
a  leader  on  education  issues,  is  more  blunt:  "If  business 
doesn't  see  a  bottom-line  effect,  they  don't  get  involved." 
Time  is  running  out  for  corporate  execs  to  prove  him  wrong. 

By  Lorraine  Woellert. 


CAPITAL  WRAPUP 


1ST  SAY  NO  OLYMPICS 

Since  China  hasn't  yet  been  admit- 
1  to  the  WTO,  Congress  needs  to  re- 
>v  normal  trade  relations  in  June, 
t  with  anti-China  sentiment  grow- 
in  Congress,  free-traders  fret  that 
;e  will  go  the  wrong  way.  So  they're 
iinseling  angry  colleagues  to  seek 
ribution  by  opposing  China's  bid  to 
St  the  2008  Olympic  Games  instead, 
use  Democrat  Tom  Lantos  and  Re- 
Dlican  Christopher  Cox,  both  of  Cal- 
"nia,  have  introduced  such  a  bill, 
I  it's  gaining  steam.  Cox  thinks  the 


nonbinding  vote  could  influence  the  In- 
ternational Olympic  Committee,  but 
otherwise,  it's  completely  symbolic. 

GONZALES:  SUPREMELY  COY 

►  Speculation  about  whom  President 
Bush  might  nominate  to  the  Supreme 
Court  often  points  to  a  man  working 
just  up  a  flight  of  stairs  from  the  Oval 
Office — White  House  Counsel  Alberto 
Gonzales.  But  the  former  Texas 
Supreme  Court  Justice  is  coy  about  it. 
"I  don't  intend  to  be  a  candidate  for 
the  court,"  he  says.  Does  this  rule  him 
out?  Not  entirely.  Asked  whether  he 


might  be  named  anyway,  Gonzales 
says:  "You'd  have  to  ask  the  President 
about  that." 

TECH  LOBBY  PINCHED 

►  Washington  lobbyists  could  be  feel- 
ing the  effects  of  the  tech  slump.  The 
powerful,  1,100-member  Telecommuni- 
cations Industry  Assn.  reports  that 
companies  have  been  slow  to  pay  dues 
this  year.  TIA  President  Matt  Flanigan 
says  only  about  40%  had  done  so  by 
Apr.  1 .  A  round  of  dunning  phone  calls 
brought  receipts  up  to  65%.  Is  a  trade- 
group  shakeout  looming? 
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Nasdaq  crash  begins 
Japan  stocks  swoon. 

20AM 

The  Nikkei  225  Stock  Index 
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HASHIMOTO 
IS  STILL 
THE  FRONT- 
RUNNER 


JAPAN 


WILL  A  NEW 
LEADER  HELP? 


As  the  ldp  gears 
up  to  pick  a  new 
chief,  one  of  the 
contenders  is 
a  serious  reformer 


A  recent  swing  through  Yamaguchi 
Prefecture  of  Southern  Japan 
left  Yoshimasa  Hayashi  plenty 
worried.  After  taking  the  pulse 
of  the  electorate,  Hayashi,  the 
local  Liberal  Democratic  Party  repre- 
sentative in  the  Upper  House  of  the 
Diet,  concluded  that  he  could  lose  his 
seat  when  elections  are  held  in  June. 
Yamaguchi  is  Old  Economy  Japan, 
where  Nippon  Steel  Corp.  and  scores 


of  construction  companies — most 
them  struggling — are  big  employe 
They  don't  much  like  the  refo: 
talk  emanating  from  Tokyo  the 
days.  Reform  means  restructi 
ing — and  that  means  layoffs 

Hayashi  knows  how  crucial  it 
for  the  LDP  to  fashion  cohen 
policies  to  avert  another  rec 
sion.  "It's  a  critical  time  for  If1' 
party,"  he  says.  "Basically 
have  a  three-month  window"  to  ti 
things  around.  The  burning  question 
what  a  turnaround  means  for  the  ru\ 
LDP:  another  package  of  bailouts  tl 
leaves  the  failing  status  quo  intact,  o 
real  effort  to  change  the  economy? 
DYSFUNCTIONAL.  The  answer  could 
come  clear  on  Apr.  24.  That's  when 
race  for  the  presidency  of  the  ldp  a  N 
conclude  in  a  vote  by  party  Diet  me     • 
bers  and  local  party  chapters.  The  w    ■• 
ner  will,  as  head  of  the  ldp,  autom; 
cally  become  Prime  Minister  and  inh< 
the    management    of   the    develof 
world's       most 
dysfunctional 
economy. 


•id 
i  in 
\i 

Bill 
■ 
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The  contest  has  come 
down  to  two  candidates.  In 
one  corner  is  the  blustery  Ju 
nichiro  Koizumi,  59,  who  wants  to 
get  the  economic  pain  over  right 
away.  His  chief  rival  is  self-assured 
former  Prime  Minister  Ryut 
Hashimoto,  63.  He  is  pitching  a  go- 
approach.  The  contest  between  the 
men  is  being  tracked  not  only  by  vol 
in  Yamaguchi  Prefecture  but  also 
global  investors  and  anxious  policyn 
ers  in  European  capitals  and  the  W 
House,  who  fret  about  the  impact 
simultaneous  downturn  in  the  U.S, 
Japan. 

A  big  intra-party  realignment  lee 
Koizumi,  who  advocates  a  housecleai 
of  the  banks'  bad  loans  and  more 
porate  restructuring,  would  surely  cl 
the    markets — though    it    would 
shove  Japan  back  into  recession  in 
short  term.  Koizumi's  promise  to  sn 
the  LDP's  faction-ridden  structure 
end  policy  drift  would  also  requi 
minor  miracle  to  put  into  effect.  To 
there,  he  has  taken  the  symbolic  stc 
quitting  the  LDP  faction  Led  by  outi 
Premier  Yoshim  Mini.  He  vows  fcl 
semble  a  Cabinet   full  of  expert! 
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International  Business 


rhe  LDP's  challenge  is  to  convince  skeptical  voters  that 
it's  the  best  party  to  lead  Japan  out  of  this  morass 


ad  of  party  hacks.  For  Japan,  it  is  a 
xotic  quest,  a  fact  he  freely  concedes. 
shout  a  sea  change  in  ldp  thinking, 
says,  "I  have  no  chance  to  prevail." 
indeed,  Hashimoto,  as  chief  of  the 
gest  LDP  faction,  holds  the  best  po- 
al  cards.  Like  Koizumi,  he  realizes 
t  without  long-term  fiscal  reform  and 
res  to  shore  up  Japan's  social  seeuri- 
system,  consumers  aren't  likely  to 
nd  because  they  "don't  have  any 
se  of  security."  But  given  the  U.  S. 
mturn,  plus  weakness  in  East  Asia, 
erstwhile  fiscal  hawk  plans  to  spend 
first  100  days  of  his  govern- 
lt  weighing  another  spending 
kage  and  slashing  Japan's 
■>  capital-gains  tax  to  20%  to 
{-start  the  Nikkei.  He  also 
sn't  rule  out  more  money  for 
banks,  but  vows  to  keep  the 
ssure  on  them  to  clear  dud 
is,  even  if  it  means  layoffs. 

aVhile    Koizumi    is    popular 
>ng  voters,  they  are  deeply 
ided  over  the  wisdom  of  eco- 
lomic  shock  therapy.  Repre- 
sentative Hayashi  notes  that 
in  his  district,  steel  execs 
and    shopkeepers    tell 
they  want 
stability, 
"while  ur- 
ban   vot- 
_  ers 
it  big 
rms." 

onsider  what's 
take.  If  Japan's 
is  foreclosed  on 
r    worst     nonper- 
ling  loans,  estimated 
.e  worth  $178  billion, 
Iman,    Sachs    &    Co. 
ons  that  scores  of  com- 
es would  go  out  of  busi- 
i  and  324,000  workers 
Id  lose  their  jobs — push- 
the  unemployment  rate 
full  percentage  point,  to  5.7%.  Eco- 
ic  growth,  now  hovering  between 
and  1%,  could  plunge  into  negative 
tory.  In  short,  Corporate  Japan  fears 
shock  therapy,  poorly  executed, 
Id  kill  the  patient.  "We're  definitely 
iried,"  says  Fujio  Cho,  president  of 
l»ta  Motor  Corp.  "Too  drastic  a  push 
;!t   ean  up  the  bad-loan  mess  could  put 
1  of  companies  out  of  business." 
oizumi  thinks  he  has  the  answer. 
rt;  ^-term,  he  would  push  the  banks 


to  call  in  loans  on  unworthy  borrowers. 
Then  the  government  would  spend  up 
to  $30  billion  annually  to  expand  jobless 
benefits  and  so  cushion  the  economic 
pain  of  layoffs.  Fiscal  spending  would  be 
capped  near  existing  levels  and  then 
gradually  wound  down,  while  Japan's 
public  pension  system,  now  headed  for 
bankruptcy,  would  be  reviewed  for  cost 
and  benefit  cuts. 

Down  the  road,  Koizumi  wants  to  sev- 
er government  control  of  the  $2  trillion 
postal  savings  system,  which  has  been 
used  to  finance  all  manner  of  public 
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U.S.  slowdown  hits 
Japan  exports. 


By  contrast,  Hashimoto  is  sticking  to 
the  party  line.  He  supports  a  widely 
criticized,  vaguely  written  banking 
scheme  unveiled  in  early  April  to  clear 
out  bad  debts  over  three  years.  He  also 
likes  the  idea  of  a  stock  fund  that  would 
absorb  shares  cast  off  by  banks  to  shore 
up  their  capital  base,  a  plan  Koizumi 
opposes.  Hashimoto  vows  to  quickly 
push  through  a  measure  to  recapitalize 
the  banks,  which  could  include  more 
public  money.  He  is  also  sympathetic  to 
tax  cuts  or  another  supplementary  bud- 
get to  goose  the  economy.  Hashimoto 
is  even  reserving  judgment 
on  multiyear  spending  cuts 
to  rein  in  the  budget  deficit, 
now  around  10%  of  gross  do- 
mestic product. 
"GRIDLOCK."  The  LDP's  big 
political  challenge  is  to  con- 
vince skeptical  voters  that  it 
remains  the  best  party  to 
lead  Japan  out  of  this 
morass.  But  Democratic  Par- 
ty of  Japan  leader  Yukio  Ha- 
toyama  reckons  his  and  oth- 
er opposition  parties  will 
grab  a  10-seat  margin  in  the 
upper  house.  Then  he  hopes 
to  use  guerrilla  political  tac- 
tics to  frustrate  the  next 
government's  legislative 
agenda,  forcing  it  to  call  a 
general  election  sometime  in 
the  fall. 

Can  the  ldp  make  the 
wrenching  changes  needed 
to  head  off  the  opposition? 
The  more  likely  outcome,  ad- 
mits Hayashi,  "is  policy  grid- 
lock." That's  what  Japan  can 
least  afford. 

By  Brian  Bremner  and 
Ken  Beison  in  Tokyo 


APRIL  6, 2001 


works.     He 
also  wants  fu- 
ture   Premiers 
directly  elected 
by  voters,  rather 

than  by  faction  bosses.  Koizumi  is  ap- 
pealing to  the  party's  survival  instincts. 
Japan's  growing  pool  of  unaffiliated  voters 
is  installing  independents  in  local  gov- 
ernments and  shifting  support  to  opposi- 
tion parties  in  general  elections.  "They 
are  clearly  deserting  the  LDP,"  he  says. 


Prime  Minister  Mori 
says  he'll  resign. 

13,385 
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Bank  of  Japan 
restores  zero  rates. 
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TSMC's  Morris 
Chang  is  spending 
billions  despite 
the  tech  slump 

Semiconductor  tycoon  Morris 
Chang's  name  pops  up  in  the  odd- 
est places  on  Taiwan.  A  billboard 
shows  a  stunning  movie  star  hold- 
ing an  Ericsson  personal  digital  assis- 
tant. "Morris  Chang,  you  should  change 
your  PDA,"  it  urges.  Another  advertise- 


ment invokes  his  name  to  sell  real  es- 
tate. The  ads  are  a  testament  to  how 
widely  revered  Chang,  chairman  of  Tai- 
wan Semiconductor  Manufacturing  Co. 
(tsmc),  has  become  in  his  homeland.  He 
hasn't  given  his  permission  for  anyone 
to  exploit  his  name.  But  the  unflappable 
Chang  finds  it  amusing  that,  at  age  70, 
he  has  cult  status  with  the  youthful 
high-tech  set. 

These  days,  the  sage  of  Taiwan's 
Hsinchu  tech  district  needs  every  bit 
of  his  inner  calm.  In  the  thick  of  one  of 
the  chip  industry's  deepest  swoons  ever, 
Chang  is  betting  billions  to  raise  the 
ante  on  his  competitors,  tsmc  is  already 
the  world's  biggest  foundry,  or  contract 


manufacturer,  of  semiconductors.  N< 
Chang  is  building  silicon  wafer  plar 
aimed  at  putting  his  company  at  t 
technological  forefront.  And  he  is  rolli 
out  his  vision  of  the  future  of  chipms 
ing:  the  "virtual  foundry."  The  goal  is 
save  time  and  money  by  making  it  e; 
for  chip  companies  and  tsmc's  engine* 
to  collaborate  over  the  Internet  on 
most  every  step  of  design  and  prod 
tion.  "The  future  is  still  very  great," 
says.  "That  hasn't  changed  at  all." 

Bullish  talk,  given  the  current  en 
ronment.  In  the  past,  tsmc's  flexibil 
and  the  broad  diversity  of  products 
makes  for  some  600  customers  have 
abled  it  to  glide  through  chip  busts  w 
minor  damage.  But  this  tech  crash 
hammering  everything  from  perso: 
computers  and  networking  equipm< 
to  wireless  phones.  And  that  direc 
translates  into  plummeting  demand 
all  sorts  of  chips. 
NEW  RIVALS.  TSMC  is  suffering  accordi 
ly — the  more  so  because  Chang  plov 
$3.8  billion  into  expansion  just  before 
chip  crash.  "If  we  had  spent  $1  bill 
less,  we  would  be  in  better  shape,"  he 
mits.  tsmc  reported  a  hefty  $1.9  bill 
profit  on  sales  of  $5.3  billion  last  y( 
But  abn  Amro  expects  first-quarter  sj 
to  drop  28%  from  the  previous  quar 
while  profits  will  dive  by  59%.  tsmc's 
icon-wafer  fabs,  which  ran  flat  ou 
year  ago,  now  operate  at  less  than  7 
capacity.  Its  stock  is  down  50%  in 
past  year,  to  less  than  $3. 

At  the  same  time,  competition  is  h( 
ing  up.  A  few  years  ago,  tsmc  had  o 
two  major  rivals:  United  Microelectroi 
Corp.  of  Taiwan  and  Singapore's  CI 
tered  Semiconductor  Manufacturing  I 
Now,  new  foundries  are  popping  up 
Germany,  Israel,  I 
laysia,  and  Chi 
The  new  rivals 
developing  cutti 
edge  wafer-produc 
processes  and  flex 


VIBRANT 

At  age  70, 
Chang  has  no 
plans  to  retire 


ity.  "tsmc  is  still  the  900-pound  gor 
but  the  others  are  gaining  weight  qu 
ly,"  says  Accenture  semiconductor  ( 
sultant  Allen  J.  Delattre 

Yet  when  it  comes  to  divining  the 
ture  of  semiconductors,  Chang  is  an 
master.  Born  in  Shanghai,  he  is  an  I 
neering  graduate  of  Massachusetts 
stitute  of  Technology  and  Stanford  I 
versity.  In  the  1960s  and  '70s  Ch 
helped  build  Texas  Instruments  Inc. 
an  integrated-circuit  power.  He  was  k 
to  Taiwan  in  1985  and  pioneered  a  i 
el  concept:  a  plant  entirely  dedicata 
processing  silicon  wafers  for  other 
companies.  By  freeing  them  of  the 
pense  of  building  their  own   pla 
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International  Business 


TSMC  helped  spawn  the  explosive 
growth  in  "fabless"  chip  companies  such 
as  Nvidia,  Altera,  and  Xilinx.  Today, 
tsmc  accounts  for  40%  of  the  $12.5  bil- 
lion foundry  business.  It  operates  or 
partly  owns  11  wafer  fabs  in  Taiwan, 
Singapore,  and  the  U.  S.  Research  and 
development  spending  will  rise  by  70%, 
to  $236  million,  this  year. 

The  real  test  of  skill  in  the  chip  busi- 
ness, though,  comes  in  playing  the 
downturns.  In  the  1998  chip  slump,  TSMC 
kept  adding  capacity.  So  it  was  well- 


Chang  figures  that 

demand  for  bigger 

wafers  will  soar 

in  a  few  years 


positioned  when  demand  exploded  in 
early  2000.  Chang  is  betting  another  up 
cycle  will  arrive  by  yearend.  Although 
he  has  almost  halved  his  planned  capital 
investments  this  year,  he  is  pressing 
ahead  with  fabs  to  carve  chips  from 
wafers  12  inches  in  diameter,  tsmc  has 
started  making  these  wafers  on  a  trial 
basis  at  a  new  fab  in  Taiwan;  two  more 
are  under  construction. 

It's  a  major  gamble:  Such  fabs  cost 
up  to  $3  billion  each,  twice  as  much  as 
fabs  that  process  standard  8-inch 
wafers.  But  since  12-inch  wafers  can  yield 
2.6  times  more  chips,  TSMc's  costs  should 
shrink  by  40%.  Chang  believes  demand 
for  bigger  wafers  will  soar  as  designers 
cram  more  functions  onto  single  slivers  of 
silicon,  tsmc  also  wants  to  produce  chips 
with  the  slimmest  line  widths,  which 


enable  designers  to 
cram  more  circuitry 
onto  a  chip,  tsmc  is 
just  behind  Intel  Corp. 
in  its  ability  to  make 
chips  with  widths  of 
.13  micron — and  hopes 
to  crack  .10  micron 
next  year. 

Chang  is  confident 
that  foundries,  which 
now  account  for  16% 
of  global  chip  produc- 
tion, have  a  bright  fu- 
ture. Dataquest  Inc. 
predicts  that  foundries 
will  account  for  at 
least  40%  of  output  by 
2010.  Services  are  key 
to  Chang's  strategy 
for  keeping  tsmc  in 
front.  His  "virtual 
foundry"  is  taking 
shape  with  a  number 
of  new  online  services. 
Overseas  customers 
can  work  closely  with 
engineers  at  the  Tai- 
wan foundry  on  chip 
design  and  production 
without  ever  leaving 
their  home  offices. 
Two  years  ago,  it  took 
12  to  18  months  to  get 
from  design  concept  to 
production.  Now,  it  can  take  as  little  as 
four  months. 

OVERSEAS  SNOOP.  One  customer  is 
Nvidia  Corp.,  a  hot  fabless  chip  com- 
pany whose  products  are  used  for  3-D 
computer  animation.  Nvidia  is  making 
the  graphics  chips  for  the  Xbox,  the 
game  machine  that  Microsoft  Corp. 
hopes  will  soon  challenge  Sony  PlaySta- 
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IT'S  CURBING  NEW  FABS 


tion.  From  his  office 
Santa  Clara,  Cali 
Nvidia  ceo  Huang  Je 
Hsun  can  log  onto 
tsmc  Web  site  ai 
track  the  producti 
status  of  each  one  of 
wafers.  He  can  ma 
engineering  chang 
and  even  cancel  an  ( 
der  at  the  last  minu 
"A  lot  of  people  woi 
like  to  have  our  bu 
says  Huang.  B 
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improving  services,  a 
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want  to  diversify 

yond    Taiwan.    The: 
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Without  breakthrough  materials,  " 

semiconductor  industry  will  become  i 

ture,"  he  warns.  No  one  knows  w 

the  model  chip  company  will  look  liki 

a  decade.  But  Chang  is  doing  all  he 

to  make  sure  tsmc  is  that  company. 

By  Bruce  Einkorn  in  Hsinchu, 
Cliff  Edwards  in  Silicon  Valley 
Pete  Engardio  in  New  York 
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THE  VIRTUAL  FOUNDRY:  HOW  IT  WORKS 


■  THE  CONCEPT  Dynagraphic,  a  hypothetical  company,  devel- 
ops a  radical  chip  for  3D  games  but  lacks  a  wafer  plant  and  design 
features.  It  approaches  Taiwan  Semiconductor  Manufacturing. 

■  DESIGN  TSMC  refers  Dynagraphic  to  several  "intellectual- 
property  companies"  that  offer  design  elements.  Dynagraphic 
licenses  and  downloads  the  coded  "IP  modules,"  which  are  com- 
patible with  TSMC's  production  processes. 

■  PROTOTYPE  Dynagraphic  logs  onto  TSMC's  CyberShuttle 
Web  site.  It  reserves  "space"  on  a  silicon  wafer  for  a  sample  chip. 
The  same  wafer  is  used  for  other  companies'  prototypes.  The 
design,  encoded  on  magnetic  tape,  is  sent  to  a  Taiwan  wafer  fab, 
and  a  sample  is  produced. 

■  COLLABORATIVE  TWEAKING  Engineers  from  Dyna- 
graphic and  TSMC  perfect  the  physical  circuit  blueprint  for  the 
chip  over  TSMC's  Internet  Layout  Viewer.  Dynagraphic  downloads 
the  layout,  runs  computer  tests,  and  corrects  defects. 
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■  THE  VIRTUAL  WAFER  Dynagraphic  and  TSMC  lay  out  ten:] 

of  thousands  of  chips  onto  a  wafer.  Dynagraphic  analyzes  data 
from  the  entire  "mask"  of  the  wafer,  showing  up  to  18  layers,  eacj 
with  billions  of  interconnections,  over  the  eJobview  site. 

■  RAMP  UP  Dynagraphic's  chips  go  into  production.  Dynagrapj 
ic  need  not  physically  touch  a  single  chip.  It  can  monitor  the 
production  and  physical  whereabouts  of  each  chip  from  Taiwanur 
they're  delivered  to  buyers  over  TSMC's  supply-chain  Web  site. 

Data:  TSMC,  BusinessWeek 
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COMMENTARY 


By  Stanley  Reed 


THE  MIDEAST:  WHY  BUSH  MUST  KEEP  UP  THE  PRESSURE 


ESCALATION 
IN  GAZA 

Now,  the 
U.S.  should 
exercise 
its  clout  to 
restart  talks 
between  the 
Israelis  and 
Palestinians 


Secretary  of  State  Colin  L.  Pow- 
ell's criticism  of  Israel's  Apr.  17 
mini-invasion  of  Gaza  shows  the 
Bush  Administration  is  finally  realiz- 
ing that  it  can't  continue  to  ignore 
the  worsening  situation  in  the  Middle 
East.  While  criticizing  all  combat- 
ants, Powell  described  the  Israeli 
move  as  "disproportionate  and  exces- 
sive" and  warned  of  the  risks  of 
"broader  conflict." 

The  Israelis  quickly  pulled  back. 
But  what  may  be 
more  important  is 
that  the  Adminis- 
tration is  being 
drawn  into  mediat- 
ing the  conflict,  af- 
ter previously  try- 
ing to  remain  aloof. 
That  new  tack 
gives  some  hope 
that  what  was  be- 
ginning to  seem  like 
a  spiral  into  chaos 
can  be  checked. 
Only  the  U.  S.  has 
the  clout  with  both  the  Israelis  and 
Palestinians  to  persuade  each  side  to 
stop  pursuing  a  disastrous  course. 
But  it  is  still  far  from  clear  how 
much  prestige  the  Administration  is 
willing  to  put  on  the  line  or  even 
whether  it  has  a  strategy  for  the  re- 
gion. To  have  a  significant  impact, 
Washington  is  going  to  have  to  do 
more  than  issue  the  occasional  scold- 
ing: Israeli  Prime  Minister  Ariel 
Sharon  and  the  Palestinian  leader 
Yassir  Arafat  will  quickly  figure  out 
whether  Bush  is  serious. 
JORDANIAN  PROPOSAL.  Indeed,  Is- 
raeli tanks  and  bulldozers  returned 
to  Gaza  on  Apr.  18  to  flatten  a  Pales- 
tinian police  post.  The  best  hope  for 
turning  the  perilous  tide  is  for  the 
U.  S.  to  throw  its  weight  behind  a 
formula  to  cool  down  the  violence 
and  restart  talks  between  Palestini- 
ans and  Israelis. 

Jordan's  Foreign  Minister,  Abdul 
Illah  Khatib,  went  to  Israel  with  one 
such  proposal  on  Apr.  16.  His  ideas, 
backed  by  the  Egyptians,  call  for 
new  peace  talks  accompanied  by  a 
pullback  of  Israeli  forces  to  where 
they  were  when  the  violence  flared 
in  September.  The  Israelis  would 


freeze  settlements  in  the  West  Bank 
and  Gaza,  and  the  Palestinians  would 
halt  their  uprising.  Sharon  brushed 
off  the  Jordanian  proposals  because 
they  didn't  meet  his  axiom  that  there 
will  be  no  deals  or  talks  unless  there 
is  a  prior  halt  to  violence.  But  if  the 
Bush  Administration  keeps  up  the 
pressure  on  both  sides,  the  Israeli 
leader  may  be  forced  to  reconsider. 
It  is  becoming  increasingly  clear 
that  Sharon  is  emerging  as  a  threat 


to  wider  U.  S.  interests  in  the  region. 
During  his  campaign,  Sharon  pledged 
to  ease  Israel's  more  than  three 
decades-old  occupation  of  the  Pales- 
tinian areas.  But  since  taking  office, 
he  has  shown  no  interest  in  rolling 
back  the  occupation  and  has  tried  in 
vain  to  quell  the  violence  with  in- 
creasingly harsh  military  responses. 

Of  course,  the  Palestinians  have 
been  responsible  for  many  provoca- 
tions, and  Sharon  did  run  on  promis- 
es to  restore  security  as  well  as 
bring  peace.  But  Israel  will  only  be 
secure  if  it  reaches  accommodation 


with  its  neighbors.  It  is  hard  to  see 
how  Sharon's  approach  will  advance 
that  goal.  Instead,  he  threatens  to 
trash  eight  years  of  Washington- 
sponsored  peacemaking  between  Is- 
raelis and  Palestinians. 

The  Israeli-Palestinian  fighting  is 
also  making  life  very  uncomfortable 
for  the  U.  S.-supported  regimes  in 
Egypt  and,  especially,  Jordan.  The 
U.  S.  has  spent  almost  three  decades 
and  tens  of  billions  of  dollars  broker- 
ing and  supporting 
peace  agreements 
between  Israel  and 
4   these  two  neigh 
.    bors.  It  can't  be  in 
American  or  Israeli 
interests  to  jeopar- 
dize all  these 
arrangements. 

Perhaps  Sharon'i 
most  worrying 
move  was  his  or- 
der to  Israeli  jets 
to  bomb  a  Syrian 
position  in 
Lebanon  on  Apr. 
16.  The  air  strike 
was  in  retaliation 
for  the  killing  of  a; 
Israeli  soldier  in 
the  border  area  by 
Syrian-linked 
Hezbollah  guerril- 
las. But  the  raid 
raised  the  specter 
of  a  wider  confla- 
gration. "What  we 
are  seeing  is  a  per- 
son at  the  helm  of 
Israel  who  has  the 
potential  of  re- 
sponding to  challenges  in  a  way  tha 
could  bring  a  totally  unwanted  and 
unnecessary  war,"  says  Henry  Sieg- 
man,  senior  fellow  for  the  Middle 
East  at  the  Council  on  Foreign  Re- 
lations in  New  York. 

Few,  if  any,  Arab  countries  want 
war.  In  fact,  the  Jordanian  foreign 
minister  went  ahead  with  his  peace 
mission  to  Israel  even  though  the  Is 
raelis  attacked  the  Syrians  earlier  inl 
the  day.  But  one  wonders  how  long 
such  good  sense  will  prevail  if  Anier 
ican  support  is  wanting. 

With  Neal  Sandler  in  JerusaM 
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CHINAS  YOUTH  ARE  UP  IN  ARMS 
AGAINST  UNCLE  SAM 


It's  a  sunny  afternoon  at  Shanghai  Jiaotong  University,  a 
top  Chinese  academy  and  President  Jiang  Zemin's  alma 
mater.  But  even  as  exams  near,  students  want  to  talk 
about  a  more  pressing  issue:  their  anger  at  U.  S.  hegemony. 
Sparking  the  debate:  the  recent  crisis  over  the  midair  collision 
between  a  Chinese  fighter  jet  and  a  U.  S.  spy  plane.  "Ameri- 
ca is  at  fault.  We  lost  a  life,"  says  Yang  Mingyu,  a  20-year-old 
economics  major.  "Some  Americans  always  want  to  control 
our  politics  and  economics,"  he  adds. 

Anti-Americanism  is  on  the  rise  on  Chinese  campuses, 
and  this  should  spark  concern  in  the  Bush  Administration, 
even  as  Washington  ponders  the 
lessons  of  the  debacle.  For  years, 
American  policymakers  assumed  that 
students  such  as  those  at  Jiaotong 
would  become  a  liberal  force  to  re- 
place the  Old  Guard  now  running  Chi- 
na. Educated  at  a  time  when  China 
was  moving  steadily  toward  a  market 
economy,  the  elite  of  the  generation 
now  in  its  20s  and  early  30s  was  ex- 
pected to  ensure  that  China  developed 
into  a  country  that  was  open,  capital- 
ist— and  friendly  to  U.  S.  policies. 

PROPAGANDA.  That  assumption,  however,  looks  increasingly 
naive.  More  and  more,  Chinese  young  people  strike  a  tone  of 
strident  nationalism.  That's  not  just  because  they've  been 
taught  to  remember  historic  grievances  suffered  by  China  or 
indoctrinated  with  propaganda  about  points  of  tension,  such  as 
U.  S.  support  for  wayward  Taiwan.  Compared  with  their  par- 
ents— or  even  the  generation  that  launched  the  Tiananmen 
Square  protests — today's  Chinese  students  enjoy  more  af- 
fluence and  freedom.  These  conditions  make  them  more  in- 
clined to  support  Beijing  in  face-offs  with  the  U.  S. 

What's  more,  China's  6  million  university  students  are  by 
and  large  well-informed  about  what's  going  on  in  the  outside 
world  and  inside  their  country.  Many  have  access  to  the  In- 


ANGRY:  Youth  protest  at  the  U.S.  Embassy 


ternet,  where  they  can  track  everything  from  governn 
corruption  to  U.  S.  foreign  policy,  despite  government  cont 
on  content.  Most  support  China's  plans  to  join  the  W 
Trade  Organization.  But  when  they  ponder  U.  S.  policy  tov 
China,  many  don't  like  what  they  see.  Says  David  M.  La 
ton,  a  China  scholar  at  Johns  Hopkins  University's  Scho( 
Advanced  International  Studies:  "When  they  look  at 
U.S.,  they  see  a  country  that  throws  its  weight  around 
little  consideration  of  Chinese  interests." 

Of  course,  most  students  would  still  jump  at  the  chanc 
study  in  the  U.  S.,  and  they  enjoy  American  movies  and 
sic.  But  the  Bush  Administration's 
ly  moves  have  nonetheless  exacerb 
a  growing  anti-American  mood, 
young  are  angry  over  what  they  se 
the  Administration's  efforts  to  de 
nize  China  while  strengthening 
tions  with  China's  rivals  such  as  J 
Chinese  youths  also  resent  that 
has  not  even  telephoned  Presi 
Jiang  Zemin.  "After  Bush  came 
power,  he  treated  our  President 
coldly,"  says  a  27-year-old  editor 
influential  policy  journal  in  Bei 
"We  feel  we  are  the  victims  of  U.  S.  policy." 

The  U.  S.  spy-plane  incident  inspired  a  flood  of  anti-A 
ican  messages  in  Chinese  chat  rooms  on  the  Internet.  ' 
doesn't  faze  the  Bush  team.  The  U.S.  wants  a  stable 
peaceful  China,  not  "a  generation  of  kids  that  is  going  t 
slavishly  pro-American,"  says  a  top  Administration  off 
Still,  that  approach  may  be  shortsighted.  If  Chinese-Amei 
relations  take  a  serious  turn  for  the  worse,  the  anti-Amei 
mood  could  become  ingrained  in  the  minds  of  China's  fu 
leaders.  That  could  pose  problems  for  Washington  and  Be 
long  after  the  brouhaha  over  the  spy  plane  dies  down, 

By  Dexter  Roberts  in  Beijing,  with  Aiysfia  Webb  in  Sh 
hod  and  Stan  Crock  in  Waslmigton 


GLOBAL  WRAPUP 


FINAL  BREAKUP  OF  YUGOSLAVIA? 

►  The  Bush  Administration  could  face 
another  test  in  the  Balkans  after  Mon- 
tenegro holds  elections  for  its  regional 
legislature  on  Apr.  22.  With  a  popula- 
tion of  700,000,  the  tiny  republic  is  the 
only  one  besides  Serbia  remaining  in 
the  Yugoslav  federation.  But  Montene- 
grin President  Milo  Djukanovic  is  itch- 
ing to  declare  the  republic's  indepen- 
dence. That  could  come  to  pass  if  his 
Democratic  Party  of  Socialists  docs  well 
in  the  election.  The  party,  now  polling 
39%,  is  expected  to  form  a  coalition 


with  the  Liberal  Party,  which  enjoys 
10%  support  and  also  backs  indepen- 
dence. If  the  two  parties  gain  a  majori- 
ty in  the  77-seat  legislature,  Djukanovic 
is  likely  to  call  for  a  referendum  on  the 
subject  of  leaving  the  Yugoslav  Federa- 
tion— and  he  may  even  make  a  unilater- 
al declaration  of  independence,  some 
diplomats  say.  Polls  say  56%  of  Mon- 
tenegrins favor  independence. 

Both  the  U.S.  and  the  European 
Union  oppose  Montenegrin  indepen- 
dence. Instead,  the  Bush  Administra- 
tion and  the  BU  want  to  shore  up  the 
government  of  Yugoslav  President  Vo- 


jislav  Kostunica,  who  defeated  stror 
man  Slobodan  Milosevic  in  a  democi 
ic  election  last  year.  But  "if  Monten 
gro  declares  independence,  we  are  r 
going  to  have  any  choice  but  to  acc< 
it,"  says  Richard  C.  Holbrooke,  forn 
U.S.  ambassador  to  the  U.N.  ami  a 
former  envoy  to  the  region.  If  Mon- 
tenegro breaks  away,  it  will  effectiv 
mean  the  end  of  the  Yugoslav  Fed* 
tion.  The  danger  is  that  Albanian  st 
ratists  in  Kosovo,  which  is  pari  of  .'■ 
bia,  may  step  up  their  demands  for 
independence.  Some  :57,()00  NATO 
troops  are  stationed  in  Kosovo. 
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On  the  surface,  low-cost  home  DSL  looks  like  a  great  idea  for  business.  But  you  get  what 
you  pay  for.  After  all,  home  DSL  is  asymmetric.  So  it  only  moves  at  a  high  rate  of  speed  when 


ON 


mi 


downloading,  or  receiving  information  from  the  Internet.  Its  upload  speed  is 
limited.  That  means  slower  service  when  you're  e-mailing  clients,  sending  out 
large  files  or  trading  stocks  online.  All  of  which  can  be  incredibly  time  sensitive.  Fortunately, 
Covad  has  a  solution:  symmetric  DSL.  It  provides  your  business  with  a  consistent  high- 
speed connection  to  and  from  the  Internet.  And  it's  one  of  the  ways  Covad  gives  you  the 
edge  you  need  to  succeed.  Find  out  more  at  1-877-531  -8908.  Or  visit  covad.com/sdsl1 6. 


ALWAYS  ON. 

No  busy  signals.  No 
dropped  connections. 
Covad  symmetric  DSL 
is  always  connected 
to  the  Internet. 


CO  /AD 

1-877-531-8908 


Covad  Communications  Company.  All  rights  reserved. 
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CRISIS  MANAGEMENT 


MEET  THE  NEW  FACE 
OF  FIRESTONE 

CEO  Lampe  will  front  ads  aimed  at  restoring  its  credibility 

John  T.  Lampe  is 
an  unlikely  pitch- 
man. The  chief  ex- 
ecutive of  Bridgestone/ 
Firestone  Inc.  isn't 
known  for  his  bombast 
or  dynamism,  and  he 
rarely  raises  his  voice. 
But  the  embattled  tire- 
maker  needed  someone 
to  face  American  con- 
sumers in  a  new 
advertising  campaign 
aimed  at  restoring  con- 
fidence in  the  compa- 
ny. So  the  53-year- 
old  Lampe  reluctantly 
agreed  to  be  the  front 
man  for  the  only  em- 
ployer he  has  ever 
known.  "It  wasn't  my 
lifelong  ambition  to  be 
on  TV,"  he  says.  "But 
consumers  want  to 
hear  from  someone 
who  is  accountable." 

Indeed  they  do. 
Over  the  past  nine 
months,  Firestone  has 
recalled  6.5  million 
tires  from  Ford  Ex- 
plorers after  some  tires 
shredded  on  the  high- 
way, leading  to  roll- 
overs that  the  National 
Highway  Traffic  Safety 
Administration  says 
killed  174  people  and 
injured  700  more. 
Lampe  has  ordered 
Firestone's  Decatur 
(111.)  plant,  where  most 
of  the  defective  tires 
were  made,  to  change 
its  manufacturing  process  and  has  spent 
$50  million  to  upgrade  several  different 
facilities. 

But  the  company's  reputation  remains 
seriously  damaged.  Total  Research  Corp., 
a  market  researcher  in  Princeton,  N.J., 
surveyed  consumers  about  the  reliabili- 
ty of  various  brands  in  March,  and  they 


IN  THE  HOT  SEAT:  Lart\ 


nillioH  to  upgrade  tire  plants 


gave  Firestone  a  rating  of  less  than  4 
on  a  scale  of  0  to  10— a  40%  drop  from 
the  previous  year.  "It  was  one  of  the 
worst  reactions  we've  ever  seen,"  says 
analyst  Douglas  Berdie.  Plus,  the  $754 
million  recall  and  ongoing  litigation 
pushed  Bridgestone/Firestone's  North 
American  business  $510  million  into  the 


red  last  year  on  sales  of  $7.5  bill 
The  company  expects  a  $200  million 
for  this  year. 

Lampe,  a  straight-talking  Kan 
has  the  unenviable  job  of  resurrec 
the  century-old  tire  brand,  boos 
sales,  and  getting  the  company 
in  the  black.  He  says  he  hardly  s 
when  the  recall  began  in  early  Au 
and  he  was  the  point  man. 
though,  he's  easing  out  of  crisis  m 
"We've  had  challenges  before 
we've  turned  it  around,"  Lampe  s 
"We'll  have  to  do  it  again." 

To  monitor  tire 
duction  more  clo 
he  dispensed  with 
eral  layers  of  bur 
cracy.  Now,  all  qu 
engineers  report 
new  vice-presid 
who  reports  direct! 
Lampe.  Plus,  the 
pany  is  offering 
tended  warrantie 
up  to  four  years  o 
tires  and  a  30-day 
drive — including 
funds  for  dissati 
buyers.  "No  one  el 
offering  that,"  he 
PREMIUM  PUSH.  Li 
also  needs  to  ex 
the  top-line  Bridges: 
brand  to  make  u 
Firestone's  lo 
Right  now,  Bridges] 
is  known  mostly 
premium  and  coi 
cial-truck  tires.  La| 
plans  to  push  Bri 
stone  further  into 
consumer  replacem 
tire  market  and  h 
to  sell  more  tire 
auto  makers.  He  is 
gotiating  with  Dair 
Chrysler  to  equip  s 
of  its  U.S.  veh 
with  Bridgestone 
Firestone  tires. 

But  until  Fires 
has  improved  the  < 
ity  of  its  tires  anc 
tablished  a  safety 
ord  that  auto  ma 
and  consumers  can 
on,  it  will  be  a 
sell.  That's  especially  true  since  I 
stone  competitors  Michelin  and  Good 
offer  very  good  tires  and  have  st 
reputations.  Indeed,  the  Firestone  b 
may  well  be  beyond  repair.  "My  a( 
would  be  to  keep  making  tires  and 
then)  something  else,"  s;iys  John  l>i 
a  consultant  at  marketing  Arm  Gunffl 
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Merrill  Lynch  and 
Unlimited  Advantage™ 

►  CONSULT 

a  personal  Financial  Consultant  helps  you: 

-  identify  your  goals 

-  access  retirement,  trust  and  mortgage  specialists 

-  identify  specific  investment  strategies 
customized  to  your  needs 

-  tailor  asset  allocation  to  your  risk  tolerance 

-  gain  philanthropic  advice 

>  PLAN 

personal  financial  plan  including: 

-  retirement  planning 

-  wealth  transfer  strategies 

-  tax  management  strategies 

-  college  tuition  forecasting  and  planning 

>  INVEST 

-  through  your  Financial  Consultant,  online 
or  by  phone 

-  no  commissions  on  most  transactions 

-  no  individual  account  charges 

-  trading  in  stocks,  bonds  and  mutual  funds 

-  2417  access  to  your  accounts 

-  research  updated  daily  from  highly 
ranked  analysts 

-  Morning  Call  Report  notes 

-  streaming  video,  audio  and  live  Web  events 

-  equity  and  fixed  income  sector  analysis 

>  BANK 

-  CM  A"'  account  with  unlimited  check  writing 

-  online  bill  payment,  funds  transfer  and 
direct  deposit 

-  CM  A"  Visa-  Signature^'  card  featuring  a 
rewards  program  allowing  you  to  earn  a 
point  for  every  eligible  dollar  you  spend 

A  SIMPLE  fee.  A  simpler  life. 


l  Your  Financial  Consultant.  And  a  host  of  financial  services.  With  rhe  Unlimited  Advantage* 

rage  service  from  Merrill  Lynch,  the  first  thing  your  personal  Financial  Consultant  does  is  listen.  To  you.  In  person.  Because 
ng  is  more  important  than  understanding  your  financial  needs  or  assisting  in  your  long-term  goals.  And  to  help  you  succeed,  your 
cial  Consultant  provides  you  with  a  vast  range  of  financial  products  and  investment  expertise  that  only  Merrill  offers.  Including 
-class  research,  global  capabilities  and  state-of-the-art  technology  with  no  individual  account  charges  and  no  per-trade  commissions 
Dst  transactions.  So  you  can  consult.  Plan.  Invest.  And  bank.  Unlimited  Advantage  brings  it  all  to  you  for  a  simple  fee.  It's  a  new  way 
nking  about  your  financial  future  that  starts  with  getting  to  know  you  —  by  your  name  and  not  your  number. 


tact  your  Merrill  Lynch  Financial  Consultant  or  call 


IO.MERRILL 


askmerrill.ml.com 


Be  bullish 


.1 


ted  Advantage  is  a  brokerage  service  appropriate  for  investors  who  are  interested  primarily  in  securities  transactions  other  than  buying  eligible  mutual  funds  and  underwritten 
s.  It  is  not  for  day  trading  or  other  excessive  securities  or  option  trading  activity.  Prospectus  and  account  limitations  apply  to  mutual  fund  transactions.  Minimum  annual  fee  $1  500 
al  fees  and  expenses  may  apply,  such  as  for  purchases  of  underwritings  including  equity,  debt  and  market-linked  investments  created  by  Merrill  Lynch.  Merrill  Lynch  and  its  Financial 
jnts  will  earn  additional  compensation  on  such  underwritings.  Merrill  Lynch  research  is  available  to  all  clients,  as  is  FC  advice  (other  than  for  ML  Direct)  Financial  planninq  products 
(able  separately  from  Merrill  Lynch.  Certain  restrictions  apply.  Some  services  not  available  for  certain  accounts.  See  client  agreement  for  more  information 

services  provided  by  licensed  banks  or  trust  companies.  MLPF&S  is  a  registered  broker-dealer  and  is  not  a  bank  or  trust  company.  The  CMA  account  is  not  a  bank  account 
losit  investment  products  offered  through  MLPF&S  are  not  FDIC-insured,  are  not  guaranteed  by  a  bank,  and  may  lose  value. 
Merrill  Lynch,  Pierce,  Fenner  &  Smith  Incorporated.  Member,  SIPC.  Unlimited  Advantage  and  CMA  Signature  are  service  marks  of  Merrill  Lynch  &  Co  ,  Inc  CMA  is  a  reqistered  service 

Merrill  Lynch  &  Co.,  Inc.  Visa  is  a  registered  trademark  of  Visa  International. 
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All  Firestone  quality  engineers  now  report  to  a  new 
vice-president,  who  reports  directly  to  Lampe 


Partners  in  Bloomfield  Hills,  Mich. 

It  was  the  parent  company,  Bridge- 
stone  Corp.,  based  in  Tokyo,  that  took 
the  initial  step  to  salvage  Firestone:  In 
October,  the  board  of  directors  appoint- 
ed Lampe,  the  first  American  to  run 
the  subsidiary  since  Bridgestone  bought 
Firestone  in  1988.  He  was  an  obvious 
choice.  As  a  top  marketing  executive 
in  the  1990s,  Lampe  helped  bring  about 
Firestone's  resurgence  after  a  1978  tire 
recall  had  pushed  the  company  into  a 
decade-long  slump.  In  2000,  Firestone 
sold  50  million  tires — more  than  twice  as 
many  as  it  did  in  1992 — which  repre- 
sented 21%  of  the  U.S.  tire  market. 
And  in  the  early  days  of  the  fiasco  last 
fall,  Lampe,  then  executive  vice-presi- 
dent, made  a  much  better  impression 
during  congressional  hearings  than  then 
CEO  Masatoshi  Ono,  whose  defense  of 
Firestone  lost  something  in  translation. 
When  Lampe  took  over,  one  of  his  first 
acts  was  to  publicly  apologize  to  the 
families  of  those  who  died  in  the  crash- 
es. "Lampe  is  a  good  diplomat  for  us," 
says  Shigeo  Watanabe,  Bridgestone's 
new  president  and  ceo. 
SHARED  RESPONSIBILITY.  Lampe  hasn't 
been  diplomatic  when  it  comes  to  Ford 
Motor  Co.  Since  the  recall  began,  Ford 
has  placed  all  of  the  blame  for  the  Ex- 
plorer rollovers  on  Firestone.  After 
Lampe's  testimony,  in  which  he  stated 
that  Ford  had  made  its  new  Explorers 
too  heavy  to  drive  safely  at  the  tire  air 
pressure  it  recommended,  many  people 
started  asking  whether  the  design  of 
the  Explorer  also  contributed  to  the 
crashes.  "He  went  after  Ford  relent- 
lessly," says  Joan  Claybrook,  executive 
director  of  Public  Citizen,  a  public  ad- 
vocacy group.  "That  took  some  guts. 
Very  few  suppliers  go  after  the  auto 
companies."  Ford  still  buys  one-third  of 
its  tires  from  Firestone  and  remains  its 
biggest  customer,  but  the  auto  maker  is 
doing  less  business  with  Firestone  these 
days.  Lampe  won't  say  how  much  less. 

Even  though  Ford  still  offers  Fire- 
stones  on  its  all-new  2002  Explorer, 
dealers  say  most  buyers  are  asking  for 
Michelin  or  Goodyear  tires  instead.  So 
far  this  year,  Firestone  sales  are  down 
22%,  and  Lampe  says  the  company 
won't  turn  a  profit  until  next  year. 
Worse,  even  as  Lampe  tries  to  restore 
Firestone's  reputation,  the  number  of 
lawsuits  against  the  company  is  likely  to 
grow,  and  the  government  may  demand 


another  recall.  Lampe  concedes  that  "re- 
building the  Firestone  brand  will  take  a 
couple  of  years." 

He  took  a  chance  in  accepting  the 
job,  and  by  becoming  the  face  of  Fire- 
stone, Lampe  has  raised  the  stakes.  In 
the  ad  campaign,  which  will  air  for  the 
next  several  months,  he  promises  that 
Firestone  has  rooted  out  quality  glitch- 
es and  that  its  tires  are  safe.  "Not 
everyone  remembers  CEOs  of  companies 
in  turnaround  times,"  says  Allen  P. 
Adamson,  a  managing  director  at  Lan- 
dor  New  York,  a  corporate-identity  firm. 
"But  they'll  remember  you  if  you  put 
your  name  out  in  a  public  way." 

The  ceo  job  is  so  demanding  that 
Lampe  almost  didn't  take  it.  Last  fall, 
he  stood  in  front  of  the  Nashville  head- 


strike  was  the  longest  in  the  histor    I 
the  industry,  lasting  two  years,  be    I 
ning  in  1994.  Labor  Secretary  Rober 
Reich  even  flew  into  town  to  show 
port  for  the  union.  To  keep  produc 
going  in  the  early  days,  office  worl 
manned  the  plant.  Lampe  himself  sj 
12  hours  a  day  in  the  warehouse  mc 
tires  to  meet  orders,  Adomitis  red 
And  Lampe  feels  a  loyalty  that  co 
from  growing  up  in  a  company.  He  < 
cut  a  salesperson  a  personal  check 
several  hundred  dollars  when  the 
pany  couldn't  come  through  wit 
promised  bonus,  says  Frank  R.  Dor 
vice-president  for  human  resources, 
day,  Lampe  often  walks  the  floor,  tal 
easily    with    rank-and-file    work 
"Lampe  knows  a  lot  of  the  emplo; 


JOHN  T.  LAMPE 


BORN  June  28,  1947,  Wellington,  Kan. 

EDUCATION  B.S.,  business  administration, 
Kansas  State  College,  1969;  M.S.,  international 
business,  American  Graduate  School  of  International 
Management,  Glendale,  Ariz.,  1973 

POSITION  Chairman  &  CEO,  Bridgestone/Firestone  Ir 

HOW  HE  STARTED  Changing  tires  in  a  Firesto| 
retail  store  as  a  management  trainee  in 
Cincinnati  in  1973 

BUSINESS  PHILOSOPHY  If  you  take  d 
of  the  customer,  the  rest  takes  care  of  its| 

BEST  OFFICE  TCHOTCHKE 

A  Depression-era,  Firestone-brand  hatche 

HOW  HE  RELAXES  Plays  bridge  and  gc 
antiquing  with  his  wife,  Barbara 

FAMILY  They  have  a  son  and  daughter 


quarters  with  Firestone  Div.  General 
Counsel  Dan  Adomitis  and  wondered 
aloud  if  moving  up  was  a  smart  idea. 
"He  knew  how  much  time  it  would  take 
away  from  him  and  his  family,"  Adomi- 
tis says.  Lampe  spent  several  days  dis- 
cussing the  prospect  with  his  wife,  Bar- 
bara, whom  he  met  in  Germany  while 
on  military  duty  in  the  early  1970s.  Both 
understood  how  stressful  it  would  be. 

But  Lampe  is  a  company  man  who 
has  the  survivor  mentality  of  Firestone 
lifers.  Besides  the  1978  recall  of  14.5 
million  tires,  there  was  a  tough  labor 
strike  when  Lampe  ran  Firestone's  I  Jay- 
ton  Tire  division  in  Oklahoma  City.  That 


by  first  name,"  says  45-year  Vetera 
ministrator  Bernice  Csaszar. 

So  Lampe  has  his  staff  behind 
and  at  the  very  least,  he  has  tire 
ers  in  his  corner.  He  won  them 
with  cash,  reimbursing  them  for  all 
associated  with  the  recall  and  ma 
sure  none  of  them  lost  money  repli 
failed  tires.  "Firestone  has  no  proj 
with  the  dealers,"  says   Richard 
son,  president  and  CEO  of  Heal'ne 
Group  Inc.,  a  Charlotte  (N.C.)  did 
tor.  "Their  problem  is  with  the 
sumer."  That's  a  problem  Lampj 
put  himself  on  the  line  t<>  solve. 
By  David  Welch  in 


66  BusinessWeek  /  April  30,  2001 


SPECIAL    ADVERTISING    SECTION 


CIAL    ADVERTISING     SECTION 


The  Po 


Is  this  the  Internet  Economy,  the  New  Economy,  or  the  Next  Economy? 
No,  it's  the  Customer  Economy,  a  world  where  customers 
have  more  power  than  ever  before,  the  power  to  choose  to  work 
with  your  company.  Or  not. 


Now  that  e-mania  is  over,  it's  clear  that 
the  Internet  didn't  change  everything 
after  all.  B2B  means  Back  To  Basics — 
a  return  to  business  fundamentals  where  profits 
count  more  than  transactions,  real  customer 
relationships  are  valued  over  "eyeballs",  and 
competitive  differentiation  can't  be  bought  with 
an  advertising  campaign. 

Customers  can  choose  from  an  exploding 
number  of  products,  services  and  purchasing 
channels.  Intermediaries  have  proliferated, 
ironically  outlasting  the  dot-com  upstarts  that 
brashly  predicted  the  demise  of  traditional 
distribution  models.  And  the  enterprise,  your 
enterprise,  must  manage  this  complex  multi- 
channel world,  keep  customers  loyal  and 
make  a  profit. 

The  answer  to  these  challenges  is  Customer 
Relationship  Management  (CRM),  a  business 
strategy  to  get,  grow  and  retain  the  right  customers, 
leading  to  long-term  profitability.  Thanks  to  the 
Web-accelerated  power  shift  to  customers,  CRM 
is  essential  to  create  a  sustainable  competitive 
advantage  based  on  relationships,  not  just  products. 


In  this  section  we'll  explore  the  issues  related 
to  CRM  in  a  multi-channel  world,  including: 

■  Why  constant  innovation  is  a  competitive 
necessity 

■  The  evolution  of  CRM  technology  to  support 
all  channels 

■  Insights  into  earning  loyalty  with  online 
customers 

■  Self-service  strategies  to  increase  sales 
and  reduce  costs 

■  Multi-channel  integration  requirements 

■  Winning  CRM  strategies  in  the  Customer 
Economy 

The  Internet  has  created  tremendous  challenges, 
to  be  sure.  Yet  any  change  also  brings  opportu- 
nities for  new  leaders  to  emerge.  Leaders  who 
understand  we  have  entered  the  Customer 
Economy,  where  customers  have  the  Power 
of  Choice. 
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'Due  to  unusually 
high  call  volume..." 

is  not  the  greeting  your  customers  are  hoping  for. 


PeopleSoft  CRM.  The  only  solution  scalable  enough  to  support  your  company's  success. 

Most  CRM  solutions  fail  when  too  many  users  attempt  to  access  the  system  at  once.  But  your  service 
requirements  are  growing  exponentially.  Providing  your  customers  with  24  hour  web  access,  mobile 
support,  and  telephone  self-service  tests  the  limits  of  your  solution.  Unless  you're  using  PeopleSoft. 
Because  PeopleSoft  Customer  Relationship  Management  can  easily  support  over  20,000  concurrent 
users — which  is  literally  thousands  more  than  our  largest  competitor — while  still  maintaining  a 
sub-second  response  time.  So  you  can  invite  all  of  your  customers,  suppliers,  and  employees  into 
a  collaborative  business  process  without  overloading  the  system. 

To  review  detailed  results  of  the  certified  technology  benchmark  that  measured  PeopleSoft  Call  Center 
client  response  times,  visit  www.peoplesoft.com/go/crmbench  or  call  1  888  773  8277. 


CUSTOMERS  ■  SUPPLIERS  •  EMPLOYEES 


People  power  the  internet: 
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Success  is  Not  Optional 

Think  of  CRM  as  a  never-ending  journey  with  satisfied  customers 
as  guideposts  along  the  way.  No  matter  how  successful  you've 
been,  expectations  continue  to  rise.  What  was  exceptional 
service  yesterday  is  the  status  quo  today  and  a  going-out-of- 
business  strategy  tomorrow. 


Even  if  you've  "done"  CRM,  checked 
it  off  and  given  everyone  on  the 
project  team  a  gold  star,  you're  still 
not  done.  To  retain  the  only  essential 
asset  your  company  has — your  cus- 
tomers— you  must  continue  to  inno- 
vate or  risk  being  overtaken  by  more 
aggressive  competitors. 

Service  Expectations  Rising 

CUSTOMER  SERVICE  is  the  cornerstone 
of  any  CRM  strategy,  because  superior 
service  leads  to  the  high  customer 
satisfaction  levels  that  motivate  loyal, 
repeat-buying  behavior.  And  as  many 
industry  studies  have  shown,  loyal 
customers  are  usually  much  more 
profitable  and,  moreover,  those 
same  customers  also  make  positive 


referrals  to  others.  For  years  cus- 
tomers have  tolerated  vendors  telling 
them  what  to  expect,  but  no  more. 
Customers  have  more  power  and 
aren't  afraid  to  use  it.  "CRM  is 
a  response  to  customers  demanding 
to  be  treated  better,"  says  Min- 
neapolis-based CRM  consultant 
Dick  Lee,  author  of  the  Self-Guided 
CRM  trilogy.  "Crossover  in  the 
supply  curve,  where  we  had  excess 
supply  instead  of  excess  demand, 
happened  in  the  1980s.  Life  got  a 
lot  more  competitive." 

There's  no  letup  in  sight,  because 
the  Internet  is  accelerating  the  pace 
of  service  innovation  while  at  the 
same  time  making  it  easier  for  cus- 
tomers to  comparison  shop,  if 


they're  unhappy.  The  game  now: 
never  give  customers  an  excuse  to 
point  their  mouse  at  your  compet 
tors'  Web  sites. 

Improving  Selling 
Effectiveness 

earlier  attempts  at  automating  sal 
processes  have  been  only  partly  su 
cessful.  Sales  reps  resisted  changin 
their  approach  to  fit  the  requireme 
of  a  new  system  or  to  just  provide 
sales  data  to  their  management.  In 
too  many  cases,  the  sales  rep's  una 
swered  question  was:  "What's  in  it 
for  me  or  for  my  customer?" 

Now  the  emphasis  is  shifting  to 
improving  the  effectiveness  of  sellin 
processes.  One  way,  according  to 


THE  GAME  NOW:  NEVER  GIVE  CUSTOMERS  AN  EXCUSE  TO  POIf* 

THEIR  MOUSE  AT  YOUR  COMPETITORS'  WEB  SITE 


Boulder-based  CRM  consultant 
Jim  Dickie,  is  to  implement  new 
sales  coaching  systems.  "Compani 
thought  CRM  technology  would  i 
the  place  of  25-year  sales  veterans 
the  guys  who  knew  how  everythin 
worked.  Then  they  realized  that 
while  some  of  the  early  tools  did 
marginally  increase  efficiency,  oft 
that  simply  meant  allowing  an  avei 
sales  rep  to  make  more  average  c 
The  emphasis  now  is  on  helping 
average  reps  do  a  better  job." 


1, 


Applying  Marketing  Insight 

sales  and  service  are  core  operatic 
processes  that  must  be  constant 
improved  to  remain  competitive. 
Yet  many  companies  are  working 
with  the  wrong  customers  to  befl 


/ou've  won.  Just  log  on  to  salesforce.com.  You'll  get  a  powerful  online  customer 

Miship  management  service;  a  fully  integrated  sales,  marketing,  and  customer 

)n  solution.  Acquire,  grow,  and  retain  more  customers  immediately.  No  software. 

irt-up  costs.  No  risk.  No  need  to  wait.  And  now  for  a  limited  time  there's  another 

i  to  celebrate.  Sign  up  online  and  your  first  five  users  are  FREE  for  12  months. 

■  s  at  1-800-NO-SOFTWARE  or  better  yet,  visit  us  online  at  www.salesforce.com. 


salesfforce.com 


Point.  Click.  Close. 
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with,  or  don't  know  how  to  tailor  the 
customer  experience  to  create  the 
highest  value.  Advanced  marketing 
systems  are  becoming  a  leading 
weapon  in  the  battle  for  customer 
loyalty  and  retention. 

John  Freeland,  global  managing 
partner  CRM  for  Accenture,  says  the 
first  two  phases  of  CRM  adoption 
were  concerned  with  direct  channels 
(such  as  call  centers  and  sales  forces) 
followed  by  the  Internet  as  a  new 
channel.  Freeland  believes  the  next 
phase  is  about  the  convergence  of 
marketing  and  CRM,  where  the 
challenge  is  to  take  all  the  customer 
insight  companies  have  acquired  and 
"marry  that  to  how  they  interact  with 
their  customers."  When  a  customer 
calls  a  bank,  the  bank  wants  to  harness 
what  they  know  about  that  customer 
to  determine  the  level  of  interac- 
tion, to  achieve  highly  personalized 
treatment. 

People,  The  Secret  Ingredient 

WITH  ALL  THE  FOCUS  on  automation 
tools,  you  might  think  that  people 
were  the  least  important  part  of  CRM. 


CRM:  A  Customer-Centric  Business  Strategy 


1 


ustomer  Relationship  Management  (CRM)  is  a  business 
strategy  to  select  and  manage  customer  relationships  to 
optimize  long-term  value  to  an  enterprise.  CRM  requires 
a  customer-centric  business  philosophy  and  culture  to  support 
effective  marketing,  sales  and  service  processes  across  all  direc 
and  indirect  customer  interaction  channels.  CRM  software 
applications  can  enable  effective  Customer  Relationship 
Management,  provided  an  enterprise  has  the  right  strategy, 
leadership  and  culture. 
Source:  CRMGuru.com  (www.crmguru.com) 


Not  so,  says  Jim  Sterne,  author  of 
numerous  books  on  e-mail  marketing 
and  customer  service.  "A  live  person 
is  what  we  want,"  Sterne  says, 
because  "it's  only  when  humans  talk 
to  humans  that  real  power  comes  in. 
We're  finally  realizing  that  we  want 
all  the  automated  stuff,  the  FAQs  and 
all  the  info,  but  what  I  really,  really, 
really  want  is  someone  on  the  other 
end  I  can  call  and  talk  to." 

Industry  leaders  like  Dell  Computer 
and  Charles  Schwab  understand  that 
customers  don't  want  to  choose 
between  people  and  technology.  Dell, 
for  example,  allows  a  choice  of  face-to- 
face,  phone  and  Web-based  customer 
contact  in  its  "Build-To-Customer" 
order  model.  Charles  Schwab  initially 
thought  that  customers  would  choose 
between  traditional  and  automated 
approaches,  but  then  discovered  they 
wanted  both. 

People,  of  course,  also  have  to  fig- 
ure out  what  to  do  with  the  CRM 
technology,  much  like  skilled  crafts- 
men who  are  still  needed  to  use  the 
latest  power  tools  to  build  a  house. 
Laura  Pollard,  practice  leader  of 
Toronto-based  Accelerate  Growth, 
says  companies  need  to  start  with  the 


rising  expectations  mean  that  constant 
innovation  and  improvement  is  not  optional, 

it's  a  necessity  for  survival. 


fundamentals.  Start  by  understanc 
their  customer  base  in  detail  and 
teaching  internal  organizations  tol 
work  around  a  360-degree  view  ol 
the  customer  rather  than  from  the 
product  or  functional  silos.  After 
Pollard  says,  "A  tool  doesn't  growl 
business;  a  customer  who  stays  anj 
spends  money  grows  a  business." 

Keeping  Score 

THE  RESULTS  of  our  actions,  or  lacl 
thereof,  may  soon  be  more  public! 
than  we  might  like.  Financial  mar 
kets  increasingly  pay  attention  to 
key  customer  metrics  and  reward 
punish  companies  accordingly.  "I 
within  five  years,  companies  will 
required  to  report  their  customer| 
numbers,"  says  Patricia  Seybold, 
author  ofCustomers.com  and  The 
Customer  Revolution.  "I  low  many 
they  have,  retention  rates  and  the 
cost  of  acquiring  new  customers. 
I  low  else  are  you  going  to  projecj 
future  earnings?  In  an  era  when 
customers  are  fickle,  you  have  to  | 
know  exactly  how  you're  doing 
with  them." 

How  are  you  doing  with  yourl 
customers?  Rising  expectations 
mean  that  constant  innovation  at 
improvement  is  not  optional,  it's 
necessity  for  survival.  As  Will  Ro. 
said:  "being  on  the  right  track  is  I 
enough,  you  can  still  get  run  ovel 
the  tram."  You'd  better  keep  mo\j 
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MILLION  DOLLAR  SERVICE 

WITH  OVER 

HALF  A  MILLION 
IN  SAVINGS. 


(Incorporated  has  long  been  famous  for  attentive, 
ionment,they  chose  Aspect.  Using  Aspect*  CRM 


I.  the  whole  story  behind  Aspect's  solution  for  Saks  at  www.aspe«.com/go/n,axsuc«sS  or  call  us  at  1-888.4.2-7728. 
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To  be  a  contender  in  the  new  Customer  Economy,  you 
>ed  to  put  the  customer  at  the  center  of  your  business, 
/aya's  networks  and  applications  do  just  that. 
Our  Enterprise  Class  IP  Solutions  (ECLIPS)  is  a  family 
IP  telephony  and  multiservice  network  solutions  and 
rvices  that  supports  our  new  generation  of  applications 
lile  giving  you  a  no-compromise  approach  to  convergence, 
voice,  video  and  data  collaborate  to  deliver  a  richer 
stomer  experience.  With  no  compromise  to  the  quality, 
3  reliability  or  the  feature-functionality  you've  come  to 
mand  from  your  networks. 
Our  solutions  are  interoperable  with  your  existing 
rastructure,  making  it  easier  to  build,  expand, 
mage  and  monitor  enterprise  networks.  Our  IP  telephony 
utions  deliver  outstanding  voice  quality  and  our  Cajun™ 
nily  of  gigabit  Ethernet  switches  are  voice  ready  today. 
'    Power  your  network  with  Avaya,  and  your  customers 
-ome  the  real  focus  of  your  business.  And  they'll  know  it. 


Communication  without  boundaries 


II  866-GO-AVAYA  to< 
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CRM  Tprhnology  Evolves 


To  Support  New  Channels 

CRM  is  about  your  people  fundamentally  rewiring  your  company 
to  be  customer-centric,  and  technology  provides  the  tools  to 
accomplish  that  mission.  It's  a  strategy  and  tactics  distinction — 
you  can  arm  a  soldier  to  the  teeth  but  if  he  doesn't  have  a 
strategic  objective,  he's  not  going  to  accomplish  much. 


Evidently,  there's  a  lot  of  arming 
going  on.  AMR  Research  reports 
that  in  the  United  States,  vendors 
moved  $6.8  billion  of  CRM  tech- 
nology in  2000,  up  from  $4.4  billion 
in  1999.  By  2003,  that  figure  is 
expected  to  exceed  $16  billion. 

CRAA  Software  for  Sales, 
Service  and  Marketing 

A  DECADE  AGO,  CRM  technology 
started  from  humble  beginnings — 
contact  managers.  These  computer- 


based  Rolodexes  rapidly  evolved  into 
robust  Sales  Force  Automation  (SFA) 
systems  designed  to  not  only  orga- 
nize customer  contact  information 
but  to  streamline  the  sales  process 
itself.  Meanwhile,  Customer  Service 
Automation  (CSA)  systems  were 
independently  developed  to  allow 
customer  service  reps  to  track  and 
manage  service  requests,  typically  in 
a  call  center  environment.  Client/ 
server  was  the  technology  of  choice 
for  most  of  these  CRM  applications 
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designed  especially  for  internal  us  sj™r 
By  the  mid-1990s,  it  became     »v, 
apparent  that  sales  and  service       p 
personnel  should  share  informatic  BfiHi 
about  customer  contacts  and  acco  c 
status.  For  example,  sales  people   ls- 
wanted  to  know  about  critical  ser  ion  in  u 
problems  before  making  their  ne>  If 
sales  calls.  And  service  reps  needed 
an  alert  about  hot  deals  in  progre  H 
when  customers  called  to  report  (aremoi 
problems.  To  respond  to  this  requ  Wei 
ment,  CRM  vendors  began  to  off  cu 
integrated  suites  of  applications,  i  boon, 
tially  for  sales  and  service  personi  li 
and  by  the  late  1990s,  for  market  «ss.  I 
people  as  well. 

ess,  and 
The  Web  Accelerates  ti 

Direct  Sales  Models 

DURING  THE  LATTER  half  of  the  199  IT 

another  powerful  trend  emerged-  fc 
the  World  Wide  Web.  Who  coul  dtp. 
have  imagined  that  a  simple  brow  Jems, 
interface  would  revolutionize  bus  lemsthn 
models  and  enterprise  application  in 

Direct  sales  models  popularize  $\\ 
Dell  and  other  pioneers  were  giv  iki>  t 
a  boost  with  the  Internet.  Now  il  rem, 
appeared  any  company  could  sell  )r 
directly  to  the  end  customer,  bypiOi 
ing  expensive  distribution  netwoi  mar- i, 
A  blizzard  of  Web-based  technol 
gies  and  applications  descended  < 
the  market,  allowing  customers  tiler h-< 
interact  directly  with  the  enterpr  lin  lmp0 

But  online  selling  was  just  the  lHii(l|M 
beginning  of  the  Internet  story,  I  Bli- 
the end.  Michael  Dell,  in  his  hoc  an 
Direct  from  Del/,  said  "the  Interm  Itdl 
as  a  sales  channel  represents  onlj  Dm 
a  fraction  of  the  Internet's  value 
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mess.  The  real  potential  lies  in 
jbility  to  transform  relationships 
hin  the  traditional  supplier-ven- 
-customer  chain."  Dell  practices 
it  he  preaches  by  using  "Premier 
es"  to  provide  a  Web-based  link 
corporate  customers. 
Customers  can  check  the  status  of 
Dell's  build-to-order  process 
ise  self-diagnostic  tools  to  solve 
imon  problems.  Between  sales 
support,  Dell  averages  five  Web 
visits  for  every  phone  call,  at  a 
savings  of  eight  dollars  per  call. 

J:o  Systems,  another  high-tech 
er,  says  its  Web-based  CRM 
tegy — involving  sales,  service, 
iv  tracking  and  software  down- 
Is — has  saved  Cisco  over  $200 
ion  in  annual  operating  expenses 
le  also  improving  customer 
faction. 

Ithough  eCommerce  and  eBusi- 
are  more  commonly  used  terms, 
Web-based  application  designed 
rustomer  use  is  really  a  CRM 
ication.  Why?  Because  it  sup- 
s  a  marketing,  selling  or  service 
rb     ess.  After  all,  a  corporate  Web 
is  really  part  of  the  marketing 
ess,  and  an  eCommerce  store- 

1"  t  enables  a  selling  process  (or 
i  the  customer's  point  of  view, 
ying  process), 
creasingly,  these  Web  sites  are 
deploying  self-service  tools  to 
le  customers  to  solve  common 
'lems  themselves.  Collectively, 
an  call  these  applications 
;  ilM" —  tools  to  manage  rela- 
ihips  with  online  customers. 
zon.com  has  made  eCRM  an 
Drm  with  massive  technology 
itments  to  support  millions  of 
>mers  buying  books,  electronics 
i  growing  assortment  of  products. 
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ner  Relationships 
ain  Importance 

THE  ECOMMERCE  hype,  it  seemed 
intermediaries  became  second- 
'  citizens.  With  direct  sales  models 
led  by  the  Internet,  why  were 
itional  middlemen  like  distribu- 

brokers  and  resellers  needed 


its  on 
vjlii'l 


partners,  not  employees  or  cus- 
tomers. Industry  observers 
predict  the  fast-growing  PRM  soft- 
ware market  will  exceed  $2  billion 
within  the  next  couple  of  years. 

Integrated  Multi-Channel 
Applications  Emerge 

OVER  THE  PAST  DECADE,  we've  seen 
three  major  channels  improved  with 
the  use  of  technology:  employees 
serving  customers;  customers  han- 
dling their  own  needs  online;  and 
channel  partners  continuing  to 
provide  a  vital  link  between  the 
enterprise  and  its  end  customers. 
We've  also  seen  the  Internet  become 
an  integral  part  of  new  CRM  appli- 
cations while  being  used  as  a  new 
channel  to  interact  with  customers 


ALTHOUGH  ECOMMERCE  AND  EBUSINESS  ARE 
MORE  COMMONLY  USED  TERMS,  ANY  WEB-BASED 
APPLICATION  DESIGNED  FOR  CUSTOMER  USE  IS 
REALLY  A  CRM  APPLICATION. 


any  more?  That  was  the  theory,  but 
the  reality  has  been  far  different. 
True,  the  Internet  has  spawned  some 
successful  Internet  companies  and 
accelerated  the  growth  of  direct  sales 
businesses  like  Dell.  As  a  rule,  how- 
ever, enterprises  have  re-discovered 
the  importance  of  channel  partners. 
Customers  still  want  the  total 
solutions,  services  and  convenient 
local  buying  that  partners  provide. 
Enterprises  need  partners  to  improve 
their  market  reach. 

Even  Dell  reportedly  does  about 
1 5  percent  of  its  business  with  channel 
partners — the  very  same  intermedi- 
aries it  set  out  to  eliminate — because 
customers  demanded  it.  By  the  late 
1990s,  Partner  Relationship  Manage- 
ment (PRM)  systems  entered  the 
market  to  help  enterprises  manage 
hundreds  to  potentially  thousands  of 
partners  worldwide.  Like  traditional 
CRM  and  the  newer  eCRM  systems, 
these  applications  supported  market- 
ing, sales  and  service  processes  except 
that  PRM  systems  were  designed  for 


and  partners.  In  the  future,  however, 
the  key  challenge  will  be  not  just 
how  to  make  each  channel  work 
more  efficiently,  but  how  to  make 
them  work  more  effectively  together. 
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To  see  how  emerging  Customer  Relationship  Management  technologies 
can  help  you  transform  your  business,  visit  accenture.com/crm 
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Mobile  Devices 

Multiply  to  1  Billion? 

by  2003 

Mobile  Internet  Surpasses 
Wired  Internet  in  2  Years 
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Customer  Loyalty,  Only  for  Rent 


We  all  want  customers  to  be  loyal,  a  state  of  mind  that  leads  to  the 
repetitive  ring  of  cash  registers  in  our  businesses.  The  Internet 
makes  this  more  difficult  to  sustain  these  days  because  customers 
can  quickly  access  much  more  information.  While  it's  still  possible 
to  earn  customer  loyalty,  it's  better  to  think  of  "renting"  it  with 
continued  good  execution  rather  than  buying  it  forever. 


\ 


The  first  step  of  your  CRM  plan 
should  be  to  segment  your  customer 
base,  identifying  customers  who  are 
receptive  to  developing  high-value, 
high-profit  relationships.  That's  value 
for  the  customer  and  profit  for  your 
company.  You'll  also  need  to  devise 
cost-effective  strategies  for  cus- 
tomers only  interested  in  the  lowest 
price,  those  who  will  go  to  great 
lengths  to  shave  the  last  nickel  off  a 
deal.  Don't  try  to  build  loyalty  with 


practice  effective  CRM  take  a  more 
personal  positioning  than  just  a  con- 
venience, price-based  approach. 
Barnes  believes  that  consumers 
rarely  will  talk  about  a  "relationship" 
with  a  business,  but  "get  customers 
talking  about  companies  and  brands 
they've  been  using  for  years,  and 
you'll  find  that  they  really  do  develop 
emotional  attachments — it's  my 
broker  or  my  hairdresser."  Cus- 
tomer loyalty  will  remain  elusive 


n: 
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REMEMBER,  LOYALTY  IS  NOT  THE  SAME  AS 
"EXIT  BARRIERS"  THAT  PREVENT  CUSTOMERS 
FROM  GOING  ELSEWHERE. 

those  customers,  it's  a  waste  of  time. 

Remember,  loyalty  is  not  the 
same  as  "exit  barriers"  that  prevent 
customers  from  going  elsewhere. 
Where  certain  companies  dominate 
a  market,  like  airlines  in  their  main 
hubs,  for  example,  it  may  seem  that 
customers  are  loyal  when  in  truth 
they  have  no  real  choices. 

However,  exit  barriers  have  a  way 
of  breaking  down  over  time,  even 
in  monopolies  like  utilities.  When 
they  do,  customers  won't  waste  one 
minute  before  defecting  to  a  more 
customer-oriented  supplier. 

Real  Loyalty  is  Driven  by 
People  and  Great  Service 

IDEALLY,  REAL  LOYALTY  is  an  emotional 
bond.  In  Secrets  of  Customer  Relation- 
ship Management:  It's  All  About  How 
You  Make  Them  Feel,  author  Jim 
Barnes  argues  that  brands  define 
our  self-image,  and  companies  that 
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unless  you  also  have  positive 
employee  relationships.  In  the  ai: 
line  industry,  no-frills  Southwest 
Airlines  has  earned  a  strong  rep 
tion  for  service  that  has  translate 
into  customer  loyalty.  How?  Col 
Barrett,  executive  vice  president 
tomers,  says  it's  their  employees' 
attitude  that's  the  name  of  the  ga 
"If  you  don't  deliver  customer  se 
vice  internally,  you  can't  hope  to 
deliver  it  externally."  One  could 
argue  that  it's  impossible  to  have 
loyal  customers  without  loyal  anc 
committed  employees.  If  employ 
constantly  leave  for  "greener  pas 
tures,"  who  will  be  there  to  builc 
a  relationship  with  customers? 


3! 


lilding  Loyalty  Online 

WING  TO  THE  ONLINE  world,  what 

Duld  we  be  shooting  for?  In  terms 
online  loyalty,  industry  experts 
r,  look  at  companies  like  Charles 
hwab,  Amazon.com,  eBay,  Dell 
d  Cisco  Systems,  since  all  tend 
boast  high  retention  rates  and 
Teasing  "share  of  wallet"  over 
le.  It's  a  positive  business  spiral — 
isfied  customers  lead  to  higher 
:ention  and  referral  rates  which 
d  to  lower  average  acquisition  costs 
d  higher  revenues  per  customer. 
Whether  the  Internet  is  an  obstacle 
enabler  to  loyalty  depends  on 
ur  business  model  and  execution, 
il  Price,  vice  president  of  global 
stomer  service  for  Amazon.com, 
's  that  in  some  cases,  it's  actually 
>ier  to  build  loyalty  online  than 
line.  Try  this:  walk  into  a  large 
okstore;  ask  a  sales  clerk  for  a 
od  book  on  an  obscure  topic;  and 
in  request  a  phone  call  whenever 
took  on  that  topic  hits  the  shelves. 
>n't  wait  by  the  phone.  That  call 
ty  never  come.  Yet,  "digitally  it's 
»y  to  do,"  Price  says.  "The  Internet 
ows  us  to  bring  back  the  era  of 
rsonal  recommendations — more 
mprehensively  than  before." 


SATISFIED  CUSTOMERS  LEAD  TO  HIGHER 
RETENTION  AND  REFERRAL  RATES  WHICH  IN  TURN 
LEAD  TO  LOWER  AVERAGE  ACQUISITION  COSTS 
AND  HIGHER  REVENUES  PER  CUSTOMER. 


The  Personal  Touch 
Pays  Dividends 

LOYALTY  IS  ALL  ABOUT  making  the 
customer  feel  special.  All  customers, 
online  and  offline  appreciate  some 
personal  attention. 

Eileen  Fraser,  a  CRM  strategist 
with  Velodea  in  Milan  and  Los  Ange- 
les, says  "discounting  does  not  buy 
loyalty.  Loyalty  must  be  earned, 
the  old  fashioned  way."  Fraser  rec- 
ommends sending  out  thank  you 
letters  a  year  after  a  big  customer's 
first  purchase  and  enclosing  the 
name  of  the  company  president 
or  other  executive  for  "a  fast  track 
for  help."  Invite  a  handful  of  top 
customers  to  participate  in  a  special 
advisory  committee  at  your  home 
office,  "let  them  see  something 
to  which  the  general  public  does 


not  have  access,  and  listen  to  their 
valuable  feedback." 

Loyalty  can  get  companies  through 
the  rough  patches.  Without  it,  com- 
panies are  likely  to  disappear  during 
more  challenging  times.  Over  the 
past  few  years,  Chris  Richardson, 
the  vertical  markets  manager  for 
Talisma  Corporation  has  observed 
"poor  rapport  first  hand  that  'new 
economy'  companies  had  built  with 
their  customers.  The  new  entrants 
dragged  down  profits  and  margins 
until  the  groups  that  built  the  least 
trust  and  loyalty  disappeared  after  a 
shakeout."  Richardson  goes  on  to  pre- 
dict that  "companies  that  don't  focus 
on  customer  value  and  service  with 
an  underlying  foundation  of  trust  and 
loyalty  will  not  be  around  to  try  to 
win  back  customers  once  they're  lost." 
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On  The  Internet,  ltrs  All  Self-Service 

Self-service  is  the  "killer"  application  for  the  Internet.  Remember 
at  all  times,  customers  are  in  control  of  their  own  browsers,  so  all 
useful  Internet  applications  must  be  "self-service"  from  the  customers' 
points  of  view. 


The  Web  blurs  lines  between 
marketing,  sales  and  service.  Call  it 
eCommerce,  eBusiness  or  eCRM, 
customers  don't  care.  They're  on 
the  Internet  for  one  and  only  one 
reason — to  solve  a  problem.  It  might 
be  a  business  problem  that  could  be 
solved  with  a  product  or  service  your 
company  provides.  Or  a  technical 
problem  with  a  product  already  pur- 
chased. Either  way,  those  customers 
didn't  go  online  to  be  sold,  but  rather 
to  be  served. 

There's  plenty  of  room  for  improv- 
ing customers'  online  experiences. 
Bad  sign:  up  to  two-thirds  of  virtual 
shopping  carts  are  abandoned  before 
checkout.  Now  we're  learning  that 
online  foibles  keep  customers  out  of 
real  stores  too.  Jupiter  Research's 


"eSelling"  tools  that  act  like  an 
online  sales  consultant.  Whatever 
the  technology  deployed,  however, 
successful  Internet  applications  must 
be  oriented  toward  serving  customer 
needs,  or  they  won't  be  used. 

Synergy  With  Call  Centers 
and  E-mail 

SOME  FINANCIAL  SERVICES  firms  have 
found  unexpected  results  by  shifting 
toward  online  service.  Call  volumes 
may  actually  increase  because  the 
Web  answers  basic  questions  well, 
but  it  also  stimulates  more  complex 
questions  that  must  be  routed  to 
pricey  support  specialists.  The  silver 
lining:  if  you're  getting  more  com- 
plex customer  service  calls,  then 
you're  probably  upgrading  your 


^ 


WHATEVER  THE  TECHNOLOGY  DEPLOYED,  SUCCESSFUL 

INTERNET  APPLICATIONS  MUST  BE  ORIENTED  TOWARD 

SERVING  CUSTOMER  NEEDS,  OR  THEY  WON'T  BE  USED. 


recent  study  found  that  70  percent 
of  a  sample  2,000  American  shoppers 
decided  to  spend  less  money  in  a 
retailer's  bricks  operation,  if  they  were 
dissatisfied  with  their  clicks  experi- 
ence. Top  complaints  ranged  from 
having  to  wait  longer  than  six  hours 
for  an  e-mail  response,  to  dealing 
with  customer  service  reps  who  didn't 
have  access  to  their  entire  order  his- 
tory, both  online  and  offline. 

The  technology  to  support  online 
customers  is  evolving  rapidly,  rang- 
ing from  robust  online  databases 
with  natural  language  interfaces,  to 
online  text  and  voice  chat  functions, 
to  "call  me"  buttons  that  result  in  a 
real  person  using  a  real  phone,  to 
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customers  to  more  complex — and 
profitable — products  and  services. 

The  Aberdeen  Group's  Customen 
Relationship  Management:  Year  200C 
Edition  reached  a  similar  conclusio 
"The  reality  is  that  the  nature  of  M 
business  operations  will  increase  b 
the  absolute  number  of  customers 
who  contact  an  organization  and  tl 
frequency  of  activity  per  customer 
Online  self-service  can  absorb  a 
chunk  of  that,  but  your  calls  and 
e-mails  could  increase. 

Speaking  of  e-mail,  it  can  be  a 
powerful,  hugely  efficient  means  o 
serving  people,  increasing  your  bn 
loyalty  and  retaining  customers.  T 
make  the  best  use  of  this  technolo 
follow  these  simple  tips  for  success 

•  RESPOND  TO  E-MAILS  WITHIN  24  HOI 
THEN  FOLLOW-UP.  If  e-mails  aren 
answered  within  24  hours  with  at 
least  an  auto-respond  acknowledg 
ment,  then  from  a  customer  rela- 
tionship standpoint  you  might  as 
well  not  answer  at  all.  Once  you' 
responded,  be  sure  to  follow-up 
with  further  updates  until  the  pre 
lem  is  solved. 

•  FIND  OUT  WHY  PEOPLE  SENT  YOU  TH 
E-MAIL  IN  THE  FIRST  PLACE.  Amazon.C 
performs  root  cause  analysis  on  ea 
customer  communication.  Doing s 
helped  Amazon.com  reduce  the  n 
ber  of  contacts  per  order. 

•  HANDLE  COMPLAINTS  PROMPTLY. 
A  customer  with  a  complaint  ma 
well  become  a  lifetime  customer, 
if  you  acknowledge  their  problei 
prompdy  and  solve  them  to  mutui 
satisfaction.  Some  CRM  consultai 
say  the  most  loyal  customers  are 
ones  who  had  big  complaints  that 
were  handled  professionally  and 
courteously. 
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Oracle  applications  are 
engineered  to  work  together. 

Multi-vendor  applications 
require  systems  integration. 

Systems  integration  costs 
a  lot  more  than  software. 

Think  about  it. 
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Winning  in  the  Customer  Economy 

We've  spent  the  past  30  years  automating  the  enterprise  and  our 
supply  chains.  This  quest  for  better  quality,  reduced  costs  and 
compressed  cycle  times  has  spawned  multi-billion  dollar  software 
and  service  industries  for  Enterprise  Resource  Planning  and 
Supply  Chain  Management. 


Automation  has  been  all  too  suc- 
cessful. Information  and  capital  flows 
so  incredibly  fast  to  new  opportuni- 
ties that  innovative  products  become 
mainstream  and  then  bargain-base- 
ment specials,  in  the  blink  of  an  eye. 
Result:  competitive  advantage  is 
tough  to  sustain  with  basic  products 
and  services  or  the  lowest  price. 

Since  customers  are  now  offered  a 
blizzard  of  choices  and  channels,  the 
focus  has  shifted  to  the  relationship 
as  a  differentiator.  In  other  words,  it's 
not  what  an  enterprise  provides  but 
how  it  treats  its  customers.  While  a 
competitor  may  copy  a  new  product, 
it  can't  easily  duplicate  the  years  of 
positive  customer  experiences  that 
created  loyal  and  profitable  relation- 
ships. As  a  result  of  this  shift  in 
strategic  priorities,  the  multi-billion 
dollar  industry  for  Customer  Rela- 
tionship Management  (CRM)  solu- 
tions was  born  and  continues  to  grow. 

Automate,  Innovate, 
or  Collaborate? 

CRM  IS  A  BUSINESS  STRATEGY  to  get, 

grow  and  retain  the  right  customer 
relationships  with  the  best  long-term 
profit  potential.  Stated  in  these 
terms,  CRM  is  not  anything  new. 

What  is  new  is  the  application  of 
a  more  disciplined  approach  to  man- 
age these  relationships  and  the  use  of 
technology  in  large-scale  businesses. 
Here  are  three  strategies  that  offer 
increasing  opportunities  for  competi- 
tive advantage,  depending  on  the 
maturity  level  of  your  CRM  imple- 
mentation. 

AUTOMATE.  Computers  were  designed 
to  automate  routine  tasks  from  word 
processing,  to  the  shop  floor,  to  air- 


line reservations.  If  it  can  be  pro- 
grammed as  a  series  of  ones  and 
zeros,  it  can  be  automated.  It's  not 
surprising  that  the  early  focus  on 
CRM  software  was  automating 
contact  information  and  then  sales 
force  management.  The  big  problem 
is  that  people  aren't  like  factories. 
Improving  efficiency  without 
improving  the  customer  experience 
will  not  create  a  long-term  competi- 


tive advantage  because  it  can  be 
easily  copied  by  competitors. 
innovate.  A  second  approach  is  tj 
create  new  methods  of  interacting 
with  customers.  Give  sales  people  I 
tools  to  make  different  and  more 
effective  sales  calls;  use  the  Intern] 
to  enable  customers  to  sell  and  sei 
vice  themselves  online;  or  use  Wei 
based  applications  to  help  partner! 
be  more  effective  in  their  roles  as 


Tips  for  Winning  with  CRM 


1 .  Deliver  value  first.  Your  customers  don't  care  about  your 
management  problems.  Make  sure  their  experience  is  one 
that  will  motivate  them  to  return  again  and  again,  and  to 
make  positive  referrals. 

2.  It's  still  about  people.  Technology  is  great  but  without 
executive  leadership,  employee  and  partner  buy-in  and 
a  genuine  emotional  bond  with  your  customers,  a  CRM 
project  won't  be  successful. 

3.  Pick  CRM  partners,  not  vendors.  Find  software  and  service 
firms  that  are  as  committed  to  you  as  you  are  to  your 
customers.  In  other  words,  pick  CRM  technology  partners 
that  practice  good  CRM. 

4.  "Ready,  fire,  aim"  doesn't  work.  Resist  the  temptation  to 
make  it  up  as  you  go.  CRM  is  complex.  Use  process  analysis 
and  planning  methodologies  to  avoid  costly  and  time-con- 
suming rework  later  on.  Installing  software  fast  means  nothinj 

5.  Treat  partners  like  customers.  You  can't  do  it  all  alone;  gel 
some  help!  To  win  the  battle  tor  mind  share  with  indite*  I  vile 
channels,  invest  in  tools  to  enable  partners  to  do  business 
more  effectively  and  efficiently. 
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eneration  Internet  solutions  from  Siemens  Information  and  Communication  Networks. 


www.icn.siemens.com/e-crm 


tay  in  touch 


Make  life  easier 
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e-CRM.  It's  the 

Next  Generation  Internet 

Developing  a  close  bond  with  existing  cus- 
tomers is  proven  to  be  the  easiest  and  most 
cost-efficient  way  to  grow  your  business. 
And  now,  with  wireless  technologies  and 
the  Internet  coming  together,  endless  op- 
portunities abound  to  deliver  convenience 
to  your  busy,  always  on-the-go  customers. 
Mobile  e-CRM  solutions  from  Siemens 
Information  and  Communication  Networks 
allow  you  to  serve  your  customers  via  an 
ever-changing,  ever-growing  range  of  de- 
vices, networks  and  applications. 
As  the  world's  largest  supplier  of  business 
communication  solutions,  we're  used  to 
delighting  customers. 
Perhaps  we  can  help  you  do  the  same. 

mobile  business 


T 
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WHILE  A  COMPETITOR  MAY  COPY  A  NEW 

PRODUCT,  IT  CANrT  EASILY  DUPLICATE  THE  YEARS 

OF  POSITIVE  CUSTOMER  EXPERIENCES  THAT 

CREATED  LOYAL  AND  PROFITABLE  RELATIONSHIPS. 


value-added  intermediaries.  Cus- 
tomers can  choose  direct  and  indi- 
rect channels  and  a  variety  of  com- 
munication methods  ranging  from 
face-to-face,  to  telephone,  to  e-mail, 
to  the  Web.  However,  unless  the 
"new  way"  delivers  real  value  and  is 
hard  to  duplicate,  customer  contact 
innovation  is  not  a  long-term  win- 
ning strategy  either. 
COLLABORATE.  Industry  leaders 
realize  that  sustainable  competitive 
advantage  can  only  be  achieved 
through  mutually  beneficial  relation- 


ships. Mutual  benefits  motivate  both 
parties  to  continue  to  invest  in  the 
relationship,  raising  imposing  com- 
petitive barriers.  True  collaboration 
is  more  than  sharing  information. 
It  may  mean  giving  customers  the 
tools  needed  to  manage  you.  Allow 
customers  to  pick  their  sales  chan- 
nel, to  tailor  the  information  they 
want  to  receive,  to  give  their  permis- 
sion to  engage  in  your  marketing 
programs,  even  to  provide  personal 
details  that  enable  you  to  customize 
their  products.  Collaboration  also 
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means  helping  your  business  part 
to  work  together  to  meet  your  ci 
tomers'  needs  rather  than  fightii 
over  every  deal. 

Solving  this  multi-channel  proll 
lem  is  challenging  but  it's  also  haj 
for  competitors  to  match.  Build 
network  of  winning  relationships! 
with  your  customers  and  partner 
If  they  win,  they'll  invest  in  the 
relationship  and  you'll  win  too. 
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The  tutwrt  of  your  o-businou 
it  Doing  decided  right  hore 


/ 


Do  you  really  know  what  goes  on  in  the  minds  of 
your  e-customers?  What  they  might  be  thinking 
about  buying?  Or  not  buying?  And  why?  Thai's 
where  you  need  e-Intelligenee  from  SAS.  With 
e-Intelligence,  you  ean  quickly  integrate  bricks- 
and-mortar  data  with  clicks-and-mortar  data.  To 
reveal  insights  that  ean  help  you  optimize  online 
merchandising,  recognize  cross-selling  opportuni- 
ties, build  greater  customer  loyalty,  and  establish 
more  profitable  relationships  with  your  very  best 
e-customers.  To  learn  more  about  e-lntelligence 
from  SAS,  and  what  it  can  do  for  your  business, 
phone  1-919-677-8200  or  stop  by  www.sas.com. 


The  Power  to  Know,, 
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Legal  Affairs 


ANTITRUST 


TRUSTBUSTING'S 
TOP  COP 


The  EU's  Mario  Monti  is 
picking  up  the  mantle  now 
that  Washington  favors 
antitrust  minimalism 

The  rebirth  of  antitrust  has  been 
one  of  the  most  dramatic  business 
stories  in  years.  Reviving  memories 
of  Teddy  Roosevelt's  epic  battles 
with  Standard  Oil  and  American  Tobacco, 
Clinton-era  trustbusters  Joel  I.  Klein  and 
Robert  Pitofsky  challenged  a  long  list  of 
the  country's  most  powerful  companies, 
ranging  from  American  Airlines  to  Mi- 
crosoft to  Visa  to  America  Online. 

But  now  Justice  Dept.  antitrust  chief 
Klein  is  gone  and  Federal  Trade  Com- 
mission Chairman  Pitofsky  is  on  his  way 
out.  In  their  places,  George  W.  Bush  is 
nominating,  respectively,  Charles  A. 
James  and  Timothy  J.  Muris — two  con- 
servatives who  are  expected  to  toss  out 
many  of  their  predecessors'  pet  legal 
theories  and  restore  an  era  of  antitrust 
minimalism.  But  Corporate  America 
shouldn't  relax  just  yet.  Aggressive 
trustbusting  is  still  alive  and  well — in,  of 
all  places,  Europe,  where  price-fixing 
was  an  accepted  business  practice  until 
a  few  years  ago,  secret  cartels  have 
been  discovered  in  many  industries,  and 
key  competition  laws  are  brand  new. 
PENALTIES.  Suddenly,  the  world's  most 
feared  trustbuster  is  Mario  Monti,  chief 
of  the  European  Union's  competition  of- 
fice. And  the  58-year-old  Yale-trained 
economist  is  picking  up  right  where  his 
allies  Klein  and  Pitofsky  left  off  (table). 
While  U.S.  courts  will  probably  let  Mi- 
crosoft Corp.  off  with  a  slap  on  the 
wrist,  the  EU  is  driving  ahead  with  a 
widespread  investigation  of  the  compa- 
ny's business  practices  that  may  ulti- 
mately result  in  far  more  serious  penal- 
ties than  any  levied  in  Washington.  Intel 


Corp.,  meanwhile,  announced  earlier  this 
month  that  it  is  under  investigation  in 
Europe  for  marketing  and  licensing  tac- 
tics that  the  FTC  has  already  examined 
and  deemed  legitimate. 

Monti  is  also  taking  a  hard  look  at 
mergers — even  those  solely  involving 
U.S.  companies.  Exhibit  A  is  General 
Electric  Co.'s  union  with  Honeywell  In- 
ternational Inc. — which  Monti  has  the 
right  to  review  because  the  merged 
company  sells  more  than  $225  million 
annually  in  Europe.  Despite  a  personal 
plea  from  GE  Chairman  John  F.  Welch, 
who  flew  to  Brussels  to  meet  with  him, 
the  EU  bureaucrat  is  forcing  the  deal 
to  go  through  a  second-stage  review. 
That  could  postpone  the  merger  by  up 
to  four  months — an  embarrassment  for 
America's  most  admired  ceo,  who  orig- 
inally predicted  that  the  deal  would  sail 
through.  "Yes,  we  had  differences  of 
opinion,"  says  Monti  of  his  February 
meeting  with  Welch.  "He  is 
right  to  give  himself  a  bad 
grade  for  predicting  the 
merger  would  get  through." 
Holding  forth  in  his  unas- 
suming Brussels  office, 
Monti  adds:  "I  think  he  had 
a    strong    expectation    it 


NO  PUSHOVER 

Competition 
chief  Monti,  in 


some  respects, 
has  more  power 
than  his  U.S. 
counterparts 


could  be  cleared  quickly." 

Slowly  but  surely,  U.S. 
companies  are  realizing  that 
Brussels  may  be  an  even 
better  place  to  derail  their  rival's  deals 
than  Washington.  Europe's  Microsoft  in- 
vestigation— which,  unlike  the  U.S.  an- 
titrust battle,  focuses  on  the  market  for 
so-called  server  software — has  been 
largely  spurred  on  by  Sun  Microsystems 
Inc.  The  GE-Honeywell  deal  is  under  at- 
tack by  a  posse  of  rival  aerospace  com- 
panies including  United  Technologies  and 
Rockwell,  as  well  as  Britain's  Rolls- 
Royce  PLC.  "Here  in  the  U.S.,  there's 
this  old  thought  that  if  a  competitor 


complains,  it  must  be  sort: 
thing  good  for  competiti  p 
says  Glenn  B.  Manishinit 
antitrust  partner  at  Pa  n 
Boggs  in  Washington.  " 
Europeans  are  more  hospitable  to 
tening  to  complaints  from  competitc 
Europe's  interest  in  antitrust  d 
back  to  the  late  1980s,  when  regula 
started  opening  up  markets,  privati 
national  monopolies,  and  cracking  d 
on  a  centuries-old  trade  guild  traditic 
close  industry  cooperation.  Because  n  tin 
of  the  eu's  laws  are  modeled  after  1  - 
laws,  Europe  and  the  U.S.  have  ra  * 
disagreed  about  antitrust  cases  over 
past  decade.  In  fact,  the  only  major 


Antitrust  could  join  beef  hormones,  privacy,  and  global 
warming  as  a  source  of  friction  between  the  U.S.  and  Eurof 
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TRANSATLANTIC  TARGETS 

The  Companies  on  Monti's  Docket 


re  there  was  friction  was  the  1997 
a;er  between  Boeing  Co.  and  Mc- 
lell  Douglas — which  was  cleared  by 
ETC  and  initially  opposed  by  the  eu. 
that  one  deal  proved  that  the  issue 
plenty  of  potential  to  be  explosive. 

politicians  threatened  a  trade  war, 
the  Europeans  didn't  back  down  un- 
3p  Clinton  Administration  officials 
)n  the  phone  to  push  for  the  deal, 
ow  that  the  Bush  team  is  about  to 

over,  some  experts  foresee  more 
itions  like  Boeing-McDonnell  Dou- 
— and  that  antitrust  could  join  beef 
lones,  privacy,  and  global  warming 

new  source  of  irritation  between 
U.S.  and  Europe.  "From  the  be- 
ing of  time  until  now,  it  has  been 
U.S.  authorities  leading  antitrust," 

Pontus  Lindfelt,  an  antitrust  at- 
ey  at  the  Brussels  office  of  U.S.- 
d  law  firm  White  &  Case.  "Maybe 

for   the    first   time    in    history, 


Microsoft 

MICROSOFT  It  now 

appears  likely  that 
the  company  will 
only  get  its  wrist 
slapped  by  the  U.S. 
But  the  EU  has 
been  investigating 
the  company  for 
several  years  and 
continues  to  consid- 
er tough  remedies, 
such  as  forcing  the 
company  to  share 
its  copyrighted  Win- 
dows "source 
code."  Such  a  se- 
vere action  would 
draw  sharp  criticism 
from  the  company's 
defenders. 


GE-HONEYWELL 
MERGER  This  is 
probably  the  most 
explosive  issue.  If 
U.S.  regulators 
green-light  the  deal 
and  Monti  blocks  it, 
the  EU  competition 
chief  could  be  ac- 
cused of  excessive 
meddling  with  two 
U.S.  companies. 
Politicians  on  both 
sides  of  the 
Atlantic  could  get 
dragged  into  the 
fray. 


iny 


Honeywell 


Europe  will  take  the  lead." 
Monti  may  be  leading  the 
charge,  but  there's  not  always  a 
full  army  behind  him.  As  Boe- 
ing-McDonnell Douglas  showed, 
European  authorities  have  often 
ducked  transatlantic  controver- 
sy. And  Monti's  ability  to  do  any- 
thing extreme  is  limited  by  the 
fact  that  the  European  Commis- 
sion has  little  independent  au- 
thority. Its  power  is  derived 
from  its  15  member  states.  That 
means  that  Monti  gets  lobbied 
by  business  and  government 
leaders  and  must  have  all  of  his  key 
decisions  approved  by  the  European 
Commissioners.  It's  not  easy  for  him  to 
take  on  a  politically  connected  multina- 
tional such  as  ge,  which  employs  80,000 
Europeans.  Monti  is  also  restricted  by 
the  size  of  his  antitrust  staff— about  500 
vs.  nearly  1,300  at  Justice  and  the  FTC. 
CEREBRAL.  But  the  cerebral,  unflappable 
Monti  is  no  pushover.  Last  year,  he  re- 
jected the  proposed  Volvo-Scania  merg- 
er— even  though  Swedish  Prime  Minis- 
ter Goran  Persson  visited  him  to  lobby 
for  the  deal.  And  the  Europeans  have 
proved  willing  to  anger  U.  S.  corporate 
giants.  In  1998,  Monti's  predecessor, 
Karel  Van  Miert,  forced  mci  Communi- 
cations and  WorldCom  to  divest  part  of 
their  Internet  backbone  operations. 

In  fact,  in  some  respects  Monti  has 
more  power  than  his  U.  S.  counterparts. 
He  can  stop  a  merger  without  going  to 
court.  He  can  also  rely  on  some  Euro- 


INTEL  After  winning 
a  package  of  minor 
restrictions  on  the 
company's  business 
practices  in  1999, 
the  FTC  dropped  its 
suit  against  the 
chipmaker.  Many 
observers  ques- 
tioned whether  the 
suit  should  have 
been  brought  at  all. 
But  the  EU  has 
recently  launched 
an  investigation  of 
its  own,  looking  into 
such  issues  as  the 
company's  market- 
ing subsidies. 

Data:  BusinessWeek 

pean  competition  laws  that  go  way  be- 
yond those  in  the  U.S.  Under  a  con- 
cept known  as  "collective  dominance," 
for  instance,  EU  trustbusters  can  stop  a 
merger  that  would  cause  an  industry 
with  five  players  to  shrink  to  four — a 
competitive  scenario  that  U.  S.  antitrust 
law  generally  tolerates.  More  important, 
the  Europeans  are  learning  to  be  com- 
fortable with  antitrust  law  and  are  be- 
coming confident  about  enforcing  it. 

The  test  of  Europe's  resolve  could 
well  be  the  GE-Honeywell  merger.  The 
deal  appears  headed  for  approval  by  the 
Justice  Dept.  But  Monti  worries  that 
the  company  could  drive  rivals  out  of 
the  jet-engine  market  by  bundling  ge's 
products  with  avionics  gear  and  attrac- 
tive financing.  This  problem  could  be 
easily  remedied,  of  course,  if  the  compa- 
ny agrees  to  sell  some  key  aerospace 
units.  But  ge  says  that's  a  dealbreaker. 

So  the  stage  appears  to  be  set  for  a 
showdown — and  not  just  between  the 
Jack  Welch  and  Mario  Monti.  For  the 
first  time  ever,  there's  also  a  growing 
conflict  between  U.  S.  and  European  an- 
titrust policy.  That  could  lead  to  plenty 
of  transatlantic  fireworks  down  the  road. 

By  Mike  France  in  New  York,  with 
William  Echikson  in  Brussels  and 
Dan  Carney  in  Washington 


BusinessWeek  online 


For  an  interview  with  Monti,  please  go 

to  the  Apr.  30  issue  online  at 

www.businessweek.com. 
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THE  INTERNET 


TECH'S  CHEERLEADER 
WON'T  SAY  DIE 

Analyst  Mary  Meeker  still  rates  Yahoo!  and  others  a  "buy" 


The  news  came  down  at  5  p.m.  on 
Apr.  11,  and  it  was  ugly.  Yahoo! 
Inc.,  one  of  the  bluebloods  of  the 
Web,  reported  that  its  revenues  for  the 
first  quarter  had  dropped  a  sickening 
22%,  and  it  had  suffered  a  loss  due  to 
the  collapse  of  dot-com  advertising.  The 
company  would  have  to  fire  420  people, 
its  first  layoff  ever.  Yahoo's  stock  closed 
that  day  at  a  measly  $15  a  share — down 
94%  from  its  all-time  peak  of  $237.  Of 


the  33  analysts  who  cover  the  stock,  24 
rated  it  a  sell  or  hold. 

Not  Mary  Meeker.  Morgan  Stanley 
Dean  Witter's  Net  analyst  is  stubbornly 
sticking  with  a  buy  rating.  Her  ratio- 
nale: With  the  price  so  low,  this  is  no 
time  to  sell.  "If  we  believe  in  the  busi- 
ness, the  last  thing  we're  going  to  do  is 
downgrade  it  at  the  bottom,"  she  says. 

At  least  she's  consistent.  Meeker  has 
been  Wall  Street's  No.  1  cheerleader 


DEJAVU? 

"It  was  friggin'  lonely"  whe 

she  stuck  by  AOL  in  '96,  toe   j 

3jnta 
for  the  Internet.  In  a  series   ifj 
reports  from  1995  to  1997, 
built  the  case  for  a  tech  revc 
tion  that  would  crush  the  pill 
of  the  media  and  retailing  Est    d 
lishments,  creating  a  new  wc    i  Uk 
order  dominated   by  dot-co:    tor 
She  helped  profitless  startups 
public,  counseled  CEOs  such 
Amazon.com  Inc.'s  Jeff  Bezos' 
strategy,  and  wrote  glowing  l   fej 
ommendations  of  her  picks.  1   m 
as  stocks  blasted  into  the  stra    j 
phere,  so  did  Meeker.  At 
peak  of  her  influence,  in  1999, 
had  requests  for  400  speaking 
gagements.  The  media  crow: 
her  Queen  of  the  Net. 
"CRAZY."     Now,    even    thoi 
Meeker's  reputation  has  crate 
along  with  the  stock  prices  of 
beloved  dot-coms,  she  refuses 
change  her  tune.  While  fori 
Net  drumbeaters  such  as  Lehr 
Brothers  Inc.'s  Holly  Becker     m« 
Merrill    Lynch    &    Co.'s    He   «,-, 
Blodget  have  downgraded  al    , 
their  pet  stocks,  Meeker  has  1 
ratings  not  only  on  Yahoo  but  ^ 
a  handful  of  other  Internet  w; 
ing   wounded — including    pr   Jj 
line.com.  "If  I  didn't  think  w 
being  crazy  like  foxes,  I'd  be  : 
bad  place  right  now,"  she  sayi 
Meeker  figures  she  has  b 
here  before.  Five  years  ago 
1996,  it  was  America  Online  Inc.  t 
seemed  to  be  on  the  ropes.  The  con 
nj^s  servers  were  crashing  like  kai 
pilots,  and  analysts  questioned  its 
counting  practices.  Most  analysts  al 
doned  AOL.  Meeker  recommended 
stock — even  after  AOL  revealed  tha 
would  write  off  $385  million  for  defei 
marketing  costs.  "It  was  friggin'  lon< 
she  recalls.  But  the  crowd  was  wn 
aol  Time  Warner  Inc.  has  emerged 
tan  of  American  industry.  If  an  inve 
took  Meeker's  advice  on  that  day 
bought  100  (split  adjusted)  AOL  sha 
that  $100  investment  would   now 
worth  $4,300. 

Meeker  is  betting  that  something 
that  could  happen  again.  And  sh 
working  hard  to  prove  it,  doing  evi 
thing  from  visiting  institutional  inves 
to  working  with  industry  people  to  f 
ion  a  promotional  effort  to  highlight  [ 
positive  aspects  of  the   Net.   "1    fe 

responsibility  to  this  thing  that 

played  a  role  in  creating,"  she  says. 


■  iil-a 
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:  Pepsi  and  Kleenex,  she  argues.  Ulti- 
W  tely,  she  says,  dot-coms  should  be 
2  to  cash  in  on  their  vast  audiences. 
:FF  UPPER  LIP.  Meeker  has  been 
-'  >ng  before,  though.  Even  when  it  be- 
i  le  clear  in  1999  that  Net  companies 
•e  frightfully  overvalued,  Meeker  kept 
•  s  on  most  of  the  companies  she  cov- 
Priceline,  for  instance,  topped  out 
160  in  April,  1999,  and  is  now  selling 
•|  I.  Nine  of  the  21  Net  companies  she 
m  recommended  are  now  trading  (or 
*  "e  sold)  below  their  ipo  prices.  While 
f  <  i  investors  lost  more  than  $2.5  trillion 
Het  paper,  insiders  say  Meeker  collected 
ali  I  ions  in  bonuses.  Her  major  error  was 
'  seeing  that  the  tech  correction  she 
predicted  would  wound  the  Web's 
pes  along  with  me-too  dot-coms. 
Iritics  say  Meeker  is  emblematic  of 
it's  wrong  with  Wall  Street.  Morgan 
nley,  like  most  major  researchers, 
'  handles  public  offerings  for  com- 
ies.  "These  analysts  are  hustling  for 
erwriting  fees,  and  yet  they're  sup- 
ed  to  be  making  objective  calls  for 


. 


investors,"  says  Jay  Ritter,  a  finance 
professor  at  the  University  of  Florida. 
"Meeker  and  others  made  bullish  calls 
even  when  stock  prices  were  unjustifi- 
able. It  goes  down  in  history  as  an  in- 
credible embarrassment  to  the  invest- 
ment-banking industry."  Meeker  denies 
pandering  to  clients. 

Will  she  be  able  to  salvage  her  repu- 
tation? It  seems  unlikely  that  she  will 
resume  her  reign  as  queen  of  anything 
in  the  near  future.  "You  can  be  in  the 
penalty  box  for  a  very  long  time,"  says 
Michael  Kwatinetz,  a  former  tech  ana- 
lyst at  Credit  Suisse  First  Boston  who 
is  now  a  venture  capitalist. 

Meeker,  41,  is  clearly  anguished  by 
her  travails.  One  New  York  columnist 
even  called  her  "demented."  During  in- 


CONFLICT? 


Overnight,  Meeker  became  the  Net's 
biggest  advocate.  "She  said  from  the 
very  beginning  that  the  Web  would  be 
a  mass  medium  and  that  people  would 
pay  for  it,"  says  Netscape  co-founder 
Marc  Andreessen. 

Meeker  put  in  80-to-  100-hour  work- 
weeks— a  relentless  schedule  that  re- 
quired three  personal  assistants.  All 
that  hustling  paid  off.  In  1996,  Morgan's 
West  Coast  investment-banking  team, 
lead  by  the  legendary  Frank  Quattrone, 
quit  as  a  group.  Meeker  took  Quat- 
trone's  place  as  the  firm's  star  player, 
thanks  to  her  tireless  networking  with 
industry  luminaries  and  her  series  of 
reports  that  sized  up  Net  retailing  and 
advertising  businesses.  "Mary's  very  op- 
portunistic," says  George  Kelly,  the 


"These  analysts  are  hustling  for 
underwriting  fees,"  says  a  finance  professor,  "yet 
they're  supposed  to  be  making  objective  calls" 


terviews  for  this  profile,  she  frequently 
launched  into  long,  impassioned  de- 
fenses of  her  stance  on  the  Internet. 
Once,  after  a  can  of  Coke  fizzed  over 
when  she  opened  it,  she  joked  edgily: 
"Even  my  soda's  nervous."  Still,  she 
keeps  a  stiff  upper  lip.  "She's  not  emo- 
tional. She  doesn't  cry,"  says  her  older 
brother,  Dick  Meeker. 

She  has  invested  a  tremendous 
amount  of  energy  in  turning  the  Net 
into  a  very  big  thing.  When  Meeker 
landed  in  New  York  as  a  stock  ana- 
lyst in  1986,  she  fretted  that  she  had 
missed  out  on  the  PC  industry's  go-go 
years.  So  she  found  her  own  revolu- 
tion. In  1994,  Netscape  Communica- 
tions Corp.  turned  the  computing  world 
upside-down  with  its  Web  browser. 


firm's  networking  analyst.  "She  became 
the  face  of  Morgan  Stanley." 

That's  less  true  now.  Meeker  has 
been  keeping  her  head  down  as  she 
churns  out  her  new  Net  reports.  Reas- 
sured that  growth  is  still  strong,  she 
thinks  the  Net  is  still  in  the  early  stages 
of  adoption.  She  believes  the  ultimate  e- 
commerce  winners  will  be  those  that 
forge  relationships  with  consumers  yet 
leave  inventory  ownership  to  others. 

Meeker  is  in  a  hurry  to  get  this  peri- 
od behind  her.  But  some  people  aren't 
ready  to  let  Net  analysts  off  the  hook. 
"They  haven't  been  properly  punished," 
says  a  Wall  Street  headhunted  With  the 
way  the  Nasdaq  has  been  behaving, 
more  punishment  may  be  on  the  way. 
By  Steve  Hamm  in  New  York 
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How  Meeker's  Calls  Rate 


Her  stock-picking  has  been  mixed.  Among  the  21  Net  stocks  she  has  recommended,  nine  are  trading  below 
their  IPO  prices — or  were  acquired  at  less  than  their  IPO  price.  Here's  a  sampling  of  her  picks: 


L  TIME  WARNER 
IAZ0N.COM 
K JEEVES 
AY 
I  ICELINE.COM 


IPO 
PRICE* 

PRICE 

MEEKER'S 
RATING 

MORGAN 
IPO 

$.09 

$43 

Strong  buy 

No 

1.50 

14 

Outperform 

No 

14 

1 

Neutral 

Yes 

3 

40.75 

Outperform 

No 

16 

3.5 

Outperform 

Yes 

:1  ,. 

Ijusted  for  splits 


COMMENTS 

With  AOL's  purchase  of  Time  Warner,  Meeker's  long-held  faith  in 
the  No.l  consumer  online  service  paid  off. 

Other  analysts  believe  Amazon  is  headed  for  a  cash  crunch,  but  Meeker 
thinks  the  cyberstore  can  persevere. 

Meeker  downgraded  the  search  engine,  but  only  after  it  warned  of 
disappointing  earnings  in  December. 

Meeker  scrambled  to  cover  the  online  auction  leader  on  the  day  it  went 
public  after  Morgan  missed  handling  its  1998  IPO. 

The  name-your-price  travel  site  botched  its  expansion.  Meeker  concedes 
she  misjudged  the  size  of  the  market. 

Data:  Thomson  Financial  Securities,  Bloomberg  Financial  Markets,  BusinessWeek 
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WHICH    IS   WHY 

we  just  call  it 
BLACK   ROCKET: 


Don't  let  the  catchy  name  fool  you. 
Genuity's  Black  Rocket"  is  a  revolu- 
tionary eBusiness  Network  Platform 
that  combines  critical  network 
services  with  our  own  high-speed, 
Tier  1 ,  fiber-optic  global 
network  into  a  single, 
secure,  scalable  founda- 
tion on  which  to  run  your 
applications.  It  integrates 
Managed  Hosting,  Access, 
Transport  and  Security  in  one 
ready-to-launch  package. 
Reducing  the  complexity, 
time  and  cost  of  building 
and  deploying  your  eBusiness. 

But  if  you  checked  out  the 
schematic  to  the  left,  you  already 
know  that. 

Genuity's  Black  RockeC"  also 
gives  you  single-source  accounta- 
bility. Once  your  eBusiness  is  up 
and  running,  Black  Rockei"  provides 
a  secure,  managed  and  resilient 


Black  Rocket"" 

is  Genuity's 

eBusiness 

Network  Platform. 


environment  with  24/7  technical 
support  and  proactive  monitoring 
in  Genuity's  state-of-the-art  Network 
Operations  Center.  All  backed  by  a 
comprehensive  Service  Level  Agree- 
ment assuring  uptime. 

Of  course,  there  are 
some  things  you  can't  see 
in  a  schematic.  Like  our 
"Rocket  Engineers"  who 
can  provide  a  strategic 
plan  for  launching  your 
eBusiness  initiatives,  so 
that  your  project  runs 
smoothly  from  the  start. 
And  by  partnering  with  industry 
powerhouses  for  best-of-breed 
applications,  systems  integration 
and  technologies,  Genuity™  can 
deliver  turnkey  managed  solutions 
to  meet  your  needs. 

Put  this  kind  of  thinking  to  work 
on  your  eBusiness.  Visit  genuity.com/ 
blackrocket  or  call  1-800-GENUITY. 


A    BRIEF 
HISTORY 


® 


In  1969,  BBN 
was  hired  by  the  U.S. 

government  to 
develop  the  ARPAnet, 

the  forerunner 

of  the  Internet. 


In  1997,  BBN  was 

acquired  by  GTE,  the 

company  that  created 

our  high-speed, 

17,500-mile,  Tier  1, 

fiber-optic  network. 

GENU  TY 

In  2000,  GTE 

Internetworking  became 

an  independent 

company,  renaming 

itself  Genuity. 

Today,  we  offer  a  vast 

array  of  managed 

Internet  services, 

including  Black  Rockei. 


GENUITY 


Information  Tech 


INTERVIEWS 


THE  COMPANY 
IS  NOT  THE  STOCK' 

Amazon's  Jeff  Bezos  sees  a  pro  forma  profit  this  year 


On  Apr.  11,  as  part  of  Business 
Week's  continuing  "Captains  of  In- 
dustry" series  at  the  92nd  Street 
Y  in  New  York,  Amazon.com  Inc. 
ceo  Jeffrey  P.  Bezos  sat  down  with  Ed- 
itor-in-Chief Stephen  B.  Shepard  to  talk 
about  Amazon's  prospects.  Here  are 
some  excerpts: 

Did  you  originally  think  of  Amazon  as 
just  selling  books? 

It  really  was  just  books.  Startups 
need  to  be  laser-focused.  You  have  these 
initial,  precious  resources,  and  they  are 
so  very  finite  that  you  need  to  be  very 
focused.  Amazon.com  was  started  with  a 
few  hundred  thousand  dollars,  most  of 


which  came  from  my  parents — always  a 
good  source  of  angel  investment  capital. 


The  ultimate  patient  investor. 

That's  right.  I  told  them  there  was  a 
70%  chance  they  would  lose  their  in- 
vestment.   I    really   wanted       runrrmmc 
them  to  know  that  because  I       CAPIAIIMS 
wanted  in  be  able  to  go  home      ■■^FTSfl 
for      Thanksgiving.      So      it       ||imiCTDV 
worked    out    very   well    for      1 11 II L  91  It  I 
them,  which  I  am  extraordi- 
narily happy  about. 


IN  CHAPTER  ONE:    "We  followed  thi 
strategy  of 'Get  big  fast,"'  says  Be\ 

optimistic  about  is  our  electronics 
ness.  There  are  just  a  lot  of  econj 
advantages  to  selling  electronics  or 
We  have  the  selection  advantage — 2 
items  in  our  store,  compared  with  al 
5,000  in  a  big  electronics  superstoi 
think  a  lot  of  categories — even  some  | 
initially  failed,  like  furniture  and 
will  come  back. 

Are  some  of  these  higher-margin 
nesses  than  books  and  music? 

It  depends.  If  you're  looking  at 
dollar  profit  per  item,  the  answer  is| 
This  gets  frequently  misunderstood 
pecially  in  the  electronics  category, 
say  you're  talking  about  a  $300  dil 
camera.  That  may  have  a  10%  or  | 
gross  margin,  but  that's  still  $30  or 
gross  profit.  It  costs  us  about  the  sa 
receive,  stow,  pick,  sort,  pack,  and  si 
digital  camera  as  it  does  a  book.  So 
camera  can  be  much  more  profitably 
though  the  gross  margins  are  lower 

You  have  a  good  partnership  with 
'R'  Us  Inc.  Will  you  look  for  other  I 
partnerships,    beyond   what   you\ 
nounced  today  with  Borders  Group 

Yeah,  I  think  there  is  an  opportij 
there.  One  of  the  things  that  we've 
over  the  last  six  years  is  build  a 
form.  We  wanted  to  make  the  Wet 
very  easy  to  use.  We  wanted  the  dl 
bution  centers  to  work  reliably! 
wanted  customer  service  to  work| 
ably.  All  of  this  stuff  together  ma 
very  good  at  e-commerce  and,  I  t 
widely  recognized  as  the  best  poi 
online  shopping  experience. 

What  we're  finding  is  that  there 
lot  of  physical-world  companies,  To; 
Us  and  Borders  being  the  first  tw< 
amples,  that  have  found  it's  very  di 
to  do  a  good  job  online.  They 
teamed  up  with  us  so  that  they  can 
on  their  in-store  experience,  whicl 
very  difficult  business  in  its  own 
By  partnering  with  us,  they  can  h 
top,  A-plus  quality  offering  for  the: 
line  customers.  We  do  all  of  the  shi 
and  fulfillment.  We  do  all  the  ph 
handling  of  the  merchan 


You've  branched  out  to  a  lot  of  products. 
What  sells  well  on  the  Web? 

One  of  the  categories  that  I'm  very 


Why  not  let  them  do 
bncks-and-mortar  pa rt 
you  do  the  virtual  part? 
What  we're  finding  is 
the  bricks-and-mortar  companies 
know  how  to  do  the  back-end  pa 
the  business  because  it's  complete]; 
ferent.  As  far  as  we  know,  we're 
only  company  that    has  a  dislrib 
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Global  Trading  Web 


X 


e-marketplace 


SINGLE  E-MARKETPLACE  IS  GOOD  FOR  BUSINESS,  SEVERAL  HUNDRED  ARE  EVEN  BETTER. 


n  network  ol 
together  into  on< 


COMMERCE  <^ 
ONE/ 


Information  Technology 


network  that  ships  millions  of  different 
items  to  millions  of  different  customers. 
If  you  look  at  the  distribution  center 
network  of  a  leading  retailer  like  Toys 
'R'  Us,  it's  built  to  ship  cartons  of  prod- 
uct to  stores,  not  single  items  to  cus- 
tomers. It's  a  completely  different  thing. 


Would  you  consider  being  the  user  in 
terface  for  a  bricks -and-mortar  compa 
ny  that  would  handle  the  back  end? 
Sure.  The  way  we  look  at  this 
platform  is  that  it's  assembled  from  a 
number  of  pieces.  There  is  the  Web 
site,  which  has  personalization  and 
one-click  shopping  and  search  tech- 
nology. All  the  things  that  are  de- 
signed to  make  it  easy.  There  is  cus- 
tomer service  and  fulfillment.  There  is 
access  to  Amazon.com's  customer 
base.  I  suspect  that  different  part- 
ners will  want  to  assemble  an  offer- 
ing out  of  different  pieces.  We're  ag- 
nostic about  that  as  long  as  it's  good 
for  the  partner,  good  for  us,  and 
great  for  the  customer. 


good  news  today  because  Moody's  In- 
vestors Service,  the  credit  rating  agency, 
came  out  and  said  that  they  were  mov- 
ing us  from  a  "stable"  to  a  "positive," 
and  said  that  by  their  analysis  we  have 
at  least  18  to  24  months  of  cash. 

What  has  to  change  for  you  to  start 
making  money? 

Most  of  the  change  that  we're  dri- 


Cumulatively,  you've  lost  a  fair 
amount  of  money.  When  will  Ama- 
zon start  making  money? 

As  a  first  step,  we  would  like  to 
have  a  pro  forma  operating  profit  this 
fourth  quarter.  For  five  years,  we've 
declined  to  even  answer  that  ques- 
tion. The  reason  was  we  didn't  feel  we 

had  enough  visibility  to  responsibly     .  .   T       c\r\r\/\  ±i  ±_        1 

answer  it.  Now  we  feel  we  do.  We    II  III  2000,  aS  the  SlOCK  WaS 
just  had  five  quarters  of  progress  in.  ..  ,        *  c\/\         •  i  i  • 

busting,  we  had  20  million 


year  ago,  that  was  16%  of  sales  in 
'99.  In  Q4  of  2000,  that  was  about  13 
of  sales.  So  we  got  about  250  b 
points,  2.5%  in  that  area.  Over  the  1 
term  that  can  be  in  the  high  single 
its.  But  there  is  just  a  tremend 
amount  of  work  to  do  there. 

Your  stock  price  went  from  $113  \ 
low  of  about  $8.  You're  up  to  about 
now.  How  do  investors  value  a  c 
pany  like  Amazon? 

The  only  way  that  I  know  ho\ 
think  about  Amazon.com  is  in 
very  long  term.  The  sector  that" 
are  in  is  highly  volatile.  The  st 
actually  traded  below  its  IPO  p 
for  a  while.   So  you  could   h 
bought,  at  the  time  of  our  IPO,  A 
zon  stock  for  roughly  $1.25.  It's 
by  a  factor  of  seven  or  eight 
today,  which  over  three  and  a 
years  is  not  a  bad  return.  The  ] 
pie  who  bought  and  held  from 
ipo  may  curse  themselves  for 
selling  at  $100,  but  this  is,  in  m 
cases,  their  best  investment  eve 
I  have  long  warned  individual 
vestors — I  started  doing  this 
years  or  so  ago — to  stay  away 
Amazon.com    and    other    Inte: 
stocks;  not  because  of  the  abso| 
price   levels,   but   because   of 
volatility.  They  are  not  individual 
vestor  stocks.  They  are  not  "slee 
night"  stocks. 


some  important  operational  metrics. 


Explain  what  you  mean  by  pro  for 
ma.  That's  not  the  same  as  net  in- 
come, which  is  the  traditional  measure. 
The  difference  is  a  bunch  of  noncash 
charges  that  primarily  relate  to  goodwill 
of  acquisitions,  investments  that  didn't 
work  out  and  we  wrote  it  down. 

Can  you  talk  about  net  income? 

No.  We're  making  a  very  precise  pre- 
diction and  there  is  a  lot  of  work  to 
make  that.  It's  not  a  slam  dunk. 

You  still  have  to  finance  the  debt.  Will 
you  need  additional  financing? 

We  don't  think  so.  If  we  were  to  do  a 
financing,  it  would  be  for  strategic  flex- 
ibility or  to  strengthen  the  balance 
sheet.  But  for  operating  reasons,  we 
don't  need  it.  We  ended  2000  with  about 
$1.1  billion  in  cash.  In  the  year  2001, 
we  expect  to  use  about  $200  million  in 
cash,  and  so  we'll  end  the  year  with 
about  $900  million  in  cash.  So  we're 
very  comfortable  with  our  cash  posi- 
tion. In  fact,  we  had  a  great  piece  of 


What  have  you  learned  from  | 
dot-com  crash? 

The  company  is  not  the  stock. 
CUStOmerS  "         -  JEFFREY  BEZOS    clearest  way  I  can  describe  it  is 

back  in  the  year  1999,  when  the  si 


ving  is  in  operating  efficiencies.  If  you 
look  at  what  we  did  over  the  last  five 
years,  we  followed  the  strategy  of  "Get 
big  fast."  That  was  a  really  important 
thing  to  do.  It  worked. 

It  was  only  WA  years  ago — at  the  time 
of  our  initial  public  offering — that  we 
had  annualized  sales  of  about  $60  million 
a  year.  When  you  have  sales  of  $60  mil- 
lion a  year,  if  you  can  get  a  1%  operat- 
ing efficiency,  that  will  net  you  over  the 
course  of  the  year  1%  of  $60  million, 
which  is  about  $600,000.  That's  not  very 
much  money.  Really,  what  you  should  be 
doing  is  trying  to  build  a  company  of 
the  scale  where  1%  matters.  We  are 
now  clearly  at  that  point.  With  $2.7  bil- 
lion in  sales,  1%  is  no  longer  $600,000. 
It's  $27  million.  These  are  big  numbers. 

So  we've  got  tons  of  headroom  in  op- 
erating positioning.  For  example,  we 
have  fulfillment  expense,  which  is  the 
distribution  centers,  the  customer  ser- 
vice centers,  credit  card  expense.  A 


market  was  booming  and  Amazon  sj 
prices  were  booming,  we  had  abouj 
million  customers  buy  from  us  in 
year.  In  2000,  when  the  stock  was  bus! 
we  had  about  20  million  customers  buj 
from  us.  So  if  the  stock  is  the  comj 
somebody  forgot  to  tell  the  customer 

Is  running  Amazon  as  much  fun 
used  to  be? 

The  truth  is  yes.  Sure  I  like  b 
the  poster  child  instead  of  the  pir 
little  bit  more.  But  I'm  a  change  ju: 
I  love  the  rate  of  change.  I  love  tht 
tellectual  challenge  of  what  we're 
ing.  I  love  the  people  I  work  with, 
not  like  me  against  the  world.  W 
got  a  big  team  of  people.  It's  fun 


BusinessWeek  online 


For  a  full  video  interview 

with  Jeff  Bezos,  go  to 

www.businessweek.com/mediacenter/J 
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;sWeek  Awards 


to  the  Winners  of  the  Sixteenth  Annual 
BusinessWeek  Awards  for  Excellence 
in  Corporate  Advertising. 


M 


The  readers  of  BusinessWeek  have  recognized 
thirteen  distinguished  advertisers  for  creating  the 
best-remembered  corporate  campaigns  of  2000. 

The  winners  were  determined  based  on  2000 
advertising  readership  scores  compiled  for  Busi- 
nessWeek by  Roper  Starch,  an  independent 
research  firm  and  the  acknowledged  readership 
measurement  standard  for  the  print  industry. 

BusinessWeek  is  proud  to  recognize  these 
companies  for  excellence  in  corporate  advertising 
and  award  them  with  a  symbol  of  excellence,  the 
Steuben  crystal  eagle. 

Representative  ads  of  the  winning  campaigns  are 
shown  on  the  following  pages. 


Agilent  Technologies,  Inc. 

Edward  (Ned)  Barnholt  I  Pre 


MCCANN-ERICKSON  WORLDWIDE  |  NEW  YORK,  NY 


fiMiir.i 


resident  and  CEO 


RANCE 


•  ftgnifcAnt  ROt    Whether  «"»  » 
corporate  or  financial  client  w* 
orovtfft  a  competitive  edge  m  the 
investment  arena  to  help  them 
reitta*  Uwr  return  In  one  instance. 
we  devt-toped  ■  structurs  that  not 
only    •ccomplished    our   clients 
sconomca,  but  was  a  benefit  ui  the 
MterMMH  That  closed  the  deal" 

For  Mfifl  services 

the  answer  is  the  people 

DtloiRe 

of  Oelortte  6  Touche                                                                      USsJHe  .,,*,/,«*. 

Deloitte  &  Touche 

Bill  Parrett  |  President  and  Managing  Partner 

KEILER  &  COMPANY  |  FARMINGTON,  CT 


MCCANN-ERICKSON  FRANKFURT  |  FRANKFURT,  GERMANY 


Dmittcho  Bonk 


cP - 


Fujitsu 


IHf     M  II  I  I  I  I  ITI  El     HE     I  I  f  II  11  f 

www.  (u|rtsu.com 


Naoyuki  Akikusa  |  President  and  CEO 


ASIAN  ADVERTISERS  |  TOKYO,  JAPAN 
BOZELL  GROUP  |  MINNEAPOLIS/NEW  YORK 


Lucent  Technologies 

Henry  B.  Schacht  |  Chairman  and  Chief  Executive 


MCCANN-ERICKSON  WORLDWIDE  |  NEW  YORK,  NY 


The  Timken  Company 

W.R.  Timken,  Jr.  |  Chairman  and  CEO 


WYSE  ADVERTISING  |  CLEVELAND,  OH 


There  are  problems  hidden  i  n  tiese  numbers  that  can  be  cverccme 
through  insights  gained  on  EnefgyNewsLwe.com.  Edna" 

Dissect  commodities  Demystify  rfereyulalion  Uncover  mergers 
It's  a  live  stream  of  energy  news  you  can  use,  right  on  your 
desktop.  From  the  only  realtime  energy  network  It's 
lor  everyone  Just  everyone  in  energy. 


Williams 


Williams 

Keith  E.  Bailey  |  Chairman,  President  and  Chief  Executive  Officer 


Agilent  Technologies,  Inc. 

Andersen  Consulting 

Compaq  Computer  Corporation 

Compuware  Corporation 

Fujitsu  Ltd. 

Lucent  Technologies 

Phillips  Petroleum  Company 

Quantum  Corporation 

Shell  International 

Siemens  Corporation 

Sun  Microsystems 

The  Timken  Company 

Toyota  Motor  North  America,  Inc 

Williams 


Andersen  Consulting 

BP  Amoco  Chemicals 

Compuware  Corporation 

Fairchild  Aerospace 

Fujitsu  Ltd. 

IBM 

Lucent  Technologies 

Network  Associates,  Inc. 

Siemens  Corporation 

The  Timken  Company 

Toyota  Motor  North  America  Inc. 

Williams 


Amoco  Chemicals 

Andersen  Consulting 

Digital  Equipment 

Fujitsu  Ltd. 

Hoechst  AG 

Lucent  Technologies 

Merrill  Lynch  &  Co. 

Microsoft  Corporation 

Siemens  Corporation 

Sun  Microsystems,  Inc. 

3M 

The  Timken  Company 

Toyota  Motor  North  America,  Inc. 
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Andersen  Consul 

Digital  Equipment 

Fujitsu  Ltd. 

Hewlett-Packard 

Hoechst  AG 
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Merrill  Lynch  &  C< 

Siemens  Corpora 

Sprint 

Texas  Instruments 
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ARMACEUTICALS 


HATS  A  FAIR  PRICE 
OR  DRUGS? 


the  U.S.  pays  too  much  for  its  medicine.  But  don't  blame  it  all  on  drugmakers 


■r 


i  the  past  few  months,  drugmakers 
ike  Merck  &  Co.  and  Abbott  Labora- 
ories  Inc.  have  slashed  prices  for  anti- 
irv  drugs  in  AlDS-ravaged  Africa.  In- 
i  of  charging  $10,000  to  $15,000  per 

as  in  the  U.S.,  they  will  sell  their 
icines  for  as  little  as  $600  a  year, 
fiis  dramatic  move  gets  drugmak- 
)ff  the  hot  seat.  No  longer  can  they 
ccused  of  raking  in  billions  in  profits 
e  ignoring  the  suffering  and  deaths 
lillions.  But  the  result  will  be  a 
k  difference  in  prices,  which  will 
•  the  perennial  question  of  why  drug 
;s  are  so  high  in  the  U.  S.  compared 

the  rest  of  the  world.  "The  hu- 
itarian  effort  could  come  back  and 
ihem  in  the  eye,"  says  Nancy  Myers, 
or  research  analyst  at  Lehman 
hers  Inc. 

ae  deep  discounts  raise  other  issues 
ell.  All  along,  drugmakers  have  said 

need  high  prices  to  pay  the  steep 


REMEDY  NEEDED 


cost  of  research  and  devel- 
opment. But  do  they  really? 
If  they  can  sell  aids  drugs   R&D  COSts  may  be 
or  other  medicines  for  pen-   higher  than  they 

*$£  %  R!11  Jt  ^Mca-0"at  need  to  be.  Stronger 

60%  of  the  U.  S.  price  in  Eu- 
rope— doesn't  that  undercut   market  torces 
the  R&D  argument?  Would  help  bring 

The  industry's  critics  think  them  down 
so.  Public  Citizen  notes  that 
the  11  biggest  drugmakers  raked  in  $28 
billion  in  profits  last  year — and  for  eight 
of  them,  profits  were  higher  than  R&D 
spending.  "They  don't  have  to  make  that 
money  in  order  to  do  R&D,"  says  Abbey 
S.  Meyers,  president  of  the  National  Or- 
ganization for  Rare  Disorders.  "That's 
the  excuse  they've  been  using  for 
years — and  no  one  believes  it  anymore." 

So  who's  right?  There's  no  simple  an- 
swer. But  here's  a  step-by-step  journey 
through  the  thicket  of  arguments  sur- 
rounding drug  prices: 


Should  drugmakers  offer 
deep  discounts  to  develop- 
ing nations? 

Unequivocally,  yes — and 
not  just  for  humanitarian 
reasons.  "The  economic  the- 
ory and  evidence  is  clear: 
Differential  pricing  can  ben- 
efit consumers  in  low-income 
countries  without  harming — 
and  perhaps  even  benefit- 
ing— consumers  in  high-in- 
come countries,"  observes 
Dr.  Jonathan  D.  Quick,  di- 
rector of  essential  drugs  and 
medicines     policy     at     the 
World  Health  Organization. 
Here's  why.  Most  drugs 
SSHB   cost  only  pennies  per  pill  to 
*  make.  Selling  them  cheaply 
to  poor  nations  therefore 
costs  drugmakers  nothing — 
Sk     and  can  even  bring  in  profits 
Bral   that  help  support  new  r&d. 
WM  "It's  win-win.  Drugmakers 
I  would  be  doing  good  in  the 
world,  creating  markets — 
and  making  marginal  prof- 
its,"    explains     Barry     R. 
Bloom,  dean  of  the  Harvard 
School  of  Public  Health. 


O.K.,  but  does  this  mean 
Americans  are  shouldering 
the  burden  of  paying  for 
R&D  through  high  prices? 

Yes.  And  Americans  may 
actually  be  paying  a  bit  too 
much — as  we'll  see  below. 
But  at  the  same  time,  the  U.S.  gets 
the  benefits.  Even  at  today's  prices,  with 
the  nation's  total  pharmaceutical  bill 
soaring  from  $51  billion  in  1993  to  a 
projected  $136  billion  in  2001,  there  are 
plenty  of  economists  who  consider  drugs 
a  bargain.  Cholesterol-lowering  drugs 
such  as  Merck  &  Co.'s  Zocor  or  Pfizer 
Inc.'s  Lipitor,  for  instance,  can  prevent 
heart  disease,  saving  big  bucks  on 
surgery  and  hospitalizations.  "We  should 
be  happy  that  pharmaceuticals  are  the 
fastest-growing  component  of  the  health- 
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care  budget,  because  it  means  that  oth- 
er components  aren't  growing  as  fast 
as  they  otherwise  would,"  says  phar- 
maceutical economist  Eugene  Mick  Ko- 
lassa  at  the  University  of  Mississippi. 

Is  expensive  R&D  the  determining  fac- 
tor in  drug  pricing? 

Contrary  to  industry's  claims,  not  re- 
ally. The  way  a  drug's  price  is  set  has 
little  or  nothing  to  do  with  how  much 
that  drug  costs  to  develop.  In- 
stead, pharmaceuticals  are  just 
like  any  other  product:  Compa- 
nies charge  what  the  market  will 
bear.  An  improved  version  of 
heparin,  a  blood  thinner  used  to 
prevent  clots  during  procedures 
such  as  hip  surgery,  saves  an  av- 
erage of  $200  in  medical  costs 
each  time  it's  used.  So  compa- 
nies charge  100  times  more  than 
they  did  for  the  original  hep- 
arin— and  still  produce  overall 
health-care  savings. 

Setting  prices  on  considera- 
tions such  as  these  is  just  Eco- 
nomics 101  for  drugmakers.  Con- 
tends Stanford  health-care 
economist  Dr.  Alan  M.  Garber: 
"It  would  be  unfair  to  portray 
them  as  greedy  or  irresponsible  if 
they  charge  what  they  can  get." 


In  this  context,  are  prices  really 
too  high  in  the  U.S.? 

Yes,  many  economists  say — and 
they  blame  our  health-care  sys- 
tem. In  short,  it's  not  a  free  mar- 
ket. Among  purchasers,  there's  lit- 
tle competition  that  would  exert 
downward  pressures  on  prices. 
And  under  most  insurance 
schemes,  neither  doctors  nor  con- 
sumers have  incentives  to  seek 
out  and  buy  the  drugs  that  offer 
the  best  value.  "Resources  are 
best  allocated  when  markets  de- 
termine the  price,  based  on  value 
to  consumers,"  says  Joseph  A.  Di- 
Masi,  director  of  economic  analysis 
at  the  Tufts  University  Center  for 
the  Study  of  Drug  Development. 
"We're  a  good  distance  from  that." 

High  prices  do  mean  that  compa- 
nies can  do  more  R&D.  But  how 
much  does  R&D  really  cost? 

Industry  likes  to  claim  that  drug 
development  takes  a  dozen  years 
and  costs  up  to  $500  million.  The 
number  originally  comes  from  a 
1991  study  in  which  DiMasi  and 
colleagues  collected  data  from  12 
pharmaceutical  companies  on  93 
d nigs.  They  concluded  that  the  to- 
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tal  average  cost  was  $231  million  in  1987 
dollars.  DiMasi  now  puts  the  price  tag  at 
$318  million  in  1999  dollars,  while  others 
argue  that  since  clinical  trials  have  be- 
come more  complex  and  expensive,  the 
actual  cost  must  be  closer  to  the  cited 
$500  million. 

In  fact,  the  amount  spent  on  each 
drug  is  a  fraction  of  that  amount. 
About  half  of  the  $300  million  to  $500 
million  is  what  companies  could  have 
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A  LONG  ROAD 

The  path  from  spotting  an 
interesting  gene  target  to 
getting  a  drug  on  the  market 
can  take  a  dozen  years.  So 
half  of  the  average  estimat- 
ed $300  million  to  $500  mil- 
lion R&D  "cost"  per  drug  is 
simply  opportunities  lost  to 
invest  the  money  elsewhere. 

EXTENSIVE  TESTS 

Companies  must  test 
thousands  of  compounds  on 
cells  to  spot  a  few  with  the 
desired  effects — and  many 
of  those  will  be  toxic. 
Speeding  this  process, 
however,  could  dramatically 
reduce  R&D  costs  by  cutting 
development  time. 

earned  with  the  money  by  investi 
elsewhere — the  so-called  opport 
cost.  And  since  only  about  one  i 
drugs  tested  in  human  trials  mak 
to  the  market,  more  than  half  o 
rest  is  the  cost  of  all  the  failed 
jects.  As  a  result,  cutting  either 
time  to  market  or  the  failure  rate 
dramatically  reduce  total  R&D  cost, 
timately,  if  drug  prices  did  come  d 
companies  would  have  no  choice 
to  get  smarter  about  then 
search.  After  all,  their  verj 
ture  depends  on  being  abl 
produce  a  steady  stream  of 
drugs. 


- 

HUMAN  SURPRISES 

Only  about  one  in  10  drugs 
promising  enough  to  test  in 
humans  is  safe  and  effective 
enough  to  make  it  to 
market.  Since  the  failures 
eat  up  roughly  half  of  direct 
R&D  expenditures,  cutting 
the  failure  rate  would  also 
slash  overall  costs. 

CHEAP  PILLS 


Many  drugs  cost  just  a  few 
cents  per  pill  to  make.  So  in 
theory,  drugmakers  should 
be  able  to  boost  production 
and  sell  on  the  cheap  to 
developing  nations  without 
threatening  future 
research — and  still  make 
marginal  profits. 
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How  can  the  U.S.  get  price 
that  are  appropriate? 

Not  with  price  controls, 
stead,  the  nation  needs  to  lei 
market  work  better.  How? 
freeing  up  big  purchasers  tc 
gotiate  discounts  irrespecth 
the  prices  the  government  j 
Consumers  and  doctors  also 
to  be  made  aware  of  the  rel 
costs  and  benefits  of  indivi 
drugs.  If  consumers  had  to 
more  out  of  pocket  for  exper 
drugs,  many  would  opt  for  cl 
er  but  still  effective  alternat 
As  for  Americans  who  can' 
ford  drugs,  the  solution  is  r 
insurance  coverage. 

And  what's  the  right  policy 
the  Third  World? 

Washington  and  drugma 
need  to  embrace  the  idea  of 
ferent  prices  in  different  c 
tries,  as  long  as  those  prices 
based  on  ability  to  pay.  Ther 
sobering  lesson  from  recent 
tory.  In  the  late  1980s,  U.  S. 
cine  makers  were  bashed 
Congress  at  the  first  sign 
they  might  cost  more  in 
U.S.  than  elsewhere.  In  the 
they  stopped  selling  vaccine 
developing  countries.  Euroj 
stepped  into  the  breach  and 
over  the  markets.  Indeed, 
right  approach  is  not  to  com 
that  Americans  are  paying 
much  but  to  figure  out  waj 
get  more  drugs  to  more  pt 
around  the  world — at  prices 
can  afford.  Moving  beyon< 
knee-jerk  reaction  thai  An 
cans  are  being  gouged  if  ot 
can  buy  drugs  more  ch« 
would  be  a  major  step  low; 
healthier  world  for  everyonj 
By  John  C 
iii  Washin 
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Developments  to  Watch 


BY  PETTI  FONG 


INNOVATIONS 


■  Hepatitis  C  is  notoriously 
easy  to  catch.  The  virus, 
which  leads  to  chronic  liver 
disease,  may  be  transmitted 
sexually  or  passed  on  by 
shared  razors,  needles,  and 
even  toothbrushes.  Now,  doc- 
tors suspect  another  common 
route:  getting  a  tattoo.  Re- 
searchers at  the  University 
of  Texas  Southwestern  Med- 
ical Center  at  Dallas  found 
that  people  with  tattoos  were 
nine  times  more  likely  to  be 
infected  with  hepatitis  C  than 
people  without  tattoos.  Of  the 
626  patients  studied,  few  of 
those  who  had  tattoos  and 
hep  C  were  likely  candidates 
for  other  modes  of  transmis- 
sion— leading  scientists  to 
pinpoint  infected  needles  as 
the  cause  of  the  illness. 

■  A  tropical  grass  called  mis- 
canthus,  similar  in  appear- 
ance to  bamboo,  may  soon  be 


lending  its  strength  to  biode- 
gradeable  plastics  used  in  car 
parts,  says  University  of 
Warwick  materials  professor 
Nick  J.  Tucker.  The  hardy 
grass,  which  requires  little 
maintenance,  can  grow  up  to 
nine  feet  tall  in  temperate  cli- 
mates. Best  of  all,  when  it  is 
time  to  put  a  car  out  to  pas- 
ture, parts  made  from  this 
grass  could  be  composted. 
There  is  just  one  hurdle, 
Tucker  says:  Designing  bio- 
degradable parts  that  are 
safe  and  can  absorb  signifi- 
cant impact.  The  researchers 
also  hope  to  put  the  grass  in 
hoard  products,  paper  pulp, 
compressed  fuel  briquettes, 
garden  candles,  and  even 
soaps. 
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GUESS  WHAT'S 
THE  NEW  BUZZ 
IN  HEARING  AIDS 

THE  ORMIA  OCHRACEA  FLY  IS 
a  supercritter  when  it  comes 
to  hearing.  Most  flies  have  no 
sense  of  hearing  at  all,  but 
this  one  can  home  in  on  the 
sound  of  a  chirping  cricket  to 
within  two  degrees — a  feat 
unmatched  even  by  humans. 
Now  that  knowledge  is  be- 
ing studied  for  use  in  a  new 
generation  of  supersensitive 
hearing  aids. 

Humans  locate 
the  sources  of 
sounds  by  using 
"phase  cues" — 
sensing,  for  ex- 
ample, that  the 
source  is  on  the 
right  because 
the  sound  reaches 
the  right  ear  first. 
Ormia  does  the  same 
thing.  And  it's  a  remarkable 
feat,  considering  that  the  dis- 
tance between  its  ears  is  only 
half  a  millimeter.  At  that 
scale,  say  scientists  at  the 
University  of  Toronto  and 
Cornell  University,  the  phase 
difference  between  the  two 
ears  would  normally  be  con- 
sidered too  small  to  provide 
clues  on  direction. 

Not  anymore.  In  a  report 
in  the  Apr.  5  issue  of  Nature, 


the  scientists  describe  the 
Ormia7?,  amazing  ability  and 
its  high-tech  implications. 
Placing  flies  on  a  treadmill 
made  from  a  Ping-Pong  ball, 
they  played  cricket  record- 
ings from  various  directions, 
and  followed  the  flies'  move- 
ments with  a  computer.  To 
the  surprise  of  the  re- 
searchers, the  flies  closely 
tracked  the  sound,  automati- 
cally changing  direction  to 
match  the  chirping  source. 

According  to  Andrew  C. 
Mason,  the  University  of 
Toronto  researcher 
who  led  the  study, 
the  Ormia's  ears 
function  precise- 
ly the  way  an 
ideal  hearing  aid 
should,  gauging 
the  phase  shift 
between  the 
ears,  and  using 
the  molecular  equiv- 
alent of  a  directional 
mike  to  filter  out  background 
noise. 

The  team  now  aims  to  de- 
velop a  prototype  hearing  aid 
that  imitates  the  fly's  ears. 
They  plan  to  build  the 
world's  smallest  directional 
mike — roughly  one-third  the 
size  of  today's  tiniest  de- 
vices— and  fit  it  into  an  in- 
the-ear  hearing  aid.  The  de- 
vice could  be  on  the  market 
in  less  than  five  years. 


A  GREENER  WAY  TO  PACK  THAT  BURGER 

THE  CLAMSHELL  CONTAINERS  THAT  HOLD  BURGERS  AND 
other  fast-food  sandwiches  continue  to  evolve.  First 
came  foamed-plastic  containers  that  were  puffed  up  us- 
ing chlorofluorocarbon  gas.  Decidedly  un-green.  Card- 
board versions  have  also  made  an  appearance,  but  they 
are  expensive  to  produce  and  don't  keep  food  warm  for 
long.  Now,  scientists  at  the  U.  S.  Agriculture  Dept.  are 
designing  biodegradable  clamshells  made  from  wheat. 
Fiber  from  the  stalk  provides  insulation,  and  starch 
from  the  kernel  holds  the  composite  together. 

Manufacturers  already  produce  environmentally 
friendly  clamshells  from  potato  starch.  But  usda  re- 
searchers claim  there  aren't  enough  spuds  in  North 
America  to  satisfy  the  fast-food  industry's  demand. 
Wheat-based  containers  could  fill  the  bill  since  the  U.S. 
cranks  out  more  than  30  million  tons  of  wheat  each 
year,  much  of  which  is  either  burned  or  plowed  under. 
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FUEL 
ON  THE 
COB 

RESEARCH   OVER 

the    last    couple 
of     decades     has 
shown    that    veg- 
etable oil,  with  very 
minor  modifications, 
can  serve  as  diesel  fuel 
in  cars,  lubricating  oil 
in    engines,    and    even 
heating  oil  for  homes 
Both  corn  and  soybean 
oil      produce      fewer 
fumes  than  petroleum- 
based   fuels   and   are   ! 
environmentally  friend 
extract.  One  problem:  Af 
rent  prices,  vegetable  oil 
two  to  three  times  mor 
pensive  than  petroleui 
discovery    by    Iowa 
University  scientists 
change  all  that,  howeve 
lowing  biologists  to  eng 
plants  that  produce  far 
oil  than  today's  crops. 

Corn  and  soybeans, 
most  plants,  naturally  g 
ate  oil  as  they  grow.  To 
plants  to  pump  out  moi 
per  bushel  of  seed,  sciei 
need  to  know  which 
control  the  process.  By 
secutively  knocking  out 
candidate  gene  and 
measuring  the  effect 
production,  the  Iowa 
was  able  to  identify  a 
player,  which  codes  for  i 
cific  cellular  enzyme  i 
pyruvate  dehydroge 
Their  results  are  summi 
in  a  recent  issue  of 
Physiology. 

The  scientists  next  ho 
engineer  a  corn  strain 
produces  higher  leve 
pyruvate  dehydrogenase 
as  a  result,  more  oil 
the  line  is  creating  an  ei 
source  we  control," 
David  .J.  Oliver,  botanjj 
lessor  and  one  of  the  st 
authors.  "We  can  al 
t'niw    our  own  corn,  e\ 

we  canned  pump  our  owi 
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^^^^j  or  decades,  California  has  been 

^^         M  one  of  the  great  global  beacons 

f     A      M    of  opportunity.  It  is  a  destina- 

m      f     m       tion,  a  place  where  people  from 

^^S      a         around  the  world  can  come  to 

^W^     break  into  Hollywood,  to  push 

M  out  the  frontiers  of  technology,  to 

~  make  hay  while  the  sun  shines. 

But  these  days,  the  Golden  State's  prospects  seem 

to  be  getting  dimmer  and  dimmer.  Silicon  Valley, 

the  state's  technological  and  economic  driving 

force,  is  plunging  headlong  into  a  devastating  tech 

slump,  with  one-time  juggernaut  Cisco  Systems 

Inc.  predicting  Apr.  16  that  its  revenue  this  quarter 


would  fall  a  shocking  30%  from  the  previous  quarter. 
CEO  John  Chambers:  "This  may  be  the  fastest  any  indu 
our  size  has  ever  decelerated."  Indeed,  a  slowdown  in  ca 
spending — which  is  hitting  Silicon  Valley  particularly  ha 
was  the  prime  factor  cited  by  the  Federal  Reserve  on  Ap 
when  it  cut  short-term  rates  by  half  a  percent. 

The  Valley's  slowdown  is  just  one  part  of  California's  v 
as  a  state  known  for  earthquakes,  mud  slides,  and  b 
fires  is  getting  hit  this  time  by  man-made  disasters, 
state  is  mired  in  an  electricity  crisis  that  has  already  top 
its  biggest  utility.  On  Apr.  6,  Pacific  Gas  &  Electric  Co. 
Chapter  11  in  federal  bankruptcy  court,  saying  it  couldn't 
its  bills  when  wholesale  electricity  prices  skyrocketed.  A 
economies  are  slowing,  so  there's  less  trade  for  the 
that's  the  gateway  to  the  Pacific.  Possible  strikes  by  H 
wood  writers  in  May  and  actors  in  July  threaten  to  ur 
mine  California's  other  signature  industry,  entertainmei; 

And  festering  long-term  problems  that  had  been  cov 
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battered  on  all  sides. 
Silicon  Valley  is  sliding. 
The  electrical  grid  is  a  mess. 

Are  California's  woes  a  sign 
of  things  to  come  for  the 

rest  of  the  country? 
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over  by  the  economic  boom  are  sud- 
denly being  laid  bare.  The  state's 
once-cherished  public  education  sys- 
tem has  been  in  decline  for  years. 
Meanwhile,  inadequate  water  sup- 
plies, overcrowded  roads,  and  a 
shortage  of  affordable  housing 
threaten  to  choke  off  growth.  California's  government,  seen 
by  much  of  the  country  as  too  populist  and  too  avant-garde, 
seems  ineffective  in  dealing  with  problems  like  the  energy 
crisis.  The  upshot:  possibly  long-lasting  damage  to  California's 
economic  competitiveness. 

When  California  slumps,  the  whole  nation  feels  the  pain.  By 
itself,  California  accounts  for  14%  of  the  U.  S.  economy,  as  big 
as  the  22  smallest  states  combined.  More  important,  California 
has  been  one  of  the  key  driving  forces  for  the  national  econ- 
omy in  recent  years.  In  fact,  California  generated  a  full  25%  of 
the  entire  nation's  job  growth  over  the  past  year.  With  income 
growth  strong,  34  million  Californians  have  helped  prop  up  the 
national  economy  by  buying  dishwashers  from  Kentucky,  cars 
from  Michigan,  and  maple  syrup  from  Vermont. 

The  blow  from  a  steep  California  downturn  would  be  not 
only  financial  but  psychological.  Silicon  Valley's  entrepre- 
neurial culture,  images  of  overnight  wealth,  and  free-spending 
ways  have  inspired  businesspeople  from  Bombay  to  Zurich. 
Now,  the  latest  incarnation  of  the  California  dream  appears  to 
be  evaporating  at  Internet  speed.  "In  the  last  half  of  the 
1990s,  California — Northern  California  in  particular — was  the 
world's  greatest  emerging  market,"  says  Edward  Learner, 
director  of  the  University  of  California  at  Los  Angeles  An- 
derson Graduate  School  of  Management's  highly  regarded 
economic  forecasting  unit,  which  predicts  scant  1%  growth  for 
the  rest  of  2001.  "It  was  the  Wild  Wild  West  all  over  again. 
Now  we  are  seeing  a  fundamental  change  in  lifestyle.  The 
gas-guzzling  suvs  will  be  abandoned  by  the  side  of  the  road. 
Web-site  designers  will  see  their  families  again.  There's  no 
longer  this  mad  dash  to  have  first-mover  advantage." 
And  the  great  California  job  engine?  "It's  over,"  he  says. 
To  be  sure,  many  economists  are  more  optimistic  about 
the  Golden  State's  future.  For  instance,  Economy.com  Inc.,  a 
West  Chester  (Pa.)-based  forecaster,  predicts  that  the  state's 
growth — nearly  zero  in  the  first  quarter — will  pick  up  to  2% 
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Economists  fear 
that  another  long, 
protracted  slowdown 
in  the  Golden  State 
could  act  as  a  drag 
on  growth  in  the 
nation  as  a  whole 
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annually    in    the    second 
quarter,  3.9%  in  the  third, 
and  a  booming  4.9%  in 
the    fourth.    Steven    G. 
Cochrane,    the    Econo- 
my.com  senior  economist 
who  follows  California, 
expects  Silicon  Valley  to 
rebound  as  soon  as  ex- 
cess tech  inventories  are 
worked    off.    And    he 
thinks  the  state  econo- 
my will  be  buoyed  by 
construction  of  housing 
to  meet  years  of  pent- 
up  demand.  Says  Coch- 
rane:   "Although    it's 
slowing   at   the   high 
end,  demand  for  mod- 
erate-size   houses    is 
very,    very    strong." 
The    state    reported 
Apr.    13   that   state- 
wide payrolls  hit  an 
all-time    high    in 
March.  Said  Gover- 
nor Gray  Davis  in  an 
interview  with  Busi- 
nessWeek on  Apr.  10:  "Growth 

is  slowing,  but  we  will  continue  to  grow  and  continu 
contribute  to  America's  productivity  and  growth." 
HUNKERING  DOWN.  Still,  consumer  demand  for  housing 
other  goods  could  dry  up  quickly  if  people  start  to  v 
about  losing  their  jobs.  Growth  in  Santa  Clara  Countj 
heart  of  Silicon  Valley,  has  already  stopped  in  its  tr 
The  San  Jose  area  unemployment  rate,  while  still  low,  rei 
2.2%  in  March,  up  from  1.3%  in  December.  Meanwhile, 
panies  across  the  state  are  reducing  overtime  hours 
temps — a  prelude  to  cuts  in  full-time  workers. 

The  roster  of  California  companies  that  have  annoi 
major  layoffs  in  recent  weeks  reads  like  a  Who's  Wl 
job  creators:  Cisco  Systems,  Intel,  Walt  Disney,  Hev 
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I  the  brokerage  firm,  rolled 

.salaries  and  cut  jobs.  Last  year, 

Sornia  came  in  fourth  among  the  states  in  the  number  of 

8b  announced,  after  Illinois,  Michigan,  and  New  York,  ac- 

ing  to  outplacement  firm  Challenger.  Gray  &  Christmas 

This  year,  it  shot  up  to  first  place,  with  more  layoffs  an- 

iced  in  the  first  three  months  than  in  all  of  2000. 

jeh  of  those  pink  slips  has  a  ripple  effect.  Just  a  year  ago, 

gar-old  Todd  Sotkiewicz  was  feeling  flush  with  a  pile  of 

ntially  valuable  stock  options  in  an  Internet  startup 


YET  ANOTHER        called  Bigwords.com  that  sold  college 
BLACKOUT  IN        textbooks  over  the  Web.  Sotkiewicz 
SAN  FRANCISO      worked  in  a  converted  warehouse  in 
San  Francisco's  trendy  South  of  Market 
area.  While  his  colleagues  bounced  the  company's  trade- 
mark bright  orange  balls  around  the  office,  Sotkiewicz 
strategized  with  Bigwords'  25-year-old  founder. 

The  fun  ended  when  Bigwords  went  bust  in  October. 
Todd's  wife,  Mary  Margaret,  got  laid  off  last  year,  too.  Her 
employer,  Rice-A-Roni  (the  San  Francisco  treat!),  relocated  to 
Chicago  in  a  cost-cutting  move.  Todd  recently  found  a  new  job 
at  an  Internet  marketing  firm,  Ebates.com,  but  the  family  is 
hunkering  down  just  the  same.  "We  have  stopped  the  home  re- 
modeling," he  says.  "I  fired  the  gardener,  closed  the  lease  out 
on  a  car,  and  we  are  driving  to  Portland  for  the  next  vacation, 
instead  of  flying.  I  think  the  effects  of  the  dot-com  bust  are  just 
beginning."  Further  down  the  economic  ladder,  Yeny  Saavedra, 
a  24-year-old  Mexican  immigrant,  has  been  laid  off  twice  this 
year  from  minimum-wage  jobs  in  Los  Angeles  sewing  shops. 
Says  Saavedra:  "Every  place  I  go,  they  tell  me  it's  slow." 
And  the  electricity  problem  won't  be  solved  anytime  soon 
either.  Four  blackouts  early  this  year  cost  the  state's  busi- 
nesses more  than  $1  billion  in  lost  production,  according 
to  the  Los  Angeles  County  Economic  Development 
Corp.  State  officials  fear  34  days  of  rolling  blackouts 
this  summer  if  Californians  don't  cut  power  consump- 
tion. Stanford  University  economist  Frank  Wolak  says 
California  could  spend  up  to  $70  billion  for  electricity 
this  year,  up  from  $7  billion  in  1999.  The  Federal  Re- 
serve Bank  of  San  Francisco  estimates  that  the  40%  rate 
hikes  announced  in  March,  combined  with  higher  natural- 
gas  prices,  will  cost  the  average  family  $750  a  year.  The 
rate  increase  was  designed  to  slow  consumption  and  thus 
prevent  blackouts,  but  those  benefits  will  come  at  a  price. 
FREE  FLASHLIGHTS.  Other  states  such  as  Arizona,  New  Mex- 
ico, and  Texas  are  exploiting  California's  energy  woes  by 
stepping  up  business-recruitment  efforts  that  had  slowed 
during  California's  go-go  years  of  the  late  1990s.  Tennessee 
mailed  flashlights  to  California  executives.  "If  the  power  cri- 
sis lasts  much  longer  than  a  year,  it  gets  burned  into  the  psy- 
ches of  corporate  executives  who  are  making  long-term  ex- 
pansion decisions,"  says  Philip  J.  Romero,  dean  of  the 
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University  of  Oregon's  Lundquist 
College  of  Business  and  former  chief 
economist  to  Davis'  Republican  pre- 
decessor as  governor,  Pete  Wilson. 
Says  Romero:  "California  will  live 
with  the  consequences  for  five  years 
or  more.  That's  exactly  what  we 
went  through  in  the  early  1990s." 

More  and  more  companies  are  contemplating  following  the 
lead  of  such  outfits  as  Grundfos  Pumps  Corp.,  the  subsidiary 
of  a  Danish  maker  of  pumps  for  the  water  industry.  Fed  up 
with  long  travel  times  to  visit  customers  in  the  Midwest 
and  a  shortage  of  skilled  labor,  Victor  Lukic,  the  manager  of 
the  company's  100-person  U.S.  headquarters  in  Fresno,  de- 
cided he  would  move  the  offices  to  Kansas  City,  Kan.  The 
only  question,  he  said,  was  when  to  leave.  Then,  last  fall,  the 
energy  crisis  hit.  On  the  day  in  February  when  the  papers  ar- 
rived to  change  his  company's  state  of  incorporation,  the 
lights  went  out  in  Lukic's  California  office.  "It  certainly  made 
me  feel  better  about  my  decision  to  move,"  he  says. 

Intel  Corp.  hasn't  located  a  chip 
plant  in  California  since  1988  and 
says  it  doesn't  plan  to  ever  again. 
In  January,  Gap  Inc.  announced  a 
300-person  corporate  relocation 
to  New  Mexico.  E*Trade  Group 
Inc.  chose  to  locate  a  major  tech- 
nology center  in  Atlanta  instead 
of  California.  Says  James  C.  Mor- 
gan, chairman  and  ceo  of  Applied 
Materials  Inc.  of  Santa  Clara,  the 
world's  largest  maker  of  wafer- 
fabrication  machines  for  chipmak- 
ers:  "California  needs  to  deal  with 

its  infrastructure  issues It's  a 

great  place  to  develop  products. 
You  just  need  to  manufacture 
someplace  else." 

Before  the  energy  crisis,  Califor- 
nia lawmakers  were  dreaming  up 
ways  to  spend  a  projected  $6  billion 
state  budget  surplus.  But  purchases 
of  power  on  behalf  of  the  crippled 
investor-owned  utilities  has  eaten  up 
two-thirds  of  that  surplus  in  just  the 
first  three  months  of  this  year.  Bond 
rater  Standard  &  Poor's  Corp.,  like 
BusinessWeek  a  division  of  The  Mc- 
Graw-Hill Companies  Inc.,  has  warned 
the  state  of  a  possible  downgrade  in 
its  credit  rating.  Surcharges  on  customers'  bills  to  repay  the 
state,  coupled  with  long-term  power-purchasing  contracts  that 
the  state  is  entering,  could  saddle  consumers  with  high  electric 
bills  for  years  to  come.  Says  Wilson,  the  former  governor: 
"The  energy  crisis  has  become  a  financial  crisis." 
CLASSROOM  RATS.  Expenditures  on  electricity  are  mounting 
even  as  the  state's  sources  of  revenue  begin  to  stumble. 
Over  the  past  few  years,  state  coffers  have  swelled  along  with 
the  high-tech  stock  portfolios  of  its  residents.  Taxes  paid  on 
capital  gains  and  stock  option-related  income  now  make  up  an 
incredible  21%  of  California's  general  fund  revenues,  up  from 
less  than  5%  five  years  ago.  This  year,  that  income  has  begun 
to  disappoint.  In  February  and  March,  personal  income  taxes 
came  in  14%  under  forecast.  Another  important  source  of  rev- 
enues, sales  taxes,  came  in  6%  under  plan. 

Less  money  coming  in  the  door  means  less  money  for 
schools,  streets,  and  hospitals.  California's  public  schools  have 
gradually  deteriorated  since  1978,  the  year  of  Proposition 
13,  which  limited  the  local  property  taxes  that  are  the  pri- 

114  BusinessWeek  /  April  30,  200] 


mary  funding  source  for  schools.  Last  year,  Professor 
Blasi  at  UCLA  outlined  the  horrendous  nature  of  the  schoc 
a  report  that  included  tales  of  thousands  of  "tempor 
classrooms  besieged  by  rats,  strange  toxic  spores,  and  st 
heat.  During  his  campaign,  Davis,  a  Democrat,  said  educ 
would  be  his  first,  second,  and  third  priorities.  Last  year, 
with  cash,  he  authorized  $1.8  billion  in  additional  school  ] 
ing,  on  top  of  the  state's  $41  billion  budget.  That  may 
happen  again.  "The  electricity  crisis  is  just  killing  us," 
Wayne  Johnson,  president  of  the  California 
Teachers  Assn. 

More  and  more,  observers  are 
blaming  a  lack  of  leadership.  "The 
governor  and  legislature  look  like 
the     gang    who     can't     shoot 
straight,"  says  Peter  Navarro,  a 
professor  of  economics  and  pub- 
lic policy  at  the  University  of 
California  at  Irvine.  Republi- 


FIVE  CLASSES  AT 
R0SEM0NT  GRADE 
SCHOOL  MUST  SHARE 
THE  AUDITORIUM 


cans  point  the  finger  at  Davis,  a 
mer  aide  to  Governor  Jerry  Brown  who  served  previous 
the  state's  controller  and  lieutenant  governor.  Opponent 
he  failed  to  recognize  the  utility  crisis  when  it  first  sh 
its  face  last  May  in  San  Diego.  At  the  time,  they  sa 
turned  aside  pleas  from  Republican  leaders  for  a  sj: 
session  on  utilities.  Then,  Davis  argued  for  months  th 
would  not  raise  rates.  When  state  regulators  finally  di 
he  distanced  himself  from  their  decision,  only  to  agree 
them  a  week  later.  But  Davis  doesn't  accept  the  critici 
and  has  raised  more  than  $27  million  for  a  reelection 
In  a  rousing  speech  to  the  state  Democratic  conventi 
Anaheim  in  March,  he  put  the  blame  squarely  on  thi 
publicans  who  passed  and  implemented  utility  deregul 
before  he  arrived.  Says  Davis:  "The  Republicans  who 
so  enamored  with  deregulation  five  years  ago  have  be 
even  more  enamored  with  criticizing  me  as  I  try  to  clei 
their  mess." 

As  politicians  fight,  the  state's  troubles  mount.  rl 
with  Asia,  one  of  the  unsung  heroes  of  the  state's  grow 
the  past  decade,  is  sinking.  Alter  years  of  explosive  gig 
exports  from  the  ports  of  Los  Angeles  and  Long 
slid  1%  in  the  flrsl  three  months  of  this  year.  The  ted 
gy  investment  boom  had  been  a  key  source  of  grout 
Asian  "tiger"  nations  such  as  Singapore  and  Malaysia,  s 
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effects  of  the  slowdown  will  spiral 
downward  on  both  sides  of  the 
Pacific.  "Asia  is  twice  as  impor- 
tant to  California  as  it  is  to  the 
rest  of  the  country,"  notes  Ross 
DeVol,  a  researcher  at  the  Milken 
Institute,  a  Santa  Monica  think 
tank.  "It's  50%  of  our  exports." 

Two  sectors  of  the  California  economy  that  were  major 
causes  of  the  1991-93  recession — real  estate  and  banking — are 
also  showing  signs  of  slowdown.  For  the  first  two  months  of 
the  year,  the  average  home  price  in  the  state  declined  0.2%, 
to  $245,000.  Sales  of  existing  homes  slid  13%  in  February, 
while  the  time  it  would  take  to  sell  the  number  of  homes  on 
the  market  at  the  current  sales  rate  lengthened  from  4.3 
months  to  5.1  months,  according  to  the  California  Association 
of  Realtors.  The  national  figure:  3.6  months. 

Silicon  Valley  remains  the  nation's  most  expensive  housing 
market,  but  the  average  cost  of  a  home  in  the  Valley  slid  4% 
between  January  and  February,  to  $555,000.  Economists  say 
that  may  be  only  the  beginning.  "Five  years  ago,  the  average 
differential  between  a  Northern  California  home  and  a  South- 
ern California  home  was  $75,000.  Today,  it's  $250,000,"  notes 
ucla's  Learner.  He  says  Northern  California  home  prices 
have  a  lot  further  to  fall,  and  as  they  do,  the  evaporation  of 
wealth  will  take  a  toll  on  consumer  spending.  Says  Learner: 
"That's  a  recipe  for  a  long,  slow  recession." 

Across  the  state,  office  vacancy  rates  edged  up  to  9.8%  in 
the  first  quarter,  from  8.2%  in  the  fourth  quarter  of  last 
year,  according  to  CoStar  Group  Inc.,  a  real-estate  research 
firm  in  Bethesda,  Md.  San  Francisco  Treasurer  Susan  Leal 
says  she  is  noticing  a  slowdown  across  the  board  in  real  es- 
tate taxes,  parking,  and  hotel  fees.  Mayor  Willie  Brown  has 
advised  city  employees  that  there  will  be  no  budget  hikes 
this  year. 

Past-due  loans  at  California  banks  increased  only  modest- 
ly in  the  fourth  quarter  of  last  year,  from  1.4%  to  1.8%.  But 
bankers  aren't  congratulating  themselves.  "Banks  will  continue 
to  experience  credit  problems,"  says  Joseph  Otting,  head  of 
commercial  lending  at  San  Francisco's  UnionBanCal  Corp.  "I 
suspect  we  are  in  the  bottom  of  the  first  inning." 

Threatened  Hollywood  strikes  by  writers  and  actors  would 
be  a  horror  show.  Writ- 
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ers  are  demanding  an  increase  in 
residuals,  primarily  for  television 
shows  on  cable  and  in  foreign  mar- 
kets. "We're  looking  at  this  whole 
thing  with  disgust,"  says  ilber-talent  manager  Michael  ( 
REVERSE  OKIES?  According  to  the  Entertainment  Ind 
Development  Corp.,  which  issues  permits  for  film,  TV 
commercial  production  in  Los  Angeles,  Hollywood  em 
(directly  or  indirectly,  as  in  florists  and  lumber  comp, 
some  296,000  people  and  accounted  for  nearly  $34  billi 
spending  statewide  last  year.  It  says  a  strike  would  mea; 
loss  of  some  $50  million  a  day  to  the  county  economy 
Hollywood  has  been  working  overtime  to  stockpile  TV  s 
and  films.  If  the  strike  fizzles  out,  there  is  likely  to  be 
pacity  glut  in  Hollywood  much  like  the  one  in  Silicon  V 
"From  what  I  hear,  it's  going  to  be  like  The  Grapes  of  \ 
in  reverse,"  says  My  Dog  Skip  screenwriter  Gail  Gilch 
"The  Joads  are  gonna  pile  up  their  stuff  on  the  car  ar 
back  to  Oklahoma." 

To  see  California's  woes  in  microcosm,  visit  Conexant 
terns  Inc.  of  Newport  Beach,  in  Orange  Co 
south  of  Los  Angeles.  For  a  while  after  its  sp 
from  Rockwell  International  Corp.  in  early 
the  company's  revenues  grew  at  a  30%-plus 
Employees  worked  in  buildings  with  names 
Everest  and  K-2,  suggesting  towering  heights 
scaled.  Conexant's  stock  surged  from  $5  a  shi 
$125  as  orders  poured  in  for  its  high-spee 
ternet-access  chips. 

These  days,  Conexant  is  seeing  revenue  d© 
of  as  much  as  50%  in  some  of  its  key  marke' 
eluding  Asia.  In  March,  Chief  Executive  Dwig 
Decker  laid  off  1,500  of  his  8,800  employees, 
isn't  like  other  semiconductor  cycles,"  Decker 
"This  is  a  broad  technology  downturn.  Oui 
tomers  are  seeing  equipment  they  sold  last 
back  on  the  market.  There's  15  pages  of 
routers  selling  on  eBay  for  \W  <>n  the  d 
Meanwhile,  the  electricity  crisis  is  farcing  C 
ant  to  consider  shelling  out  much-needed 
backup  diesel  generators. 

California's  long-term  future  may  wi 
bright.  But  with  setbacks  like  the  power 
the  tech  slump,  and  an   Asian  downtui 
Golden  Slate  is  in  for  8  long,  hot  snmm 
By   Christopher  Palmeri,   with   A'< 
Graver  in  Loa  Angeles,  Douglas  Robm 
Silicon  Valley,  and  inn-can  reports 
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FALLS  ACROSS  THE  VALLE) 

Companies  are  slashing  spending,  and  confidence  in  the  region  is  slippin; 


^^^  riving  around  Silicon  Valley,  you  would  hardly 

^^^Nf      guess  that  the  technology  economy  is  implod- 
^  /V    ing.  The  highways  are  still  jammed,  housing 
§      i  prices  are  still  outrageous,  and  the  Valley's 
M       M  unemployment  rate  was  just  2.2%  in  March,  by 
^v^^^  state  estimates.  Venture-capital  spending  in 
the  Valley,  though  slowing,  is  still  way  above  its  long-term  av- 
erage. Even  sales  of  fancy  cars  remain  strong.  Says  Ron 
Burton,  general  sales  manager  of  Carlsen  Motor  Cars  of 
Palo  Alto:  "We've  taken  over  60  orders  for  a  $400,000  Porsche 
Carrera  gt  that  they're  not  even  producing  yet.  Guys  are 
coming  here  and  giving  us  $10,000  deposits  just  in  case  they 
do  build  them." 

But  there  are  growing  fears  that  very  tough  times  lie 
ahead  for  Silicon  Valley,  a  region  whose  economic  output 
has  doubled  since  1990  and  now  tops  that  of  countries  such  as 
Hungary,  Ireland,  New  Zealand,  and  Portugal.  Despite  the  ap- 
parent prosperity,  the  global  slump  in  tech  demand  is  starting 
to  hit  home.  The  latest  sign:  the  Apr.  16  announcement  from 
Cisco  Systems  Inc.  in  San  Jose,  one  of  the  ruling  giants  of  Sil- 
icon Valley,  that  for  the  quarter  ending  Apr.  30  it  expects  a 
30%  decline  in  sales  from  the  previous  quarter.  And  there's 
probably  more  bad  news  to  come.  Says  Richard  C.  Carlson, 
chairman  of  Spectrum  Economics  Inc.,  an  economics  consult- 
ing firm  in  Palo  Alto:  "I  don't  think  we've  reached  the  bottom 
of  the  pit  of  gloom." 

The  plunge  in  tech  stock  is  already  chilling  confidence  in  a 
region  where  4  in  10  workers  get  part  of  their  pay  in  stock 
options — vs.  1  in  10  nationally.  People  who  used  tech  shares  as 
collateral  for  big  loans,  for  instance,  are  discovering  the  down- 
side of  leverage.  "In  the  next  six  months,  we'll  see  hundreds 
of  personal  bankruptcies,"  predicts  one  Valley  ceo  who  has 
suffered  big  losses  in  the  market.  "Your  banker,  who  used  to 
be  your  best  friend,  suddenly  sounds  like  Tony  Soprano." 
FOR  RENT.  Commercial  real  estate,  which  is  highly  sensitive  to 
expectations  for  growth,  is  also  marking  the  leading  edge  of  a 
slump.  Average  asking  prices  for  office  space  have  fallen  25% 
since  the  end  of  2000,  and  vacancies  have  doubled  from  3.4% 
to  6.8%  since  the  first  of  the  year,  according  to  Cornish  & 
Carey  Commercial/Oncor  International.  The  vacancy  rate  is  ex- 
pected to  climb  as  technology  giants  and  startups  alike  curtail 
or  scrap  aggressive  growth  plans.  For  example,  Internet  soft- 
ware developer  Inktomi  Corp.  is  building  a  380,000-square-foot 
operation  in  Foster  City.  But  the  company,  which  recently 
warned  of  layoff  and  earnings  shortfalls,  is  expected  to  try  to 
sublease  much  of  the  space  rather  than  occupy  it.  The  same 
goes  for  Excite@Home  and  BroadVision  Inc.,  which  have  col- 
lectively put  500,000  square  feet  of  space  back  on  the  market. 

Meanwhile,  the  San  Jose  area  unemployment  rate,  while 
still  only  2.2%,  is  up  substantially 
from  its  bottom  of  1.3%  in  Decem- 
ber, according  to  state  figures.  And 
it's  likely  to  keep  rising.  Companies 
that  spent  the  past  few  months 
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SLOWER  ECONOMIC 
GROWTH  OVERSEAS 
COULD  REALLY 
SOCK  THE  REGION 


working  off  their  backlogs  are  running  out  of  work.  Job 
appear  to  be  spreading  across  all  sectors  that  feed  off  the, 
economy,  from  investment  banking  to  software  to  publii 
lations.  Technology  investment  bank  Robertson  Stepi 
Inc.  laid  off  80  bankers  in  March.  "The  pie  is  getting  , 
smaller  pretty  quickly,"  says  Tracy  T.  Lefteroff  of  Pricew 
houseCoopers,  who  notes  that  his  office's  staff  tripled  ir 
past  18  months.  "Many  firms  won't  be  able  to  carry  the 
count  that  they  currently  have." 

Those  in  the  job  market  say  the  hunt  is  getting  touj 
When  Wells  Fargo  &  Co.  advertised  for  a  Web-developi 
job  last  October,  it  got  five  applicants.  When  it  posted  thi 
three  months  later,  it  received  100  resumes.  "In  terms  o 
number  of  opportunities  out  there,  they're  getting  sea 


VENTURE  CAPITALISTS 
STILL  LIKE  CALIFORNIA 
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Venture  capital  spending 
for  fourth  quarter  2000 
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SLIP  PARTIES  AREN'T  OASES      says  Gary  Gonzalez,  who 
OB-SEEKERS  THESE  DAYS  in  November  was  laid 

off  by  Net  marketing 
It  Vicinity  Corp.  and  landed  at  Oracle  Corp.  after  a 
-month  search. 

en  pink-slip  parties,  Silicon  Valley's  answer  to  job  fairs 
it-of-work  dot-commers,  aren't  bearing  much  fruit.  "It 
I  have  been  more  helpful  if  the  recruiters  I  spoke  to  [at 
arty]  weren't  working  for  companies  with  hiring  freezes," 
34-year-old  Mary  Moss,  laid  off  from  a  Net  company. 
uld  things  get  worse?  One  scary  scenario  would  be  a 
orary  drying  up  of  venture  capital — the 
y  that  seeds  the  region's  entrepre- 
al  zealots  and  is  essential  for  the 
wave  of  innovation  and  business 


development.  So  far,  vcs 
have  continued  to  pump 
money  into  startups  despite 
the  slowdown  and  the 
dearth  of  initial  public  of- 
ferings. In  the  final  three 
months  of  2000,  venture 
spending  in  the  Bay  Area, 
while  down  26%  from  the 
third  quarter,  was  still 
more  than  the  total  for 
1998,  says  researcher  Ven- 
tureOne  Corp.  That  has 
helped  keep  the  local  job 
market  relatively  strong.  If 
vcs  cut  back  on  funding 
startups  and  their  big 
ideas,  one  engine  that  could  keep  Silicon  Valley  afloat  would 
quickly  sputter  out. 

Equally  devastating  would  be  a  further  slowdown  in  foreign 
economic  growth.  Silicon  Valley  accounts  for  34%  of  California's 
nonagricultural  exports,  or  $35  billion,  says  Joint  Venture: 
Silicon  Valley  Network,  a  nonprofit  group  that  studies  the  re- 
gion. Cisco,  which  earns  half  of  its  revenue  outside  the  U.  S., 
warned  that  demand  is  softening  overseas.  "If  the  world  mar- 
kets decline  along  with  domestic  markets,  it's  a  worst-case 
scenario,"  says  Douglas  C.  Henton,  president  of  Collaborative 
Economics,  Palo  Alto  consultants.  "There's  no  way  the  Valley 
would  do  well.  The  export  factor  is  a  big  one." 
JUST  A  BLIP?  To  be  sure,  these  are  big  "ifs."  For  now, 
most  economists  and  Valley  veterans  believe  that  the  ap- 
proaching slump,  even  if  it's  bad,  won't  be  as  crip- 
pling as  those  of  the  early  1980s  and  early  1990s. 
Unemployment  rates  in  Santa  Clara  County  peaked 
at  9.7%  in  January,  1983,  and  7.4%  in  July,  1992.  In 
contrast,  says  Regis  McKenna,  a  Silicon  Valley 
marketing  legend:  "I  don't  think  this  will  be  re- 
membered as  more  than  a  blip  in  10  years." 
The  case  for  long-term  optimism  is  based  on  the 
region's  relentlessly  entrepreneurial  culture,  its  deep 
reservoir  of  human  capital,  the  diversity  of  technologies 
it  creates,  and  the  presence  of  so  much  hometown  fi- 
nancing power.  Of  the  $93  billion  in  venture  capital  raised 
nationally,  $39  billion,  or  42%,  was  raised  by  venture  in- 
vestors in  Northern  California,  according  to  researcher  Venture 
Economics.  When  times  get  tough,  venture  capitalists  tend  to 
invest  closer  to  home,  says  Geoffrey  Y.  Yang  of  Redpoint 
Ventures  in  Silicon  Valley.  Adds  Praveen  Madan,  a  senior 
principal  in  the  Santa  Clara  office  of  consulting  firm  A.T. 
Kearney  Inc.:  "The  talent  pool  is  significant,  and  the  network- 
ing here  is  critical." 

Many  Valley  veterans  would  even  welcome  a  mild  slow- 
down—which could  help  alleviate  traffic  and  bring  down 
housing  prices.  According  to  Joint  Venture,  just  16%  of  the 
homes  in  Silicon  Valley  are  affordable  for  workers  earning  the 
median  income  in  the  area,  down  from  31%  in  1999.  And 
30%  of  the  area's  freeways  rate  among  the  worst  in  the  na- 
tion in  terms  of  congestion.  Venture  capitalists  hope  they 
can  complete  more  deals  once  entrepreneurs  stop  holding 
out  for  unrealistically  high  valuations.  Some  people  argue 
that  the  slowdown  will  clear  out  the  mercenaries,  the  in- 
competent managers,  and  the  dumb  ideas.  "It's  a  classic  bub- 
ble," says  Henton,  of  Collaborative  Economics.  "The  economy 
should  never  have  sped  up  to  the  point  it  did." 

True  enough.  But  bubbles  don't  always  deflate  gently.  If 
this  one  pops  violently,  it  could  produce  devastation  far  worse 
than  what  most  of  Silicon  Valley,  for  now,  is  counting  on. 

By  Linda  Himelstein,  with  Douglas  Robson,  Peter  Bur- 
rows, and  Catherine  Ross,  in  Silicon  Valley 
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THE  LEGENDARY  FIVE  NINES.  99.999%  RELIA 


For  a  server  operating  system,  the  five  nines  are  a  measure  of  reliability  that  transla 
over  five  minutes  of  server  downtime  per  year*  For  your  business,  that  means  serv 
and  running  when  people  need  them.  Of  course,  rumors  of  this  99.999%  uptime  i 
under  ideal  lab  conditions.  But  where  are  these  five  nines  when  your  business  ne 
If  you're  using  Microsoft"  Windows"  2000  Server-based  solutions,  they  may  be  clos 
think.  Today  Starbucks,  FreeMarkets  and  MortgageRamp,  an  affiliate  of  GMAC  C 
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ilNGER  A  MERE  URBAN  LEGEND. 

J  ,  are  using  Windows  2000  Server-based  systems  designed  to  deliver  99.999%  server 
J  f  course,  not  all  installations  require  this  level  of  reliability,  but  one  thing  is  for  sure:  The 
2000  Server  family  can  help  you  get  to  the  level  of  reliability  you  need.  In  fact,  industry 
ie*ich  as  Compaq,  Dell,  Hewlett-Packard,  IBM,  Unisys,  Stratus  and  Motorola  Computer  Group 
lose  "vith  y°u  to  deliver  solutions  with  up  to  five  nines  uptime.  To  learn  more  about  server  solutions 
Jount  on,  visit  microsoft.com/windows2000/servers  Software  for  the  Agile  Business. 
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TROUBLE  ON 
THE  HOME  FRONT 


Borrowers  are  mortgaged 
to  the  hilt,  and  lenders  that 
have  been  offering  easy 
credit  may  be  out  on  a  limb 

Despite  a  booming  stock  market, 
falling  unemployment,  and  healthy 
wage  growth  throughout  the 
1990s,  homeowners  overwhelm- 
ingly opted  to  defer  paying  down  their 
mortgage  debt.  Instead,  they  consis- 
tently added  to  it,  driving  the  amount  of 
such  debt  outstanding  to  a  record 
$5.4  trillion.  One  in  every  four  home- 
owners has  a  second  mortgage.  And 
four  out  of  five  homeowners  who  refi- 
nanced last  year  opted  to  increase  the 
size  of  their  mortgages,  says  Freddie 
Mac. 

The  trend  shows  no  sign  of  slowing. 
Now,  most  banks  regularly  make  offers 
to  lend  up  to  100%  of  a  home's  value, 
and  borrowers  are  mortgaging  their 
homes  to  the  hilt.  They're  taking  out 
second  mortgages,  or  refinancing  their 
first  mortgages  into  larger  loans,  known 
as  "cash  out  refis"  in  record  numbers. 
Borrowers  use  the  cash  to  pay  bills, 
make  home  improvements,  or  even  take 
vacations.  The  Fed's  Apr.  18  rate  cut 
should  spawn  a  new  slew  of  refinanc- 
ings, and  lenders  expect  nearly  half  of 
these  to  be  "cash  out"  loans. 
"EXCESSIVE  RISKS."  The  result:  Ameri- 
can homeowners  are  sitting  on  the 
smallest  cushion  of  equity  they've  ever 
had — just  as  layoffs  begin  to  pump  up 
unemployment.  And  banks,  which  have 
increasingly  pushed  second-mortgage 
products  and  cash-out  refinancings  to  a 
wider  range  of  customers,  may  find 
themselves  vulnerable  if  home  juices 
start  to  fall  and  unemployment  contin- 
ues to  rise.  'A  not.  insignificant  portion 
of  these  loans  are  going  to  go  delin- 


quent, and  then  default,"  says  Mark  M. 
Zandi,  chief  economist  at  Economy.com 
Inc.  "The  problem  is,  we  haven't  seen 
the  dark  side  yet."  Adds  Gerard  S.  Cas- 
sidy,  a  bank  analyst  for  Tucker  Anthony 
Sutro  Capital  Markets:  "The  evidence 
from  Silicon  Valley  and  Washington 
(D.C.)  suggests  that  the  real  estate 
problems  for  banks  are  about  to  be- 
come severe." 

Already,  banks  have  ratcheted  up 
loan  loss  reserves  and  taken  billions  in 
writedowns  for  bad  commercial  loans. 
Now,  some  bankers  fear  the  same  prob- 
lems are  looming  for  banks'  consumer 
loan  portfolios,  the  bulk  of  which  are 
mortgage-related.  There's  no  doubt  that 
some  lenders  have  taken  "excessive 
risks,"  says  Richard  M.  Kovacevich,  CEO 
of  Wells  Fargo  &  Co.  "They  were  just 
assuming,  as  they  did  on  the  commercial 
side,  that  the  economy  was  going  to 
keep  going  up,  and  that's  not  true." 

Banks  have  plunged  into  making  sec- 
ond mortgages  and  home  loans  to  bor- 
rowers with  less-than-perfect  credit  to 
offset  shrinking  profits  on  plain-vanilla 
mortgages.  So  the  volume  of  such  loans 
has  more  than  tripled  to  $750  billion 
since  1993,  says  smr  Research.  The  un- 
precedented volume  and  leverage  means 
that  "there  are  sectors  and  customer 
segments  that  are  overextended,"  says 
John  Pownall,  finance  manager  in  Bank 
of  America's  mortgage  group. 

What  isn't  certain,  though,  is  where 
the  trouble  will  strike.  "Leverage  is 
only  a  problem  if  people  get  into  eco- 
nomic difficulty  and  home  prices  de- 
cline," says  David  Berson,  Fannie  Mae's 
chief  economist.  Banks  with  geograph- 
ically diverse  home  equity  and  mort- 
gage  portfolios  are  less  likely  to  fal- 
ter, as  home  prices  fluctuate  regionally, 
not  nationally. 

So  far,  bankers  say  they  aren't  wor- 
ried, even  if  home  prices  fall.  "Look  at 
past  cycles    property  deflation  does  not 


cause  people  to  stop  paying  on 
loans,  unemployment  does,"  says  I) 
Woo  Ho,  president  of  home-equity 
ing  for  Wells  Fargo.  The  San  Frai 
bank  made  $18.4  billion  in  home-e 
loans  last  year,  up  4095  from  L999K 
Second  mortgages,  of  course, 
been  around  for  decades.  But  W 
new  is  the  speed  with  which  hank 
now  make  them.  Many  lenders  us 
tomated  credit  underwriting  syste 
which  combine  credit  history,  in< 

and     home    value    to    detennim 


"A  not  insignificant  portion  of  these  loans  are  going 
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PE  FOR  A  HOUSING  FINANCE  BUST? 


WHILE  HOMEOWNERS  ARE 

IDING  TO  FIRST  MORTGAGES... 


...PUSHING  UP  LEVERAGE 
DESPITE  HIGHER  HOME  PRICES 

AGGREGATE  LOAN-TO-VALUE  RATIO 
■  1989     ■  1999 


PERCENTAGE  OF  REFINANCINGS  IN 
A  5%  OR  MORE  INCREASE  IN  DEBT 
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UNDER  35    35-44     45-54     55-64   65  AND  OLDER 
▲  PERCENT        AGE  OF  HEADS  OF  HOUSEHOLDS 

Data-  SMR  Research,  American  Housing  Survey,  Freddie  Mac 


l  of  a  loan  to  extend — so  low-level 
ch  officials  can  make  new  loans 
in  minutes.  Plus,  the  Internet  has 
i  it  very  easy  for  new  borrowers 

>piy- 

aierally  carrying  interest  rates  in 
Wo  to  13%  range,  far  below  the  20% 

on  many  credit  cards,  second  mort- 
3  are  popular  with  borrowers  who've 
iid  out  their  plastic.  They  simply  roll 
•  credit-card  debt  into  new  home 

,  lowering  their  monthly  payments 
.'getting  a  tax  break.  Furthermore, 


banks  and  finance  companies  have  re- 
laxed loan  amounts,  allowing  homeowners 
to  borrow  95%,  100%,  or  even  125%  of 
their  home's  appraised  value.  Even  the 
appraisals  themselves  are  often  auto- 
mated, using  computer  models  rather 
than  human  inspectors. 

In  some  cases,  homeowners  can  get 
credit  with  mind-boggling  ease.  For  ex- 
ample, DeepGreen  Bank,  a  Seattle-based 
lender,  will  make  second-mortgage  loans 
as  large  as  $250,000,  for  a  total  loan- 
to-value  ratio  of  100%.  Online  applica- 


FAST  MONEY 

Borrowers  get  credit 
with  amazing  ease:  An 
online  application 
takes  five  minutes,  and 
approval  may  take  two 

tion  takes  five  minutes  and 
approval  takes  two.  Once 
borrowers  are  approved, 
the  bank  will  wire  a 
$25,000  advance  to  their 
checking  account  in  20 
minutes.  DeepGreen  ceo 
Jerome  J.  Selitto  says  he 
only  lends  to  borrowers 
with  the  best  credit  histo- 
ry and  calls  it  "the 
smarter  way  to  borrow." 
Maybe  so,  but  it  certainly 
lasts  longer — borrowers 
make  interest-payments- 
only  on  the  loan  for  the 
first  five  years,  and  after 
that  the  loan  is  amortized 
over  25.  That  could  be  a 
long  30  years,  unless 
home  prices  keep  going 
up.  If  not,  some  home- 
owners with  second  mort- 
gages could  owe  more 
than  their  house  is  worth. 
When  a  borrower  de- 
faults, second-mortgage 
lenders,  led  by  the  likes 
of  JP  Morgan  Chase,  Wells 
Fargo,  and  Bank  of 
America,  don't  get  any- 
thing until  the  first  mort- 
gage lender  has  been 
paid.  Rather  than  repos- 
sessing homes  to  recoup 
what's  owed  to  them,  sec- 
ond-mortgage lenders 
may  just  swallow  losses. 
"It  is  politically  unrealistic 
to  assume  a  bunch  of  banks  would  seize 
homes  if  we  went  into  a  recession,"  says 
Michael  Mayo,  a  banking  analyst  at  Pru- 
dential Securities  Inc. 

Luckily  for  banks,  home  sales  and 
prices  haven't  yet  stalled.  But  it  may  be 
just  a  matter  of  time  before  they  do,  be- 
cause downturns  in  residential  real  es- 
tate usually  happen  months  after  the 
economy  begins  to  soften.  That's  when 
borrowers — and  their  bankers — could 
rue  the  mountain  of  debt  they've  built. 
By  Heather  Timmons  in  New  York 


mlt.  The  problem  is,  we  haven't  seen  the  dark  side  yet" 
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COMMENTARY 

By  Lewis  Braham 

A  RUDE  AWAKENING  FOR  GO-GO  LENDERS 


i 


For  investors  in  financial-services 
stocks,  it's  time  to  shift  gears. 
During  the  roaring  '90s,  all  that 
mattered  was  earnings.  But  now  that 
the  junk-bond  market  has  fallen  off  a 
cliff,  asset  quality  matters  much 
more.  "Everyone  needs  to  be  check- 
ing balance  sheets  twice,"  says 
Lanny  Thorndike,  chief  investment 
officer  of  Century  Shares  Trust,  a 
financial-services  mutual  fund. 

Just  look  at  what  happened  to 
American  Express  Co.  On  Apr.  2,  it 
took  an  18%  hit  in  earnings  because 
of  a  $185  million  loss  in  its  insurance 
unit's  investment  portfolio,  due  main- 
ly to  junk  bonds.  Such  bruisings  will 
become  common.  Junk-bond  defaults, 
already  5.7%  of  the  $600  billion  out- 
standing last  year — the  highest  rate 
since  1991 — are  expected  to  peak  at 
9.9%  in  2002,  according  to  Moody's 
Investors  Service.  "The  recovery 
rates  on  these  defaulted  issues  are 
just  awful:  16.5(2  on  every  dollar  in- 
vested," says  Moody's  credit  analyst 
David  Hamilton. 

AGGRESSIVE  LENDING.  The  syndicated 
loan  market,  for  loans  that  banks 
trade  between  one  another,  hasn't 
fared  much  better.  In  the  past  month, 
Bank  of  America,  Bank  One,  and 
First  Union  have  announced  earnings 
slides  because  of  nonperforming  loans. 
Bank  of  America  alone  charged  off 
$772  million  in  its  latest  quarter,  up 
from  $420  million  in  the  same 
quarter  last  year.  Bank  One  is 
setting  aside  about  $1.2  bil- 
lion for  loan  losses  this  year, 
double  last  year's  amount. 
Worse  yet,  because  of  the 
vagaries  of  accounting 
regulations,  junk  bonds 
held  by  insurance  compa- 
nies and  syndicated 
loans  held  by  banks 
can  be  priced  at  face 
value  until  they  ma- 
ture, default,  or  are 
sold — even  if  they 
trade  at  a  deep  dis- 
count in  the  mar- 
ket, as  debt  of  the 
telecom,  health-care, 
and  asbestos  indus- 
tries now  does. 

Banks  are  more  vul- 
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nerable  than  insurers  because  they 
lent  much  more  aggressively.  Salomon 
Smith  Barney  says  banks  have  $51 
billion  in  loans  that  could  default.  A 
fifth  of  them  are  loans  to  companies 
facing  asbestos-related 
lawsuits:  Owens-Illi- 
nois, Crown  Cork  & 
Seal,  and  Federal- 
Mogul.  Top  lender  was 
Bank  of  America,  with 
a  $4.2  billion  exposure, 
followed  by  Bank  One 
($2.2  billion),  J.  P.  Mor- 
gan Chase  ($2.1  bil- 
lion), and  First  Union 
($1.1  billion). 

Banks  downplay 
the  situation's  severi- 
ty. "The  banking  in- 
dustry has  experi- 
enced credit  problems  as  the 
economy  has  worsened  over  the  past 
several  months,"  says  Mary  Eshet,  a 
spokesperson  for  First  Union.  But 
First  Union  expects  "nonperforming 
loans  not  to  rise  as  fast  they  did  in 
2000."  Bank  of  America  spokesman 
Robert  Stickler  is  also  unconcerned: 
"We're  well-positioned  to  take  care  of 
any  problems  because 
a      \       of  the  size  of  our  re- 
^      serves  to  cover  loss- 
f  es  and  the  diversifi- 

•       cation  of  our  loan 


portfolio."  J.  P.  Morgan  Chase  de- 
clined to  comment  ahead  of  its  pen 
ing  earnings  announcement. 

In  the  insurance  industry,  life  con 
panies  are  most  at  risk  because  thej 

tend  to  invest  more  in  ing 
junk.  The  average  life 
insurer  had  4.8%  of  its 
$37.6  billion  investmer    : 
portfolio  in  junk  at  th< 
end  of  2000,  says  Colii 
Devine,  an  insurance 
alyst  at  Salomon  Smit  || 
Barney.  For  some, 
though,  the  risk  is  mu 
higher:  At  American 


in 


$4,244 

I'm 

2'l35" 


Data:  Salomon  Smith  Barney 
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FIRST  UNION 1,080        Express,  the  weightin 

„.„_„._  ™        ^  ^  ^  ^^  Uanco 

BANK  OF  NEW  YORK         700        Financial,  8.9%;  and  at 
Conseco,  7.6%. 

AmEx  spokesman 

Michael  O'Neill  says  the  11%  junk 

weighting  is  typical  for  the  firm. 

"The  aggregate  economic  benefit  of 

our  high-yield  investing  has  been  ii 

vorable,"  he  says.  Conseco  sold  mo: 

of  its  lower-quality  bonds  last  year 

and  only  uses  market  prices  for  its 

portfolio,  says  Max  Bublitz,  head  ol 

Conseco's  investment  management 

group.  John  Hancock's  representati 

says  it  never  invests  more  than  10' 

in  junk  bonds,  most  of  which  are 

"just  below  investment  grade." 

SNAIL'S  PACE.  Regulators  have  to 

slow  to  act.  On  Mar.  15,  for  examj 

the  Financial  Accounting  Standai 

Board  toughened  the  pricing  standai 

for  asset-backed  debt  to  more  ac< 

rately  reflect  market  reality.  AmP]x  s 

$34  million  of  its  reported  $185  milli 

loss  resulted  from  the  rule  chanj 

Meanwhile,  an  FASB  proposal  to  requ 

banks  to  value  syndicated  loans  at  m 

ket  prices  may  take  years  to  iron  01 

Until  the  dust  settles,  investors 

are  better  off  buying  into  large, 

slow-growing  banks  and  insurer^ 

with  clean  balance  sheets  than 

aggressive  up-and-comers.  Sin< 

their  loans  are  the  shakiest, 

smaller  regional  banks  and 

thrifts  may  be  in  particular  i\i 

ger.  Their  returns  may  look 

good  in  a  bull  market,  but 

they're  bear  bait. 


Braham  covers  investing. 


•CK  EXCHANGES 


■ 


HAT  ELSE  CAN  GO  WRONG 
r  NASDAQ?  WELL... 

i  tech  stocks  suffering,  more  companies  are  jumping  ship 


•spite  the  recent  snapback 
he  damage  from  the  turbu- 
ence  in  Nasdaq  stocks  is 
iding.  It's  hitting  that  mar- 
lelf.  So  far  this  year,  nine 
a<|    companies   have    an- 
:ed  they  are  switching  to 
lew  York  Stock  Exchange, 
first  to  go  was  E  ""Trade 
p  Inc.,  the  online  broker- 
Other  defectors  include 
■Software  Inc.  and  Krispy 
le  Doughnut  Corp.,  one 
t  year's  most  successful 
I  public  offerings, 
the  pace  continues,  as 
:ted,  it  will  reverse  a 
I  driven  by  the  bull 
;et     in    technology 
s.   Nasdaq  had  been 

the  success  of  stocks 

as  Microsoft,  Intel, 
3isco  to  champion  it- 
is  the  market  of  the 
e,  changing  the  tra- 
lal  view  that  all 
•anies  aspired  to  list 
ie  NYSE.  In  fact,  Nasdaq  dramati- 

cut  the   number  of  companies 
hing  each  year  from  96  in  1996  to 

2000. 

IGS  HAVE  CHANGED."  Recent  defec- 
jo  the  NYSE  generally  cite  tradition- 
isons,  such  as  reaching  milestones  in 

growth.  But  some  also  are  using 
emisms  for  getting  away  from 
aq's  losses.  Cloth- 
:hain  Chico's  fas 
says  its  nyse  list- 
hould  result  in  "in- 
ed  liquidity  and  re- 
1  volatility  for  our 
•holders,  helping  us 


Forsaking  Nasdaq 


Companies  that  have  recently 
announced  moves  to  the 
New  York  Stock  Exchange 

ISSUER  DATE  ANNOUNCED 


nyse  officials  are 
thrilled.  Catherine  R.  Kinney,  group  ex- 
ecutive vice-president  for  client  services, 
says  "things  have  changed"  since  the 
Nasdaq  balloon  popped.  When  prices 
were  soaring,  companies  weren't  con- 
cerned if  one  market  offered  lower  trad- 
ing costs  for  shareholders.  "People  are 
starting  to  come  back 
to  basics,"  she  says. 

Which  company  will 
be  next  to  move?  Spec- 
ulation on  Wall  Street 
includes  Cisco  Systems 


Inc.  and  Sun  Microsys- 

lieve  our  long-term  E*TRADE                          Jan.  23  terns  Inc.  The  NYSE's 

of  increased  share-  iqj                                 peb  15  Kinney  won't  comment 

fcfV  T4     1       f  BMC'  SOFTWARE Feb!  22  °JJer  tthar\    J°     »* 

trick  J.  Healy  of  "Stay  tuned,  because 

isuer  Network,  a  K?1^  KREME* Mar.?  we  know  we  won't  dis- 
iltant  to  companies  CHICO'S  FAS  Mar.  29  appoint  you."  The  ex- 
wing  their  listings,  OXFORD  HEALTH  PLANS       Aprl  chanSe  keePs  the  ticker 

Nasdaq  had  been  TBiiin'uneBiTii'i'e* a 0 symbols  M  and  I  avail- 

;  great  holding  on  .TR.I.A.D...H.0.S.P.ITA.L.S APr:..3. able  for  Microsoft  Corp. 

5  stocks.  Now,  he  CROWN  CASTLE*               Apr.  11  and  Intel  Corp.  Micro- 

"it  is  going  to  be  MAXTOR*                         Apr  11 soft>  Sun>  and  Intel  say 

7  significant  year  ;"•••;   •■•••-■■ •' they  have  no  plans  to 

ie  New  York  Stock       Not  ^  "sted  switch    to    the    NYSE. 

„___  »                                                Data:  Company  reports  „ .  ,       . .         , 

ange.  Cisco    declined    to 


comment,  citing  a  longstanding  policy. 
Nasdaq  officials  insist  the  setback  is 
temporary.  "Given  the  fact  that  there 
has  been  a  decline  in  the  market,  we 
are  incredibly  pleased,"  says  David 
Weild,  Nasdaq  executive  vice-president 
for  corporate  clients.  Over  the  past  year, 
Nasdaq  listed  about  half  of  the  compa- 
nies spun  off  by  NYSE-listed  corpora- 
tions, he  says.  The  exchange  counters 
that  nearly  all  of  those  would  not  have 
met  its  listing  standards. 

Weild    contends    some    companies 
would  be  checking  out  of  the  NYSE  and 
moving  to  his  market  if  it 
weren't  for  what  he 
calls  the  "anticompeti- 
tive,   Roach    Motel 
rule,"  a.k.a.  NYSE  Rule 
500.  The  rule  requires 
NYSE  companies  to  noti- 
fy  their   biggest   35 
shareholders  and  take  a 
vote  of  directors  before 
leaving. 

But  the  rule  probably 
isn't   much   of  a   factor 
compared  with  Nasdaq's 
other  obstacles.   First 
among   those    are    wide- 
spread doubts  that  its  deal- 
er market  works  as  well  as 
the  centralized  auctions  at 

MONKEYSHINE 

The  NYSE  welcomed 
Nasdaq  defector 
E*Trade — and  its 
mascot — in  February 

the  nyse.  The  two  markets  have  been 
arguing  for  decades  over  which  gives 
investors  better  trading  prices,  each  cit- 
ing their  own  academic  studies.  In  Jan- 
uary, however,  the  Securities  &  Ex- 
change Commission  issued  its  own  study 
that  essentially  gave  the  nod,  and  a 
marketing  tool,  to  the  nyse. 
PETS  WELCOME.  Now,  the  NYSE  is  mov- 
ing more  aggressively  than  ever.  It  just 
cut  its  initial  listing  fee  for  large  com- 
panies from  $500,000  to  $250,000.  It  has 
been  keeping  a  Silicon  Valley  office  for 
two  years.  It  happily  hosts  publicity 
stunts  for  issuers,  welcoming  to  its 
floor  Gateway  Inc.'s  cow  in  1997  and 
E*Trade's  chimpanzee  on  a  horse  in 
February. 

Meanwhile,  Nasdaq  officials  are  trying 
to  wipe  away  the  tarnish  from  so  much 
tech  and  telecom.  Weild  contends  that 
stocks  on  Nasdaq  actually  trade  at  high- 
er valuations  than  industry  peers  on 
the  NYSE.  "We  believe  that  is  the  case," 
he  says.  He  hopes  to  have  research  soon 
to  prove  it.  He  had  better  hurry. 

By  David  Henry  in  New  York 
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VENTURE  CAPITAL 


FOR  VGs,  A  WORLD  TURNED 
UPSIDE  DOWN 

Instead  of  reaping  rewards,  they  must  pony  up  more  or  lose  all 


er  than  ever  to  come  by.  Last  year,  ven- 
ture capitalists  plowed  $108  billion  into 
startups.  This  year,  as  little  as  $47  billion 
may  be  forthcoming,  says  Venture  Wire,  a 
tracking  service. 

News  of  a  down  round  used  to  be 
the  kiss  of  death  for  a  company.  No  ma- 
jor vc  would  invest  in  a  down  round 
and  see  the  value  of  their  investments 
diluted.  Now,  most  expect  it.  Says 
Robert  L.  Gold,  ceo  of  Ridgewood  Cap- 
ital Corp.:  "I  would  much  rather  be  di- 
luted than  bankrupt." 

Execs  at  Urban  Data  Solutions  agree. 


Last  Thanksgiving,  its  co-four 
Adam  Cohen  and  Andy  Lerner, 
barely  catch  their  breath.  In  me 
after  meeting,  they  pulled  out 
screens  to  display  replicas  of  U.  S. 
in  virtual  3-D,  accurate  to  withi] 
meter.  Even  after  the  dot-com 
investors  clamored  to  invest  in  its 
el  software.  That's  why  the  four-ye 
company,  with  $9  million  in  sale; 
no  profits,  had  doubled  in  value, 
million,  in  six  months.  "We 
pumped,"  says  Chief  Financial 
David  E.  Farber.  Today,  Urban  D 
valued  by  potential  investors  at ' 
$12  million,  half  what  it  was  wort 
year.  So  it  expects  to  raise  a  fra 
perhaps  $6  million,  of  the  $30  mili 
was  seeking  only  four  months  age 
BAILING  OUT.  While  Urban  Data 
survive,  some  companies  just  gr 
the  ghost.  Consider  OpenAuto.c* 
software  developer  for  Web  sites 
sell  cars.  A  year  ago,  it  was  raisin 
million  in  a  second  round  of  fina: 
The  aim  was  to  take  the  company 

A  new  and  dreac 
phenomenon,  th 
"down  round,"  is 
eroding  valuatio 


Welcome  to  the  stressful  world  of 
the  down  round,  a  new  phenome- 
non that  is  turning  the  venture- 
capital  business  on  its  head.  In  the  old 
days,  ves  watched  their  investments 
grow  in  value,  occasionally  putting  in 
new  money  in  financing  rounds  until 
they  cashed  out  when  private  compa- 
nies were  taken  public  or  sold.  But  these 
days,  the  ves  are  being  asked  to  pony 
up  extra  cash  to  keep  afloat  private  com- 
panies whose  value  is  fast  shrinking  and 
that  have  little  prospect  of  being  sold  off 
anytime  soon. 

Venture  capitalists  hate  down 
rounds  because  they're  forced  to 
mark  down  the  value  of  their  in- 
vestments. But  the  pain  can  be 
far  worse  for  entrepreneurs:  not 
only  are  their  shares  worth  less, 
but  they  usually  have  to  give  up 
a  bigger  chunk  of  their  own  eq- 
uity to  get  the  extra  cash  their 
businesses  need.  For  example, 
in  early  March,  Livemind  Inc., 
a  San  Francisco  startup,  hit 
shaky  ground  when  its  ceo  was 
let  go  and  many  employees 
protested  by  not  showing  up  to 
work.  Adding  salt  to  the  wound: 
Technology  Crossover  Ventures, 
its  largest  investor,  offered  a  $3 
million  loan  to  the  cash-starved 
company — for  an  eventual  $12 
million  payback.  "That  can 
change  management  from  own- 
ers to  employees,"  says  Joseph 
Bartlett,  a  partner  at  Morrison  & 
Foerster  LLP.  The  company  has 
since  gone  out  of  business. 
"SHORT  ARMS."  With  a  deluge  of 
down  rounds  expected  this  year, 
the  venture-capital  industry  is  in 
a  state  of  paralysis.  "The  joke 
around  Silicon  Valley  is  that  ven- 
ture  capitalists  have  deep  pock-      WINE.COM       $6.00       12/99     $1.50       011/00   TH  Lee.Putnam 

ets  but  short  arms,"  says  David      lntEetPa.rtners       forced  to  merge.  "We're  bj 

J.  Blumberg,  managing  partner      BATNET1  10.00      03/00       2.50*      04/01     Seeking  merger      ly  back  to  tin-  valuation  w 


Startups  are  facing  down  rounds  in  raising  finance 
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HIGH  AND  DRY:  URBAN  DAT 
COHEN,  LERNER,  AND  FARBI 

he  at  a  $1  billion  valuation 
three  years.  But  by  last  s 
before  the  company  could 
the  money,  it  appeared  Op< 
to.com's  valuation  had  slipp 
about  $15  million,  80%  less 
six  months  earlier.  Sudden! 
nior  executives  who  came 
high-paying  corporate  jobs 
their  2%  stakes,  formerly 
$40  million  a  pop,  tumble 
low  $300,000.  Rather  than 
massive  down  round,  the  c< 
ny  shut  its  doors  in  Octobe 
Other  entrepreneurs  coi 
themselves  lucky  if  they  e 
where  they  started.  Batm 
provider  of  online  market  in 
vices  for  trade  groups  m; 


of  San  Francisco's  Blumberg 
Capital  llc.  Adds  Geoffrey  Y. 
Yang,  a  partner  at  Redpoint 
Ventures:  "No  one  wants  to 
catch  a  falling  knife  in  the  pri- 
vate sector."  So,  vc  cash  is  hard- 


URBAN  DATA 
SOLUTIONS 

NET2000 11.21 1 1/98 

*  Price  currently  under  negotiation 


2.23      03/00       1.00*      04/01 


Sandler 
Capital  Mgt. 

2795**    03/01     Nortel 

**Net2000  went  public  Mar.  7,  2000,  at  $20 
Data:  BusinessWeek 


as    a    startup,"    says    CB0 
founder  Christopher   B. 
son.  These  days,   it's   not 
being  a  survivor — but  (lie 
native  is  worse. 

By  Debra  Sparks  in  N§n 
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overcome  critical  obstacles  during  your  global  expansion.  And  now,  we  can  help  you  overcome  one  mom  synt  hmrwinq 
ticulars  of  hundreds  of  local  tax  jurisdictions  with  your  global  tax  strategy  At  KPMG.  teams  of  dedicated  internatmnal  i  ix 
ists,  steeped  in  the  tax  laws  of  key  regions  around  the  globe,  provide  a  centralized  resource  for  <  ountry  spec  ifi<  in  iqhl 
g  hand  in  hand  with  local  members  of  KPMG  International  and  your  company  they  make  sure  all  of  the  global  and  lot  al 
of  your  tax  strategy  work  as  one.  To  find  out  how  we  can  help  your  company  operate  more  efficiently  on  the  ql<  l.il  lnq< 
frey  M.  Stein, Vice  Chairman, Tax  Services,  at  1-877-ASKKPMG 


understanding  @  KPMG 


INVESTING  IN 

PHOTOS,  AS 

WELL  AS  BONDS 

AND  ANNUITIES 


There's  Still  Time 

To  Snap  Up  Great  Photos 

But  prices  are  rising  as  the  art  form  comes  into  its  own 


■in. 

le 
r 


BY  THANE  PETERSON 

Back  in  1993,  Gary  Sokol,  a  San  Francisco 
fund  manager  with  Dresdner  rcm  Global 
Investors,  walked  into  a  show  at  New 
York's  Metropolitan  Museum  of  Art  that 
changed  his  life.  The  exhibition  of  photos 
from  the  legendary  Gilman 
Paper  Co.  collection  "opened 
my  eyes  to  how  wonderful  19th 
century  photography  can  be,"  Sokol 
recalls.  Since  then,  he  has  amassed  some  500 
mainly  19th  century  French  works  by  photogra- 
phers such  as  J.  B.  Greene  and  modernist  photos 
from  the  1920s  and  '30s.  He  now  spends  much  of 
his  free  time  reading  about  photography,  going  to 
shows,  and  hobnobbing  with  other  col- 
lectors and  dealers. 

Especially  in  the  last  decade,  pho- 
tography has  gained  respect  as  an  art 
form.  Prices  of  vintage  prints  by  such 
masters  as  Man  Ray  and  Gustav  Le 
Gray  have  climbed  into  the  millions. 
That's  still  relatively  affordable  com- 
pared with  what  great  paintings  sell 
for.  New  York  money  manager  Arthur 
Goldberg,  a  veteran  photo  collector,  pre- 
dicts there  will  be  "a  period  of  catch-up 
until  the  price  of  photos  comes  much 
closer  to  the  price  of  great  art." 

To  get  into  photo  collecting  while 
the  getting  is  good  requires  making 
some  basic  decisions.  First,  you  need  to 
set  a  budget.  Blue-chip  prints  by  well- 
known  photographers  start  around 
$3,500  "and  go  way  up  from  there," 


Collecting 


notes  Chicago  dealer  Carol  Ehlers.  You  cai 
find  some  signed  prints  from  editions  of  75  \ 
by  a  famous  photographer  such  as  Walker  I 
or  Henri  Cartier-Bresson  for  under  $5,000 
the  19th  century,  works  by  William  Henrj 
Talbot,  the  inventor  of  modern  photograph 
for  $12,000  to  $150,000,  says' 
York  dealer  Hans  Kraus,  bu 
by  the  lesser-known  Alfred  ( 
Cure  costs  only  about  $3,000. 
Your  dollars  will  go  furthest  if  you  see 
contemporary  works  in  the  $500  to  $5,000  i 
Sokol  says  photos  by  Paula  Chamlee  and 
Citret,  both  highly  respected,  sell  for  $8 
$2,000.  New  York  dealer  Howard  Greenberj 


4  ^ 


'T-*~ 


\  •; 


*#• 


ommends  Keith  Carter,  whose  dreamlike  ll 
and-white  images  start  at  about  $800,  and  I 
Gibson,  whose  graphic,  often  erotic  blacW 
white  photos  begin  at  about  $1,500. 

People  on  really  limited  budgets  often  cl 
19th  century  visiting  cards,  which  include  pi 
or  even  snapshots  from  flea  markets  and  I 
fairs  that  cost  as  little  as  $5.  You  can  lit! 
other  less  expensive  alternative  on  the  \M 
art  Web  site  Eyestorm  (www.eycstonn.I 
which  has  commissioned  scries  of  up  1 1 
signed  prints  from  established  names  sul 
Helmut  Newton,  Richard    Misrach,  and  M 
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?s.  The  prices  for  prints  run  as  low  as  $400. 
t  such  large  editions  are  not  rare  enough 
>mc  serious  collectors.  For  them,  the  most 
iblc  are  vintage  prints  made  by  the  pho- 
pher  as  close  as  possible  to  when  the  photo 
*hot,  says  Paul  Sack,  a  San  Francisco  real 
I  investor  who  is  a  major  collector.  After 
■dine  later  prints  made  by  the  photograph- 
lowed  by  prints  done  posthumously  or  by 
Blatant  during  the  photographer's  old  age. 
us  collect dis  usually  don't  want  contempo- 
prints  from  an  edition  of  more  than  25  or 
■lly  (  lose,  a  San  Francisco  collector  who  is 
Jical  technology  research  analyst  for  U.S. 
>rp  Piper  Jaffray,  recommends  closely  track- 
idtographers  you  like  so  you  can  buy  one  of 
rst  prints  in  a  new  edition.  The  price  tends 
e  as  an  edition  sells  out. 
ny  collectors  choose  a  theme.  Sack  only 
black-and-white  photos  from  before 


MANY  styles  Photos  by 
(from  left)  Misrach,  Carti- 
er-Bresson,  Carter,  Felice 
Beato,  and  (below)  Ben- 
jamin Brecknell  Turner. 
Photographers'  own  prints 
are  the  most  valuable 


•t 


and  insists 
each  show  a 
big    his    firm 

have  bought, 
iel  Wilson,  a 
on  movie  pro- 

who  has  one 
;  world's  biggest  collections,  favors  vintage 
•  from  the  first  30  years  of  photographic  his- 
Lately,  he  has  been  buying  19th  century 
logical  pieces  from  places  such  as  China 
iie  Middle  East  featuring  people  being  pho- 
>phed  for  the  first  time. 


After  that,  look  at  as  many  photos  as  pos- 
sible— in  photography  books  and  at  muse- 
um shows,  galleries,  and  photo  fairs.  Kelly 
Close  suggests  joining  a  museum  auxiliary 
such  as  Foto  Forum  at  the  San  Francisco 
Museum  of  Modern  Art.  The  museums  with 
the  best  photo  collections — such  as  the  Met 
and  Museum  of  Modern  Art  in  New  York, 
the  National  Gallery  of  Art  in  Washington, 
D.  C,  and  the  Chicago  Art  Institute — usual- 
ly will  let  you  study  works  in  their  photo 
archives  if  you  make  an  appointment.  Web 
sites  such  as  Eyestorm  and  Photography  in 
New  York  (www.photography-guide.com)  are 
other  invaluable  sources  of  information. 

Wilson  says  it's  also  important  to  "find 
yourself  a  good  dealer"  who  will  learn  your 
tastes  and  help  scout 
out  potential  purchas- 
es. Dealers  you  know 
well,  he  says,  often 
will  let  you  take  home 
a  print  for  a  few  days 
before  you  decide 
whether  or  not  to  buy. 
Among  the  dealers 
many  collectors  recom- 
mend are  Ehlers  in 
Chicago;  Kraus,  Green- 
berg,  and  the  Pace/ 
MacGill  Gallery  in  New  York;  Jeffrey 
Fraenkel  in  San  Francisco,  and  Jane  Jackson 
in  Atlanta.  Collectors  also  monitor  the  spring 
and  fall  photo  auctions  at  Christie's  and 
Sotheby's. 

WIDE  RANGE.  Gathering  intelligence  is  crucial 
because  print  quality  varies  widely.  That's  es- 
pecially true  of  works  from  the  mid  19th 
century,  when  all  sorts  of  processes  were 
used  before  the  advent  of  transparent  nega- 
tives. Some  collectors  prize  highly  textured 
salt  prints,  in  which  paper  was  made  light 
sensitive  by  coating  it  with  salt  water  and 
silver  nitrate.  Prices  range  from  under  $500 
into  the  tens  of  thousands. 

Evaluating  modern  photos  is  just  as 
tricky.  Some  collectors  doubt  that  prints 
using  many  color  processes  will  last  over 
the  long  term.  Even  with  more  durable 
black  and  white,  the  price  difference  from 
one  print  to  another  can  be  big.  A  print  of 
Identical  Twins,  one  of  Diane  Arbus'  most 
famous  images,  went  for  $270,000  at  a 
Christie's  auction  last  year.  A  posthumous 
print  of  the  same  image  would  go  for  about 
$25,000,  says  Rick  Wester,  director  of  the 
international  photo  department  at  Christie's. 
Why  the  huge  gap?  The  artist  herself  made 
and  signed  the  one  sold  at  auction,  Wester 
says.  The  type  of  paper  Arbus  used  gave 
her  photos  an  eery  quality  absent  from 
those  made  after  her  death  in  1971. 

Learning  such  esoterica  is  one  of  the  al- 
lures of  photo  collecting.  After  a  while,  the  hob- 
by often  takes  on  a  life  of  its  own.  "Someone 
once  said,  'You  become  a  collector  the  first  time 
you  buy  something  you  no  longer  have  room  for 
on  your  walls,'"  Sokol  says.  Getting  to  that  point 
can  be  a  lot  of  fun,  too.  □ 


For  Any  Budget 


STARTERS 


keith  carter  His  contem- 
porary dreamlike  images  start 
at  about  $800 

paula  chamlee  Realistic 
landscapes  and  interiors  sell 
for  $800  to  $1,500 

ALFRED  CAPEL  CURE  19th 

century  architectural  images 
at  about  $3,000 


MID-RANGE 


BERENICE  ABBOTT  FamOUS 

studies  of  New  York  City  sell  in 
the  $5,000-to-$20,000  range 

HENRI  CARTIER-BRESSON 

Candid  portraits  and  street 
scenes  typically  go  for  $5,000 
to  $20,000-plus 

walker  evans  Noted  docu- 
mentary photos  range  from 
under  $5,000  to  $50,000-plus 


TOP  END 


IMOGEN  CUNNINGHAM  Her 

abstract  plant  studies  now 
sometimes  top  $200,000 

gustave  le  gray  Pioneer- 
ing 19th  century  French  prints 
run  more  than  $500,000 

man  ray  Surrealist  images 
sell  for  up  to  $1  million 
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A  Bear-Proof  Way 
To  Ride  the  Market 

Equity-indexed  annuities  remove  downside  risk 


BY  LEWIS  BRAHAM 


The  concept  is 
simple:  ElAs  offer 
a  guaranteed 
return  in  exchange 
for  limited  upside. 
But  guarantees, 
payouts,  and  fees 
are  all  over  the  lot 


i- 


'ou  can  insure  your  car  for  theft  and  your 
house  for  fire,  but  can  you  buy  insurance 
that  prevents  you  from  losing  your  shirt 
on  Wall  Street?  Equity-indexed  annuities,  or 
eias,  are  insurance  contracts  that  fit  the 
bill.  They're  essentially  index  funds  that  build  up 
inside  a  tax-deferred  account.  They  pay  some 
of  the  returns  of  stock  indexes  such  as  the  Stan- 
dard &  Poor's  500,  and  even  guarantee  a  minimal 
rate  of  return.  "The  worst  you  can  do  is  get 
your  money  back  and  a  few  extra  dollars,"  says 
Jack  Marrion,  ceo  of  Advantage  Group,  an  an- 
nuity research  firm. 

The  concept  is  simple:  a  guaranteed  return  in 
exchange  for  a  limited  upside.  But  the  ex- 
ecution is  not.  eias  invest  in  a  mix  of 
zero  coupon  bonds  and  index  options. 
Because  of  that  intricacy,  the  terms — 
guarantees,  payouts,  and  fees — are  all 
over  the  lot.  "There  is  absolutely  no 
one  eia  contract  that's  the  same  as  an- 
other,"  says  Joel  Weiner,   author  of 
Equity  Index  Annuities. 

That  makes  shopping  for  eias  tricky. 
Fortunately,  two  free  Web  sites, 
www.annuityratewatch.com  and 
www.annuityadvisoronline.com,  do 
an  excellent  job  of  collecting  data  on 
contracts  and  their  fees  and  features,  eias  have 
fixed  terms  from  one  to  10  years,  and  often 
steep  "surrender  charges"  for  cashing  out  early. 
LAGGING  BULLS.  Key  to  any  EIA  is  the  "partici- 
pation rate,"  the  portion  of  the  index'  gain  the 
annuity  owner  receives.  This  ranges  from  30%  to 
125%.  Also  important  is  the  calculation  of  that 
percentage.  Some  eias  use  a  "point-to-point" 
method,  which  gives  a  flat  percentage  for  the 
total  return  achieved  by  the  index  during  the 


lifetime  of  the  contract — from  its  starting  pc 
its  end  point,  ing  usg  Annuity  &  Life's  Gk 
tion  Pro,  for  instance,  pays  100%  of  th 
500's  return  over  the  next  nine  years  less  a 
annual  fee.  If  the  s&p  500  falls,  you  won't  1< 
you  would  with  an  index  mutual  fund, 
also  earn  a  small  return  on  the  premium. 

The  other  approach  is  the  "annual  rat 
in  which  your  index  value  is  calculated 
year.  Suppose  you  bought  an  eia  when  th 
500  was  1200,  and  it  finished  the  first  y 
1000.  You'd  lose  nothing  that  year,  and  in  th  p 
ond  year  your  new  starting  point  would  be 
You  then  benefit  when  it  rises  above  100( 
with  the  point-to-point  eia,  you'd  have 
dex  gains  until  the  S&P  500  crosses  1200  a 

Ratchets  usually  outperform  in  a  bear  m 
but  underperform  in  a  bull.  Unlike  point-to 


eias,  ratchets  calculate  returns  using  an  av  ,,e 


tl 


Buy  a  Contract  on  the  Market 


ANNUITY  CONTRACT/INDEX 

COMMENTS 

ALLIANZ  POWERHOUSE 

S&P  500 

Annual  ratchet,  125%  participation  rate.  No  fees,  but 
15%  cap  on  returns.  Best  for  bear  or  sideways  markets. 

IN6  USG  GENERATION  PRO 

S&P  500 

Point-to-point  calculation  of  returns,  100%  participation 
rate  minus  1.7%  annual  fee.  Best  for  bull  markets. 

MIDLAND  NATIONAL 
DIRECT  10 

Multiple 

Annual  ratchet,  100%  participation  for  four  different 
indexes.  Fees  vary  greatly  by  index — from  1.5%  for 
S&P  500  to  6%  for  the  Russell  2000. 

Data:  Advantage  Group;  www  annuityratewatch.com 


of  an  index'  value.  But  the  average  can 
greatly  from  an  index'  January-to-Decemb 
turn.  Say  the  s&p  500  began  the  year  at  10 
1200  on  Dec.  31,  and  averaged  1100  for  the 
With  100%  participation,  a  ratchet  contract 
a  10%  return  while  point-to-point  gains  2(1 

Fees  can  be  high,  so  some  ElAs  replace 
with  "performance  caps."  For  instance,  tl 
lianz  Powerhouse  contract  pays  125%  of  tl 
500's  average  value  each  year  but  caps  the 
at  15%.  In  1997,  when  the  s&P  500  rose 
Powerhouse  annuities  gained  only  15%. 
less  stellar  years,  Powerhouse  will  actuall 
perform  eias  that  charge  fees. 

Most  ElAs  track  the  S&P  500,  but  not  all 
land  National's  Direct  10  allows  free  swi 
between  the  s&P  500,  the  s&P  MidCap  4fl 
Russell  2(KX),  and  the  Dow  Jones  industrial  a\ 

In  a  bull  market,  no  EIA  is  going  to  o 
form  a  simple  index  mutual  fund.  And  as 
vehicles  go,  they  can't  compete  with  a  0x6 
annuity.  But  in  a  dicey  market,  their  no  <l<>\ 
feature  and  the  potential  upside  make  for 
tractive  combination. 
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Just  because  you're  good  at  one  thing 
doesn't  mean  you're  good  at  everything. 


^^  Shaquille  O'Neal  has  the  size,  the  agility  and 
^C  the  determination  to  be  an  unstoppable  force. 
it  the  things  that  make  him  the  best  in  basketball 
)n't  ensure  success  in  other  endeavors. 

The  same  applies  to  you.  Whether  you're  the  CEO 
the  head  of  IT,  you  know  managing  a  mission-critical 
eb  operation  is  a  complex  and  costly  undertaking 
id  not  one  you  want  to  do  alone. 

This  is  where  we  come  in.  We're  Digex,  and  managed 
eb  hosting  is  what  we  do.  In  fact,  Gartner  Group 
>t  listed  us  as  a  leader  in  the  industry* 

We  have  proven,  engineered  solutions  for  your 
•re  infrastructure;  we've  set  the  benchmark  with 
andard  10-day  installs.  We  also  specialize  in  complex 


solutions  to  address  your  particular  business  needs. 

Our  procedures  for  security,  change  management, 
and  disaster  recovery  have  been  validated  through  an 
Ernst  &  Young  review,  which  cleared  the  way  for  us  to 
achieve  SAS70  Type  II  recognition.** 

We  monitor  our  customers'  global  e-Business  from 
a  central  location  with  one  set  of  experts  who  oversee 
all  operations.  And,  perish  the  thought,  should  a 
major  catastrophe  occur,  we  can  and  will  transfer  all 
monitoring  operations  to  a  backup  data  center  in 
minutes. 

All  of  which  should  be  reason  enough  to  visit  us  at 
digex.com/good  or  call  1-800-455-2968  ext.  653. 
Now  is  a  good  time. 

/ 

Where  managed  hosting  began. 
Where  managed  hosting  is  going. 


Inc  All  trademarks,  tradenames  and  service  marks  mentioned  and/or  used  belong  to  their  res| 
II.  "Procedures  reviewed  by  E&Y  relate  to  control  objectives  specified  in  the  SAS70  report 
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Panning  for  Gold  in 
'Busted  Converts' 

A  cautious  way  to  bet  on  a  stock  rebound 


BY  SUSAN 
SCHERREIK 


Vitesse  Semiconductor  tops  the  list  of  beat- 
en-down tech  stocks  that  Ravi  Malik,  a 
money  manager  at  Froley,  Revy  Invest- 
ment in  Los  Angeles,  believes  will  even- 
tually rebound.  The  chipmaker's  shares 
were  trading  at  $24  recently,  off  from 
$94  in  August.  So  is  Malik  snapping  up 
Vitesse?  No  way,  he  says:  "The  shares  may  not 
have  bottomed  out  yet." 

Instead,  Malik  is  making  a 
back-door  play  on  Vitesse  by  in- 
vesting in  its  "busted"  convert- 
ible bonds.  All  converts  pay  in- 


terest semiannually  and  can  be  swapped  f( 
issuer's  common  shares  at  any  time.  Bustec 
verts  are  those  where  the  "conversion  pri    \i 
the  stock  price  at  which  it  would  pay  for     k 
vestor  to  swap  his  bonds  for  stock — is  at 
50%  above  the  current  share  price.  Becaus 
exchange  seems  a  remote  possibility,  the  t 
converts  tend  to  trade  at  prices  and  yields 
lar  to  comparable  nonconvertible  debt, 
the  stock  rebounds,  the  bond  could  becc  * 
lot  more  valuable. 

That's  why  busted  converts  can  be  a 
play.  It's  "a  strategy  for  cautious  optimists,' 
T  Anne  Cox,  director  of  global  convertib 
search  at  Merrill  Lynch.  "It's  a  less  risky  <  h 
betting  on  a  fallen  stock's  rebound  than     -,■ 
bought  the  stock  outright." 

Just  look  at  Malik's  investment,  the  V 
bonds,  which  bear  a  4%  coupon  and  are  c 
2005.  The  bonds  trade  at  $761  and  a 
swapped  for  8.9  shares  of  stock — an  exchan 
tio  that  was  set  when  the  bonds  were  issi 
2000.  But  making  that  exchange  today  is 
ish — it's  the  equivalent  of  buying  sharl 

A  convert  is  "busted"  when  the  stol 
price  at  which  it  would  pay  to  si 
is  50%  above  the  current  price 


.38,  more  than  three  times  the  market 

You'll  only  want  to  swap  if  Vitesse  share 

above  the  $112  conversion  price — that 

point  at  which  bond  holder 

$1,000,  either  by  converti 

stock  or  by  waiting  unt 

bond  matures  and  pa 

$1,000  face  value.  Un 

bond   matures,   it 

$40  a  year  in  int 

That  works  out 

annualized  11.8% 

to  maturity  even 

stock  stays  down,  anc 

haps  a  whole  lot  more  if  Malik  is  rigl 

Vitesse  stock  takes  off. 

DIMMED  HOPES.  Thanks  to  the  bear  m 

you  have  plenty  of  busted  converts  to  ( 

from.  In  the  past  few  years,  scores  of  tec 

gy  and  telecom  companies  issued  convert 

cheap  way  to  raise  cash.  Investors  snapp 

these  low-yielding  bonds — coupons  range 

ly  from  4%  to  6% — because  they  believe 

stock  conversion  features  would  make  the 

valuable  as  the  tech  companies  soared.  1 

didn't  work  out  that  way.  According  to 

rill's  Cox,  busted-convertiblc  issues  ma 

48%  of  the  overall  $160  billion  U.S.  conV( 

securities  market  vs.  22%  a  year  ago. 

Like  most  bonds,  converts  an 

ly  issued  at  a  par  val 
$1,000.  But  their  price 
to  B8g  when  the  slot' 
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en  interest  rates  go  up,  even  though  they 
ue  to  make  their  semiannual  payments.  So 
vith  coupons  in  the  4%-to-6%  range,  their 
are  higher  than  that  because  most  are 
•  below  par.  Right  now,  the  yields  to  ma- 
on  busted  converts  run  from  7%  to  16%, 
Uy  the  same  as  the  yield  on  "junk,"  or 
icld,  bonds.  Nicholas  Calamos,  portfolio 
jer  of  Calamos  High  Yield  Fund,  notes 
ivestors  who  choose  convertible  bonds  over 
it  high-yield  don't  give  up  any  yield  to 
e  convertible's  "equity  kicker." 
jsting  in  busted  converts  may  be  low-risk 
e  to  buying  the  underlying  stocks,  but  it's 
fc-free.  On  average,  they  carry  rb+  credit 
3 — a  notch  below  investment  grade — and 
me  as  the  overall  convertibles  market.  But 


are  probably  the  best  bet.  "The  semiconductor 
stocks  have  been  through  downturns  before," 
says  Malik,  the  money  manager.  "These  are  com- 
panies with  real  assets  and  real  business  models." 
Besides  Vitesse  Semiconductor,  another  chip  com- 
pany busted  convert  that  Malik  favors  is  Cymer, 
whose  7.25%  bonds  are  due  in  August,  2004. 
Meanwhile,  Merrill's  Cox  suggests  converts  is- 
sued by  chip  companies  Analog  Devices  and 
TranSwitch  (table). 

NEVER  FEAR.  Another  factor  to  consider  when 
selecting  a  busted  convert  is  how  much  the 
stock  needs  to  rise  to  meet  its  conversion  price. 
For  instance,  if  the  stock  price  must  triple  or 
quadruple,  ask  yourself  whether  you'll  be  con- 
tent to  earn  its  yield  to  maturity,  because  the 
stock  may  never  rise  enough  to  make  a  swap 
worthwhile. 

Don't  be  afraid  of  a  convert  whose  underlying 
stock  is  volatile.  If  the  stock  has  swung  widely  in 
the  past,  says  Merrill's  Cox,  the  odds  are  better 
that  the  conversion  price  could  be  reached 
than  with  a  low-volatility  stock.  And  the 
stock  doesn't  always  need  to  reach  its 
conversion  price  for  the  bond  to  trade 
above  its  $1,000  face  value.  That  can  hap- 
pen as  the  gap  between  the  stock  and  con- 
version prices  simply  narrows.  For  instance, 
if  Vitesse's  stock  price  rises  to  $60  in- 
stead of  its  $112  conversion  price, 
Convertbond.com  figures  that 
Vitesse's      convertible 
bonds'    price    could 
rise  to  $1,102. 
You  can  also  invest 
in  busted  convertibles 
via  mutual  funds.  Iron- 


If  a  company's 
stock  price  has 
swung  widely,  says 
Merrill's  Cox,  the 
odds  are  better 
that  the  convert 
price  could  be 
reached 


Better 'Busteds' 


CONVERTIBLE  BOND 


PRICE 


CURRENT 
YIELO 


YIELD  TO 
MATURITY 


ANALOG  DEVICES  4.75%  due  10/05 


$898.75      5.29%      7.47%     $129.78    $39.38 


MERCURY  INTERACTIVE  4.75%  due  7/07 
TRANSWiTCH  4.5%"due  9/05  " 
VITESSE  SEMICONDUCTOR  4%  due  3/05 


821.25 
691.25 
761.25 


5.78 
6.51 
5.26 


8.52 
14.18 
11.80 


ason  the  stock  prices  have  sunk  so 

that  some  issuers  could  go  belly-up. 

isk  of  default  is  real  with  troubled 

ms  and  telecom  companies,"  says 

ret  Patel,  manager  of  the  Pioneer 

Yield  Fund.  Consider  that  eToys' 

tible  bonds'  price  fell  to  120  on  the 

,•«  i\/r„~„v,     «.     4-u  u-  u  a  ■  CYMER  7.25%  due  8/04  957.50      7.57        8.76 

in  March,  after  the  once-high-flying '___  ; 

retailer  filed  for  Chapter  11.  In      EXODUS  5.25%  due  2/08  575.00      9.13       15~58 

lptcy  proceedings,  convert  holders' 

3ts  are  senior  to  shareholders  but 

I  those  of  banks  and  investors  in 

r  bonds. 

:e  the  convert  market  is  relatively 

finding  good  information  is  tough. 

cellent  place  to  get  it  is  the  Web 

"onvertbond.com.   It's   one   of  the   few 

■s  open  to  individual  investors  to  get  dai- 

ces  and  credit-quality  information.  The 

wned  by  Morgan  Stanley,  charges  $10  a 

,  though  it  offers  a  free,  two-week  trial 

iption. 

«outing  for  busted  converts,  look  for  com- 

with  strong  balance  sheets  and  in  busi- 

that  still  have  bright  prospects.  Most  of 
j  busted  convertibles  were  issued  by  dot- 
telecom  outfits,  and  semiconductor  com- 
•  Of  those  three  groups,  the  chipmakers 


CONVERSION       STOCK 
PRICE  PRICE 


46.80      27.00 
22.75        8.03 


111.25 
61.92 


51.09 
13.64 


Prices  and  yields  as  of  Apr.  16 


112.00      23.95 

Data:  ConvertBond.com 


ically,  the  26  funds  that  focus  on  convertible  se- 
curities rarely  make  big  bets  on  busteds.  The 
handful  of  funds  that  do  bulk  up  on  busteds  are 
specialized  high-yield  funds  such  as  Calamos 
High  Yield  and  Pioneer  High  Yield.  Both  of 
these  now  have  roughly  70%  of  their  assets  in 
busteds. 

Without  a  doubt,  busted  convertibles  are  com- 
plicated instruments.  But  learning  about  them  is 
worth  the  effort.  After  all,  how  many  invest- 
ments pay  you  handsomely  while  you're  waiting 
for  stocks  to  come  back?  □ 
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WANTED:  MORE 
DIVERSE  DIRECTORS 


BY  TODDI  GUTNER 

Companies  are 
looking  beyond  the 
corner  office  for 
women  board 
members  these 
days— and 
focusing  more  on 
experience  than 
title 


Corporate  boards  have  long  been  interested  in 
recruiting  women  directors.  But  while 
women  from  academia  and  government  have 
landed  seats,  many  potentially  valuable  corporate 
candidates  were  excluded  because  their  resumes 
didn't  list  that  one  key  credential:  the  title  of 
CEO.  Now,  a  trend  among  boards 
bodes  well  for  high-level  business 
women  who  haven't  reached  the  top 
slot.  Boards  are  focusing  more  on 
experience  than  title.  This  helps  to 
broaden  the  pool  of  likely  candi- 
dates as  well  as  create  a  more  di- 
verse group  of  directors. 

The  boards  are  particularly  in- 
terested in  adding  directors  with 
expertise  in  technology  or  contacts 
in  international  markets.  "When  you 
take  people  who  have  different  ex- 
periences and  backgrounds,  the 
group  is  more  effective  at  problem 
solving,"  says  Julie  Daum,  who  is 
managing  director  of  board  services 
for  Spencer  Stuart,  an  executive- 
search  firm. 

Take  Marsha  Johnson  Evans,  a 
former  Rear  Admiral  who  was  the 
highest-ranking  woman  in  the  Navy 
and  is  now  the  executive  director  of 
the  Girl  Scouts.  She  didn't  go 
seeking  a  corporate  board  po- 
sition. But  when  a  seat  became 
available  on  the  May  Depart- 
ment Stores  Co.  board  three 
years  ago,  Daum  found  her  in 
a  search  and  called  her.  "While  I  don't  have 
traditional  business  experience,  I  have  man- 
agement experience  in  a  complex  military 
organization,"  says  Evans. 
"A  PRIVILEGE."  Wider  latitude  in  director 
searches  and  the  push  for  diversity  are  two 
reasons  women  made  up  21%  of 
new  board  members  last  year, 
though  they  held  just  12%  of  all 
Standard  &  Poor's  500  corporate 
board  seats,  according  to  Spencer 
Stuart.  "Women  either  control  or 
influence  nearly  all  consumer  pur- 
chases, so  it's  important  to  have 
their  perspective  represented  on  boards,"  says 
Sheila  Wellington,  president  of  Catalyst,  a  non- 
profit organization  that  focuses  on  women  in 
business.  Now  that  nearly  25%  of  the  nation's 
largest  companies  have  two  or  more  women  di- 
rectors, "there  is  clearly  a  move  away  from  the 
token  female  member,"  says  Wellington. 

Serving  on  a  corporate  board  has  many  ad- 


vantages. Not  only  do  members  learn  a  i 
deal  about  another  company,  the  experienj 
hances  management  skills  and  develops 
opportunities.  Then  there's  the  prestige.  " 
it's  a  privilege  to  sit  on  a  corporate  board  J 
Nina  Henderson,  former  corporate  vice-prel 
of  Bestfoods  and  a  member  of  several  b 
including  Axa  Financial  and  packaging  cor 
Pactiv.  But  make  no  mistake:  Board  servic 
lot  of  work.  Between  the  time  required  for 
ing,  meeting  preparation,  and  travel,  Henc 
says  she  spends  three  weeks  a  year  per  b( 
Interested?  Although  you  don't  fill  out 

plication  to  become,  | 
rector,  you  can  inc 
the  chance  of  beinj 


Women  on  Board 


■  Women  hold  12% 
of  all  Standard  & 
Poor's  500  corporate 
board  seats 


■  93%  ot  S&P  500 
companies  have  at 
least  one  woman 
director 


■  21%  of  new  cor- 
porate board  mem- 
bers are  women,  up 
from  18%  in  1999 


Data:  Spencer  Stuart  Board 
Index  2000 


sen.  First,  you  need  to  be  really  good  at 
you  do — preferably  in  a  senior  manag< 
position  which  has  profit-and-loss  respor 
ties.  Just  as  important,  "you  must  be  \ 
outside  your  own  company,"  says  Daum 
Before  you  attempt  to  go  for  the  big  b 
consider  serving  on  nonprof 
government  boards  and  coi 
sions.  Sitting  on  an  ad 
board,  which  gives  nonbindii  1F1 
vice  to  a  company,  also  pre 
invaluable  exposure  and 
"Advisory  boards  can  help  partici 
build  confidence  to  be  an  effective  (  | 
rate  director,"  says  Susan  Stautberg, 
ident  of  Partner  Com  Corp.,  a  New 
firm  that  creates  advisory  boards. 

Finally,  tell  everyone — from  board 
bers  you  know  to  your  own  CEO 
you're  interested.  "People  talk,  and 
never  know  who  may  be  in  a  position  to  r 
mend  you,"  says  Daum.  Or  who  may  think 
the  perfect  person  to  serve  on  their  board 
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HELP. 


is  perhaps  the  most  valuable  asset  an  online 
roker  can  offer  its  clients.  Help.  And  no  online 
roker  offers  more  ways  to 
sk  for  it  than  NDB. 
Just  click  on  our  new  Help 

1~  lenter  and  it's  all  there,  24 
ours  a  day,  seven  days  a  week 
Looking  for  instant  help? 
IDB's  /Answer  is  a  real-time 
elp  desk  that  lets  you  com- 
lunicate  live,  one-on-one, 
nth  a  real  person.  Just  type 
1  your  question  and  within 
"loments  you'll  see  your 
nswer  on  the  screen. 
More  comfortable  talking  to  someone  on  the 
hone?  Just  call  one  of  our  local  or  toll-free 


NOfl's  Help  C«nt«r 


NDBs  Help  Center 


JUST  TYPf  IN  YOUR  QUESTION  AND  CLICK     FIND 


4j^j 


® 


Search  iaPaV  Chat 

Frequently  BW?.WH  with  ■  LIVE 

Asked  Question!  JJ  NDB  Representative 


o 


Explore 

our  Site  Map 


Classic  Help 


numbers  and  an  NDB  representative  will  be  on  the 

phone  to  assist  you. 

If  you  prefer  to  help  your- 
self, we  have  an  entire 
section  filled  with  answers  to 
the  most  frequently  asked 
questions.  We  even  have  an 
area  devoted  to  nothing  but 
forms,  just  to  make  the 
application  process  as  con- 
venient as  possible. 

As  you  can  clearly  see,  taking 
you  under  our  wing  is  some- 
thing we  take  very  seriously. 
For  more  information,  visit 

our  web  site  or  call  1-800-4-1 -PRICE.  Naturally, 

we'd  be  glad  to  help  you. 


Send  Us 

Emails 


Access 

our  Tut  Center 


NOB  PIMM  NUHWHl 


~~ 


2001  National  Discount  Brokers  Corporation  (NDB).  Member  NASD/SIPC,  is  an  indirect  subsidiary  of  Deutsche  Bank  AG 
scurities  products  and  services  are  offered  through  NDB,  and  not  through  a  bank.  System  availability,  trade  execution  and 
porting  times  may  vary  due  to  market  volatility,  volume,  system  performance  and  other  factors.  NDB  does  not  provide  tax 
gal  or  investment  advice.  NDB  has  relationships  with  various  independent  research  and  market  data  vendors  Other  than 
sutsche  Bank  AG  and  its  affiliates,  NDB  is  not  affiliated  with  any  bank  or  credit  union. 


NATIONAL  DISCOUNT  BROKERS  |  ndb.com 

We  take  you  under  our  wing. 
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FINE  FOOD,  BUT 
NOT-SO-TASTY  IPOs 


BY  ROBERT  BARKER 

Smith  &  Wollensky 
serves  hearty 
steaks,  and 
Briazz's  muffins 
are  yummy,  but 
neither  chain  has 
shown  any  knack 
for  cooking  up 
profits 


with  crushed  walnuts  on  top.  (I  also  hear  I 

employees  wear  aprons  promoting  the  IPO 

no:  Chances  are  your  portfolio  will  thank 

you  resist  these  two  deals  (table). 

Both  companies  are  keeping  quiet,  but  s 

ties  filings  lay  out  the  terms.  Although    E 

known  nationally,  Briazz  has  40  cafes  in  f" 

cities:  Seattle,  San  Francisco,  Los  Angeles 

Chicago.  It  targets  what  it  calls  the  "on-tl  fa 

office  worker  with  breakfast  and  lunch    L 

that  are  fixed  and  packaged  in  central  kit< 

then  distributed  to  each  cafe.  Sales  shot  up  , 

less  than  $3  million  in  1996  to  nearly  $34  n 

last  year.  Just  in  its  four  existing  markets,  ]  r 

sees  the  chance  to  add  150  cafes  in  five  ye 

Don't  expect  another  Starbucks,  how 

Schultz,  with  a  9.9%  stake,  left  the  Briazz 

in  January.  He  remains  an  adviser,  but  you  graie 

to  wonder  how  long  the  company  will  be  a  jet 

to  take  his  advice.  In  its  first  five  years,  it 

ed  steady  losses,  totaling  more  than  $41  m 

The  future?  Don't  take  it  from  me:  Briaz: 

countants  in  March  decided  that  its  losse 

hunger  for  fresh  capital  "raise  substantial 

about  its  ability  to  continue  as  a  going  con 

WHERE'S  THE  BEEF?  Only  next  to  Briazz 

s&w  look  at  all  palatable.  Its  green-and- 

Manhattan  flagship  opened  in  1977.  Last  y 

took  in  $27  million,  almost  triple  the  sales  at  m 

Starting  in  Boston  in  2002  and  continuing  ov 

next  few  years,  it  hopes  to  add  s&ws  in  thi 

four  more  cities.  That  should  keep  revenues, 

last  year  topped  $81  million,  growing. 

Even  so,  I  see  reasons  to  avoid  s&w.  Fir 

siders  are  selling 

fifth  of  the  IPO  si 

So  20%  of  the  pro 

go  to  current  inve  f ' 

not  the  company. 

not      JALE.S. I3.3.:7.™1!!0!! $8L5  milllon         ond,  s&w  doesn't 

NET  LOSS  (6.3  million)  (6.4  million)        the  Manhattan  rt 

™Tu  n'~r>u~j »—--»—--«--—  "'"Tc""7m;1T       rant.  It  only  runs 

CASH  FLOW            2.2  million                3.6  million  fl)L 

aims      - - a  fee  of  2.3%  on 


No  one  except  my  mom  ever  accused  me  of 
having  a  small  appetite.  But  the  very  mo- 
ment a  $27.75  lunchtime  steak  reached  my 
table  recently  at  New  York's  Smith  &  Wollensky, 
I  could  see  defeat  was  at  hand.  I  finished  maybe 
one-third.  Yet  somehow,  between  the  food,  the 
cheery  commotion,  and  the  restaurant's  old-time 
atmosphere — you  half-expect  to  see  Babe  Ruth 
at  the  bar — I  left  hoping  to  return  soon. 

It's  this  strangely  pleasant  elixir  that  has 
made  s&w  a  fixture  in  New  York  and  six  other 
cities,  from  Miami  Beach  to  Las  Vegas.  Now, 
the  company  that  owns 
or   runs   these   restau- 
rants plus  seven  more, 
including       Manhattan 
Ocean   Club   and   Cite 
wants   to   sell   you 
just  steak  but  stock,  too. 
Smith      &      Wollensky 
Restaurant  Group 


his 

: 


Red  Ink  Under  the  Menu 


BRIAZZ 


SMITH  &  WOLLENSKY 


in  May  to  make  a  $50       INDICATED  58  million  86  million  The  owner,  who's  fi' 

million  initial  public  of-  fire  s&w,  turns  out 


SIGNATURE 
DISH 

ORDERS 
TAKEN  VIA 


fering.  And  rivaling  it 
for  investor  dollars  is 
Briazz,  a  chain  of  cafes 
with  ties  to  Starbucks 
founder  Howard  Schultz. 
Briazz  (pronounced  bree- 
oz)  is  set  to  come  public  in  a  $20  million  deal. 
SOUR  CREAM.  With  IPOs  of  tech  companies  all 
but  impossible — anyone  recall  what  Sohu.com, 
off  92%  from  its  July  IPO,  does?— Wall  Street 
hopes  we'll  swallow  what  we  all  understand: 
food.  Peet's  Coffee  &  Tea  and  afc  Enterprises, 
operator  of  Popeyes  Chicken  &  Biscuits  and 
Church's  Chicken  outlets,  both  came  public  this 
year.  Peet's  trades  near  its  $8  IPO  price,  while 
A I'c  is  up  an  enviable  14%. 

Should  you  bite?  Yes,  I  enjoyed  lunch  at  s&w. 
And  yes,  I've  heard  glorious  tales  about  Bri- 
azz's signature  sour  cream  coffee  cake  muffin 


Sour  cream 
coffee  cake  muffin 

Self-service 
or  internet 


Beef  and 
more  beef 

Grizzled 
waiters 


All  financial  results  for  2000  Data:  Company  reports,  BusinessWeek 


a  partnership  parti; 
trolled  by  s&w  ceo 
Stillman — a  New 
cut  conflict  of  inte: 
Finally,  s&w  has 
steadily  unprofitat 


did  generate  $3.(5  million  in  cash  in  2001,  1 
that  S&W  is  coming  public  at  24  times  casl 
Someone  must  have  ordered  a  second  bot 
wine:  Rival  Morton's  Restaurant  Group  go 
six  times  cash  flow;  Benihana,  five  times, 
the  bacchanal  in  tech  ipos,  stock  in  rested 
may  look  simple  and  safe.  But  do  yoursell 
vor:  Stick  to  the  steaks. 
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T  DoCoMo  io  focus 


ie  i-mode  business  solution 


i-mode  is  taking 
the  business  world  by  storm. 


it 


ode  has  literally  transformed  the  Japanese 
Hilar  landscape,  creating  a  burgeoning  new 
rket  for  mobile  multimedia  services, 
ticularly  in  the  business  world,  i-mode  based 
jtions  are  having  a  significant  impact  on  day- 
jay  operations. 

stribution  industry 

» of  Japan's  leading  companies  in  the  field  of 
jgrated  distribution  services  has  turned  to 
ode  in  its  efforts  to  improve  customer 
itions. 

Previously,  the  company  employed  vehicle- 
.ed  communication  systems  that  were  expen- 
?  to  replace,  limited  to  voice  transmission, 
I  ineffective  when  drivers  left  the  vehicles. 
ise  factors  often  contributed  to  unacceptable 
ays  in  responding  to  customer  requests, 
i-mode  captured  the  company's  attention 
ause  of  its  small  initial  investment,  superior 
bility,  and  ability  to  transmit  both  images  and 
t.  Once  integrated  into  the  company's  infor- 
tion  system,  it  allowed  customer  centers  to 
nmunicate  directly  with  drivers  —  even  when 
ay  from  their  vehicles.  Moreover,  precise 
tomer  details  and  collection-and-delivery 
:ructions  could  be  relayed  and  shared  with 
lost  reliability  via  visual  data. 
A  resounding  success,  the  system  has  given 
company  an  edge  over  the  competition  in 
ivery  efficiency  and  customer  satisfaction.  It 


i-mode  in  Japan 


NTT  DoCoMo's  i-mode  cellular  service  has  attracted 
over  21  million  subscribers  since  its  introduction  in 
Japan  in  February  1999,  accounting  for  roughly  60% 
of  the  company's  total  35  million  subscribers. 

With  the  press  of  a  button,  users  can  access  over 


Aug     Oct     Dec     Fab     Api 


i-mode's  meteoric  rise  continues  unabated.    By  the  end  of  February 
2001,  the  service  had  attracted  nearly  20  million  Japanese  subscribers. 


has  also  sped  the  development  of  additional 
sales  functions  for  the  company's  truck  drivers. 

Anticipating  still  further  improvements  in  the 
quality  of  its  services,  the  company  is  now 
adding  new  i-mode  based  services  for  package 
inquiries,  delivery  completion  e-mail,  and 
delivery  receipt  certificate  requests. 


System  Configuration 


Integrated  information  IAN 


irT"T  a 


H    H 


•L- 


a     D 


to-the-minute  information  is  directly  transmitted 
to  a  company  Web  site. 

Available  to  all  personnel  nationwide,  whether 
in  the  field  or  the  office,  the  company  site  helps 
keep  everyone  equally  informed  and  enables 
more  knowledgeable  decisions  ASAP.  According 
to  a  company  spokesman,  the  potent  combination 
of  i-mode  and  the  company  Web  site  is  painting  a 
more  accurate  picture  of  market  conditions  and 
contributing  to  the  company's  development  of  a 
more  effective  branding  strategy. 


Sales  industry 

A  major  sportswear  company  in  Japan  that 
operates  over  300  outlets  throughout  the 
archipelago  is  another  example  of  a  business 
that  has  benefited  from  i-mode. 

In  the  past,  the  company's  salespeople 
submitted  sales  reports  and  customer  feedback 
via  fax,  requiring  secretaries  at  the  head  office  to 
type  the  information  into  a  company  database. 
It  was  a  time-consuming  process  prone  to  errors 
and  delays. 

Since  April  of  last  year,  however,  over  600  of 
its  sales  coordinators  have  been  equipped  with 
compact  i-mode  phone  terminals  from  which  up- 


1 ,600  official  and  40,000  voluntary  sites  and  use 
specialized  services  that  range  from  e-mail,  online 
shopping,  ticket  reservations  and  databases  to  news, 
entertainment  and  transactions  with  numerous 
Japanese  banks. 

i-mode  content  is  based  on  a  subset  of  HTML,  the 
world's  de  facto  scripting  language.  This  makes 
conversion  from  Internet  content  a  remarkably  simple 
process  for  content  providers. 

DoCoMo  also  caters  to  user  demands  with  reason- 
able fees.  Through  the  advanced  packet  transmission 
system  of  NTT  DoCoMo,  users  are  charged  for  volume 
of  data  received,  rather  than  time  spent  online.  This 
promotes  longer,  more  frequent  visits.  In  fact,  over 
90%  of  i-mode  subscribers  are  active  users,  accessing 
an  average  of  1 1  sites  per  day. 

The  clarity  of  DoCoMo's  vision  has  been  critical  to 
i-mode's  success.  When  the  service  was  launched  in 
1 999,  many  believed  there  was  little  room  for  growth 
in  Japan's  nearly  saturated  mobile  phone  market.  But 
DoCoMo's  confidence  that  data  traffic  would  open  up 
new  business  avenues  was  clearly  justified. 


Thanks  to  NTT  DoCoMo's  technological  leadership 
and  win-win  relationships  with  content  providers  and 
phone  vendors,  i-mode  keeps  evolving  by  leaps  and 
bounds.  New  Java  capabilities,  for  example,  allow 
users  to  download  applets,  receive  automatic  updates 
on  weather,  stock  prices,  company  appointments  and 
more.  When  the  high-speed  multimedia  power  of  3G 
arrives  in  May  —  through  FOMA,  the  world's  first 
third-generation  mobile  service  —  there  will  be  no 
end  to  i-mode's  business  possibilities. 

i-modp  official  lilc-i  by  category 


Entortotnment 


OttftbOMl 

ftfdpn 


i-mode  is  the  name  used  in  Japan  for  NTT  DoCoMo's  mobile  internet  service    FOMA  (Freedom  Of  Mobile  multimedia  Access)  is  the  name  used  in  Japan  for  NTT  DoCoMo  W-CDMA  ! 


>r   a    borderless    world 


NTT  DoCoMo,  Inc. 


www.nttdocomo.com 
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www.businessweek.com/investli 

Bullish.  Bearish.  The  road  is  getting  bumpy.  It's  time  to 
prepare  yourself  for  the  ride.  And  tap  into  a  great,  new 
investing  resource  powered  by  two  of  the  most  trustee 
names  on  Wall  Street. 

The  place  to  start?  The  investing  channel  at 
www.businessweek.com/investing.  BusinessWeek 
Online  and  Standard  &  Poor's  have  partnered  to  brinj 
you  the  best  financial  planning  advice  available.  Here 
you'll  find  S&P  Picks  and  Pans,  STARS1"1  Rankings,  Stc 
Reports,  a  portfolio  tracker,  plus  BusinessWeek  Online 
award-winning  content  and  tools  featuring  a  mutual  fu 
scoreboard,  Inside  Wall  Street  columns,  and  more. 

Now  is  the  perfect  time  to  map  out  a  successful  finani 
future.  Put  the  combined  power  of  BusinessWeek  Onli 
and  Standard  &  Poor's  to  work  for  you  today. 
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Inside  Wall  Street 


A  MOUNTING 
SCORE 


TOP  OF  ITS  GAMES 


For  Electronic  Arts  (erts),  the  party  may 
have  only  begun.  Shares  of  the  No.  1  maker 
of  game  software  have  zoomed  40%  this 
year — hitting  a  52-week-high  of  59  on  Apr.  18 — 
but  there's  still  room  to  play,  say  some  pros. 

The  electronic-game  industry,  which  produced 
the  likes  of  Mario  and  Myst,  is  "on  the  cusp  of  a 
five-year  cycle  that  is  potentially  enormous — and 
Electronic  Arts  dominates,"  says  equity  analyst 
Edward  Williams  of  Gerard  Klauer  Mattison.  ea's 
new  generation  of  games  will  hit  the  $20  billion 
worldwide  retail  market  just  as  Microsoft,  Nin- 
tendo, and  Sony  roll  out  new  versions  of  the 
GameCube  and  PlayStation 
consoles  on  which  games 
are  played.  And  the  mar- 
ket is  expanding:  Better  j  E| 
graphics  have  boosted  the  | 
base  of  users  from  just  chil- 
dren to  adults.  "It's  more  45 
of  a  mass  market  now,"  40 
says  Williams.  ^ 

Not   that   there   aren't       o 
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volatility  problems.  Case  in      a  dollars 

point:  A  news  item SpeCU-         Data:  Bloomberg  Financial  Markets 

lating  whether  Microsoft  might  stall  the  launch  of 
its  Xbox  video  game  console — pushed  EA  down 
9%  in  one  day.  It  quickly  recovered,  but  the  ru- 
mor revealed  a  sore  spot:  potential  console  short- 
ages. That's  "the  kind  of  problem  you  want  to 
have,"  says  Williams.  "We're  not  suffering  from  a 
demand  issue  here."  The  Electronic  Entertain- 
ment Expo  (E3)  in  May  could  fuel  stock  gyrations 
before  EA  settles  in  a  trading  range.  That  could 
provide  a  buying  opportunity  before  the  holiday 
season  heats  up,  says  Heath  Terry  of  Credit 
Suisse  First  Boston:  75%  of  game  sales  are  made 
in  the  fourth  quarter.  Terry's  yearend  target  is 
70.  He  expects  earnings  to  grow  from  17(2  a 
share  last  year  to  50(2  this  year  and  $1.60  in 
2002.  "The  big  year  is  next  year,"  Terry  says. 
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atents  on  drugs  that  currently  produce  a 
massive  $34  billion  in  sales  will  expire  soon, 
starting  this  year  with  premier  names  such 
as  Prozac  and  the  diabetes  drug  Glu- 
cophase.  That's  more  than  twice  the 
amount  that  has  come  off  patent  in 
the  past  10  years — and  good  news  for 
distributors  such  as  Cardinal  Health 
(cah).  While  Cardinal  also  distributes 
brand-name  drugs  to  retail  chains  and 
hospitals — cvs,  Walgreen,  and  the 
Mayo  Clinic,  for  example — it  makes 
more  gross  profit  from  generics.  An- 
ticipating the  boom,  investors  have  bid 
up  Cardinal's  stock,  which  has  doubled 


in  a  year.  It  trades  at  96 — down  from  105  in 
December.  But  "the  best  times  are  still  ahead," 
says  analyst  Leonard  Yaffe  of  Banc  of  America 
Securities.  He  has  rated  Cardinal  a  "strong  buy" 
since  1995  and  has  a  one-year  price  target  of 
130.  Jonathan  Green  at  Dresdner  Kleinwort 
Wasserstein  reiterated  his  "buy"  rating  on  Apr. 
12;  his  12-month  target  is  120. 

A  strong  balance  sheet  and  revenue  growth 
account  for  the  upbeat  forecasts.  Cardinal's  distri- 
bution business,  which  accounts  for  80%  of  rev- 
enues, is  growing  at  twice  the  industry  average  of 
12%,  as  it  continues  to  snatch  market  share  from 
such  rivals  as  McKesson.  It  also  operates  higher- 
margin  services,  including  Pyxis,  an  automated 
drug-delivery  system — rather  like  an  ATM.  "That 
mix  can  sustain  a  23%  earnings  growth  rate," 
says  Yaffe.  Merrill  Lynch's  analyst  Owen  Hughes 
notes  that  Cardinal's  price-earnings  ratio  is  28, 
based  on  2001  earnings  per  share  of  $3.40,  and  23, 
based  on  next  year's  expected  $4.07 — a  ratio  10% 
less  than  most  large-cap  drug  stocks. 

APACHE  IS  READY 
FOR  A  GUSHER 

Energy  stocks:  Been  there,  done  that?  Not  so 
fast.  "Most  people  believe  it's  over  and  done 
with,"  says  Susan  Byrne,  money  manager 
for  Westwood  Management,  which  oversees  $4 
billion.  "But  we're  expecting  a  much  longer  peri- 
od of  growth  and  profitability."  Why?  Because  de- 
mand will  spike  and  supply  won't  cover  the  needs. 
That's  where  astute  energy  producers  such 
as  Apache  (apa)  come  in,  says  Byrne.  Westwood 
holds  the  stock  in  most  accounts,  including  the 
$250  million  Gabelli  Westwood  Equity  Fund.  For 
years,  the  Houston  outfit  has  been  building  up  its 
natural-gas  and  coal  reserves,  funding  acquisi- 
tions with  equity  offerings.  Analysts  say  it  got 
the  reserves  for  a  song,  compared  with  the  cost 
of  building  them  from 
scratch.  The  result:  "very 
strong  positive  earnings 
surprises,"  says  Byrne. 
First  Call's  consensus  esti- 
mate for  first-quarter  2001 
earnings  (to  be  released 
Apr.  26)  is  $2.12  per  share 
and  $7.20  for  the  year 
2001.  Byrne's  own  forecast 
is  $2.50  for  the  quarter  and 
$8.25  for  the  year. 

The  stock,  trading  at  62,  sells  at  a  price-earn- 
ings ratio  of  only  7.5,  based  on  Byrne's  estimate 
for  this  year's  earnings:  her  near-term  target  is 
80.  Christopher  Wolfe,  equity  strategist  at  J.  P. 
Morgan  Chase,  has  a  12-month  target  of  90. 

Gene  Marcial  is  on  vacation. 


BusinessWeek  online 


Read  Gene  Marcial's  Inside  Wail  Street  Online  column 

Tuesday  afternoons  at  www.businessweek.com/today.htm. 

And  see  him  Fridays  at  11:30  a.m.  est  on  CNNfn. 
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Apr.  18 
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Week      date    months 
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COMMENTARY 

Holy  Fed!  In  a  surprise  move,  the  Federal 
Reserve  cut  interest  rates  by  a  half  per- 
centage point  on  Apr.  18,  sending  stocks 
soaring.  For  the  week,  the  Dow  finished 
up  6.0%  and  the  S&P  500,  6.2%.  The 
big  winner,  the  Nasdaq,  gained  9.5%  af- 
ter the  rate  cut  and  a  bullish  earnings 
report  from  Intel.  Still,  watch  out  for 
gloomy  profit  reports  that  may  take  some 
steam  out  of  the  rally. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1238.2  6.2  -6.2  -14.1 

Dow  Jones  Industrials  10,615.8  6.0  -1.6  -1.4 

Nasdaq  Composite  2079.4  9.5  -15.8  -45.2 

S&P  MidCap400  491.6  5.3  -4.9  6.2 

S&P  SmallCap  600  211.8  3.6  -3.5  8.1 

Wilshire  5000  11,343.8  6.1  -6.8  -14.9 

SECTORS 

BusinessWeek  50*  877.1  7.5  -9.6  -30.1 

BusinessWeek  Info  Tech  100**     492.4  9.7  -13.0  -49.4 

S&P/BARRA  Growth  609.8  7.1  -11.3  -30.3 

S&P/BARRA  Value  627.6  5.4  -1.4  5.2 

S&P  Energy  915.1  3.0  -1.8  11.9 

S&P  Financials  155.0  5.4  -5.9  17.4 

S&P  REIT  86.2  2.3  -2.0  12.1 

S&P  Transportation  720.0  3.3  3.2  27.2 

S&P  Utilities  336.9  3.4  -3.9  35.2 

GSTI  Internet  136.3  15.6  -25.0  -71.7 

PSE  Technology  749.1  10.8  -8.0  -29.8 
*Mar.  19,  1999  =  1000       "Feb.  7,  2000=1000 


Apr.  18     Week 


pes 


S&P  Euro  Plus  (U.S.  Dollar) 
London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 
FUNDAMENTALS 


1242.5 

5890.2 

5505.1 

6164.9 
13,641.8 
12,972.8 

8131.2 

6143.9 
Apr.  17 


2.3 

1.8 
2.7 
3.6 
3.5 
2.1 
5.4 
2.4 
Wk 


S&P  500  Dividend  Yield                     1.32%  1 

S&P  500  P/E  Ratio  (Trailing  12  mos.)    25.0  & 

S&P  500  P/E  Ratio  (Next  12  mos.)*       20.8  2( 

First  Call  Earnings  Surprise*              2.19%  1. 
*First  Call  Corp. 

TECHNICAL  INDICATORS        Apr.  17  Wk 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1360.6  1366 

57.0%  57 

0.73  O.f 

2.96  3.' 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Computer  Software 
Invest.  Banking/Brkrge. 
Entertainment 
Railroads 
Leisure  Time 


21.0 
20.7 
20.0 
18.4 
17.7 


Tobacco 

Engineering  &  Constr. 
Savings  &  Loans 
Pollution  Control 
Homebuilding 


123.6 
95.2 
89.3 
87.3 
69.4 


Cosmetics 
Alcoholic  Beverages 
Household  Products 
Toys 
Soft  Drinks 


-9.6  Communications 

-9.2  Instrumentation 

-8.6  Long-Dist.  Teleco 

-5.1  Metal  &  Glass  Co 

-4.0  Semiconductors 
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I  Mutual  Funds 

Week  ending  Apr.  17 
■  S&P  500  ■  U.S.  Diversified  BAN  Equity 
4-week  total  return 


%        1         2        3        4         5        6 

Week  ending  Apr.  17 
■  S&P  500  ■  U.S.  Diversified  BAN  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return  % 

Leaders 

Health  7.2 

Japan  7.2 

Utilities  4.7 

Precious  Metals  4.4 

Laggards 

Pacific/Asia  ex-Japan  -3.5 

Diversified  Emerging  Mkts.  -2.4 

Real  Estate  -1.0 

Europe  -0.7 


52-week  total  return % 

Leaders 

Natural  Resources  25.9 

Financial  24.9 

Mid-cap  Value  18.0 

Real  Estate  16.9 

Laggards 

Technology  -48.8 

Communications  -45.8 

Japan  -33.8 

Diversified  Pacific/Asia  -31.5 


EQUITY  FUNDS 

4-week  total  return 


% 


%     -20     -15     -10      -5        0         5 
Data:  Standard  &  Poor's 


Leaders 

Fidelity  Select  Software  17.3 

Dresdner  RCM  Biotech.  N  15.0 

Prudential  Hlth.  Sciences  B  13.2 

Orbitex  Health  &  Biotech.  B  12.6 
Laggards 

ProFunds  Ultrashort  OTC  -17.8 

Rydex  Dynamic  Venture  100  -17.7 

Potomac  Internet  Short  -14.7 

Monument  EuroNet  A  -11.2 


52-week  total  return 
Leaders 

Potomac  Internet  Short 
Schroder  Cap.  Micro  Cap 
State  St.  Res.  Glob.  Res.  A 
CGM  Focus 
Laggards 
ProFunds  UltraOTC  Inv. 
lacob  Internet 
Potomac  Internet  Plus 
ING  Internet  A 


88.4 
87.4 
73.5 
72.8 

-87.4 
-78.4 
-77.5 
-74.9 


I  Interest  Rates 

KEY  RATES 


Apr.  18    Week  a  hn 


MONEY  MARKET  FUNDS 


4.82%       4.87"! 


90-DAY  TREASURY  BILLS 


3.89 


4.06    H 


1-YEAR  TREASURY  BILLS 

3.93 

4.09 

10-YEAR  TREASURY  NOTES 

5.13 

5.12 

30-YEAR  TREASURY  BONDS 

5.65 

5.61 

30-YEAR  FIXED  MORTGAGE  t 

7.22 

7.06 

IB 


tBanxQuote,  Inc. 


■ 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA  rated,  tax-exem  ' 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond  f'1 


GENERAL  OBLIGATIONS 


4.48% 


TAXABLE  EQUIVALENT 


6.49 


INSURED  REVENUE  BONDS 


4.57 


TAXABLE  EQUIVALENT 


6.62  UTi 
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I  THE  WEEK  AHEAD 


CONSUMER  CONFIDENCE  Tuesday,  Apr.  24, 
10  a.m.  edt>-  The  Conference  Board's 
index  of  consumer  confidence  likely  fell 
to  114  in  April,  from  117  in  March. 
That's  according  to  the  median  forecast 
of  economists  surveyed  by  Standard  & 
Poor's  mms,  a  unit  of  The  McGraw-Hill 
Companies. 

DURABLE-GOODS  ORDERS  Wednesday,  Apr. 
25,  8:30  a.m.  edt>-  New  orders  taken  by 
durable-goods  producers  in  March  proba- 
bly grew  by  0.2%,  after  a  0.2%  decrease 


in  February.  An  increase  in  orders  may 
signal  that  a  rebound  for  nontech  manu- 
facturers is  beginning. 

HOME  SALES  Wednesday,  Apr.  25,  10  a.m. 
edt>-  The  new  single-family  home  and 
existing-home  sales  reports  will  be  re- 
leased simultaneously.  New-home  sales 
for  March  likely  rose  to  an  annual  rate  of 
915,000,  from  911,000  in  February.  Ex- 
isting-home sales  in  March  probably  fell 
to  an  annual  rate  of  5.10  million  units, 
from  February's  pace  of  5.18  million. 


EMPLOYMENT  COST  INDEX  Thursday, 
8:30  a.m.  edj  ►  Compensation 
first  quarter  likely  rose  by  1%, 
0.8%  rise  in  the  fourth  quarter 

GROSS  DOMESTIC  PRODUCT  Friday, 
8:30  a.m.  edt>  The  economy  i 
ed  to  have  grown  at  an  annual  r 
just  0.8%  in  the  first  quarter,  a 
fourth  quarter's  lackluster  pace 
Slower  inventory  accumulation 
growth,  probably  to  its  lowest  p 
most  six  years. 
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ied  this  week,  besting  both  the  Dow  and  S&P  500.  Some  winners:  Mercury  Interactive,  and  AOL 

.1 

32.9%  and  18.9%  respectively,  after  both  companies  reported  higher-than-expected  first-quar- 

ip-maker  Xilinx  gained  17.4%  in  a  semiconductor  rally  spawned  by  Intel's  rosy  earnings  report. 

■ 

in  the  BW  50,  Washington  Mutual  and  U.S.  Bancorp,  ended  up  in  the  red. 
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duction  Index 


Change  from  lasiweefc-0.  J  % 
Change  from  last  )paf:  6.4% 


L OUTPUT 


.The  index  is  a  4-week 
moving  average 


Aug. 
2000 


Dec. 
2000 


Apr. 
2001 


ndex  was  down  in  the  latest  week.  Be- 
f  the  four-week  moving  average,  the  in- 
I,  from  177.6.  After  seasonal  adjust- 
os,  trucks,  coal,  and  rail-freight  traffic 
Electric  power,  crude-oil  refining,  and 
for  the  week.  Due  to  a  computer  error, 
in  revised  back  through  January,  2001. 
ew  data,  please  e-mail  business_out- 
eek.com. 

of  the  index  components  is  at  vraw.business- 
ction  index  Copyright  2000  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real-time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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Few  people  can  make 

decisions  that  are  as  good 

for  the  environment  as 

they  are  for  business. 


You  happen  to  be  one  of  them. 

You  make  the  choices  that  improve 
your  company's  bottom  line.  Energy  Star8" 
makes  it  easier.  The  Energy  Star 
label  on  your  buildings  tells  the 
world  that  you  are  committed  to 
superior  energy  performance.  That 
commitment  not  only  increases  the 
value  of  your  organization  but  also 
helps  prevent  air  pollution.  And  that 
looks  good  to  people  everywhere, 
from  Main  Street  to  Wall  Street. 
More  than  half  of  the  Fortune  500® 
already  reap  the  benefits  of  partici- 
pation in  Energy  Star.  Your  company 
can  too.  Call  1-888-STAR-YES  or 
visit  energystar.gov. 


Money  Isn't  All  You're  Saving 

1 


i  lj  sponsored  by  the  l   •-  Environmental  Prou 

■ 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Abbott  Laboratories  (ABT) 

105 

Accenture  10 
Advantage  Group  130 
Adventis  48 
AFC  Enterprises  (AFCE) 

136 

Allianz  Life  USA  130 
Amazon.com  (AMZN)  90, 

94 

AMD  (AMD)  40 
American  Airlines  (AMR) 

88 
American  Express  (AXP) 

124 

Analog  Devices  (ADD  132 

Anheuser-Busch  (BUD)  10 

AOLTimeWarner(AOL)88, 

90 

Apache  (APA)  139 

Apple  Computer  (AAPL)  38: 

146 

Applied  Materials  (AMAT) 
110 

ARM  (ARMHY)  40 

Ashford  (ASFD)  94 

AT&T  0)20,48,51 

AT.  Kearney  (EDS)  118 

Avermedia  22 

Axa  Financial  (AXA)  134 

B 


Calamos  Convertible  Fund 
(CCVIX)  132 

Cardinal  Health  (CAH)  139 
Carlsen  Motor  Cars  118 
Century  Shares  Trust 
(CENSX)124 
Challenger  Gray  & 
Christmas  110 
Chevron  (CHV)  14 
Chico'sFAS(CHS)125 
Christie's  128 
Chrysler  Group  (DCX)  34 
CIBC  World  Markets  39 
Cisco  Systems  (CSCO)  36, 
38,39,110,118,125 
Citigroup  (010,122 
Collaborative  Economics 
118 
Compaq  Computer  (CPQ) 

22,38 

ComVentures  36 
Conexant  Systems  (CNXT) 

110 

Conseco  (CNC)  124 
ConvertBond.com  132 
Cornish  &  Carey  118 
CoStar  Group  (CSG)  110 
Credit  Suisse  First  Boston 

90, 139 
CVS  (CVS)  139 


EMC  (EMC)  36 
Enron  (ENE)  48 
Ericsson  (ERICY)  22, 40 
eToys(ETYS)132 
E*Trade  Group  (EGRP) 
110,125 

Excite@Home(ATHM)118 
Exxon  Mobil  (XOM)  14 
F 


Fairchild  Semiconductor 
(FCS)  42 

Fannie  Mae  (FNM)  48 
Federal-Mogul  (FMO)  124 
First  Call  139 
First  Union  (FTU)  124 
Ford  (F)  20, 64 
G 


Bank  of  America  (BAC) 
122,124,139 
Bank  One  (ONE)  124 
BEA  Systems  (BEAS)  118 
Benihana  (BNHN)  136 
Bestfoods  (BFO)  134 
Bigwords.com  110 
Blumberg  Capital  126 
BMC  Software  (BMCS)  125 
Boeing  (BA)  34, 88 
Borders  (BGP)  94 
Briazz(BRZZ)  136 
Bridgestone/Firestone 

(BROCY)  64 
British 

Telecommunications 

(BTY)  48 
BroadVision  (BVSN)  118 


DaimlerChrysler  (DCX)  12, 
64 

Dataquest  Gartner  (IT)  40 
DeepGreen  Bank  122 
Dell  Computer  (DELL)  36, 

38 
Dresdner  Kleinwort  Benson 

128,139 
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Editorials 


TAMING  THE  TECH  TROUBLE 


How  long?  That's  the  question  haunting  chief  executives, 
investors,  employees,  and  policymakers  as  they  ponder 
the  severe  high-tech  downturn  now  under  way.  Cisco  Systems 
Inc.  ceo  John  T.  Chambers'  announcement  of  a  30%  drop  in 
first-quarter  sales  is  shocking  enough,  but  the  real  concern  is 
that  the  shakeout  in  high  tech  could  take  two  more  years  and 
be  much  worse  than  anticipated.  The  Federal  Reserve's  dra- 
matic inter-meeting  interest-rate  cut  on  Apr.  18  was  moti- 
vated by  fear  that  severe  weakness  in  capital  spending,  plus 
lower  corporate  profits  and  equity  wealth,  may  be  pushing  the 
economy  into  dangerous  territory.  Last  month,  Fed  Chairman 
Alan  Greenspan  was  still  unsure  just  how  bad  the  tech  down- 
turn would  be.  Now  he  appears  to  believe  it  will  be  at  the 
lower  end  of  expectations.  The  Fed  is  moving  fast  to  address 
the  problems  of  overcapacity  and  debt  overhang  choking  the 
high-tech  sector.  Congress  should  quickly  follow  and  pass  a 
retroactive  tax  cut  (page  34). 

It  is  now  clear  that  U.S.  companies  vastly  overspent  on 
high-tech  capacity.  Blame  it  on  young  dot-commers  splurging 
on  servers  with  generous  venture-capital  funding,  telecoms 
buying  optic  fiber  and  routers  with  lots  of  junk-bond  debt,  or 
big  Old  Economy  corporations  purchasing  computers  and 
software  with  easy-to-get  loans  to  stem  the  phantom  Y2K 
threat.  By  any  historical  standard,  capacity  growth  was  un- 
usually high  in  the  late  '90s.  By  1999,  high-tech  capacity  was 
growing  at  an  unsustainable  50%  annual  rate. 

The  big  question  now  is  how  fast  capacity  can  be  worked 
off.  One  problem  is  that  for  months,  high-tech  CEOs  have 
been  in  denial.  Even  as  some  of  their  biggest  customers, 
the  dot-coms  and  telecoms,  sank  before  their  eyes,  these 


ceos  continued  to  insist  they  could  make  the  20%  to  3C 
nual  earnings  promised  to  Wall  Street.  When  they  coj 
they  blamed  anyone  but  themselves — Greenspan,  theif 
tomers,  or  energy  prices.  It's  time  for  them  to  end  the 
game  and  act,  taking  big  charges  for  excess  inventory  a 
structuring  while  cutting  prices  on  their  products  to 
them  out  the  door.  Many  are  in  the  process  of  doing  s( 
ers  are  just  beginning.  The  faster,  the  sooner,  the  bett 

Ditto  for  the  heavy  debt  overhang  choking  high  tech 
plier  financing  and  fancy  accounting  hyped  up  revenu< 
ported  profits,  and  stock  prices  in  the  late  '90s.  It's  ti 
clean  up  the  books.  Accounting  firms  could  burnish 
tarnished  reputations  by  hanging  tough.  And  there  shoi 
no  extraordinary  attempts  by  banks  to  rescue  troubled 
tech  companies.  Bankruptcies  are  an  efficient  way  of  d 
ing  assets  and  facilitating  consolidation. 

Innovation  could  play  a  key  role  in  ending  the  higl 
downturn.  Productivity-enhancing,  profit-producing  pr< 
can  prompt  a  burst  of  new  spending  by  businesses  an< 
sumers  alike.  Faster  Pentium  chips,  new  operating  sy 
from  Microsoft  Corp.  and  Apple  Computer  Inc.,  anc 
handheld  devices  are  on  the  way.  Wireless  Interne 
broadband  are  crucial.  Obsolescence  is  one  simple  w 
cutting  overcapacity  rapidly. 

Speed  is  important  in  flushing  out  excess  high-te<^. 
pacity  and  regenerating  economic  growth.  The  gains 
'90s — the  wealth,  the  job  opportunities,  the  reform  of  w< 
the  reduction  in  crime,  the  cleaning  up  of  our  cities- 
be  jeopardized  if  it  takes  years  to  get  back  to  "go.' 
Fed  is  acting  fast.  Congress  is  not. 


CALIFORNIA'S  DREAMS  ARE  SLIPPING  AWAY 


California  has  always  been  a  state  of  mind  as  much  as  a 
state  of  the  union.  To  millions  around  the  world,  the  great 
dream  of  California  has  sprung  from  its  frontierlike  openness, 
its  willingness  to  accept  all  kinds  of  people  and  try  new  things. 
Far  from  East  Coast  orthodoxy  and  Washington  political  in- 
trigue, California  embraced  anti-establishment  thinking  and  a 
gold-rush  mentality  in  a  dazzling  manner.  Metaphor  and  mag- 
net, California  drew  to  itself  the  quirky  mix  that  created  the 
twin  miracles  of  Silicon  Valley  and  Hollywood.  Things  worked 
in  California.  Now  they  don't  (page  110). 

The  collapse  of  the  electricity  system,  with  its  Third  World- 
like brownouts,  is  only  the  most  obvious  example.  California 
once  had  a  jewel  of  a  public  education  system.  It  provided  up- 
ward mobility  to  all.  Today,  it  is  a  shambles.  California  in- 
vented the  freeway,  built  Roman-scale  aqueducts,  and  put  up 
housing  for  all  classes  of  people.  Today,  roads  are  crowded, 
water  is  getting  limited,  and  affordable  housing  is  lacking. 

What  happened?  Starting  in  the  '80s,  California  turned 


against  itself.  Common  goals  to  build  a  special  kind  of  pi: 
live  were  replaced  by  bitter  ideological  divisions.  Californ  [ 
came  sclerotic  and  divisive.  On  the  right,  conservatives  j 
Proposition  13,  which  cut  taxes  and  starved  public  educ 
On  the  left,  eco-extremism  stopped  the  building  of  i 
plants,  limiting  the  generation  of  electricity  even  as  the 
economy  boomed  and  demand  soared.  In  some  parts  of 
fornia,  there  was  no  urban  or  regional  planning,  and  s| 
ing  chaos  resulted.  In  other  parts,  there  were  such 
limits  to  growth  that  little  could  be  built.  High-tech  r 
facturers  shifted  production  to  Texas,  Idaho,  and  Oreg 
California's  power  crisis,  like  many  other  crises  facing 
self-inflicted.  A  quirky  mix  of  talent,  entrepreneurialisir 
finance  has  carried  Silicon  Valley  through  high-tech  dowr 
in  the  past  and  could  again.  But  this  time,  the  devast 
failure  of  public  policy  could  make  recovery  difficult  Alt 
without  electricity,  server  forms  donl  work.  Without 
schools,  roads,  and  water,  California  doesn't  work,  peri 
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